Digitized  by 

the  Internet  Archive 

in  2014 

I 

1 


https://archive.org/details/businessweek199705newy 


For  Reference 
Do  Not  Take 
From  the  Library 


Every  person  who  maliciuusly 
cuts,  deldces.  breaks  or  injures 
any  book,  map,  chart,  picture, 
engraving,  statue,  com.  model, 
apparatus,  or  other  work  ol  ht- 
erature.  art,  mechanics  or  ob- 
lect  ot  curiosity,  deposited  in 
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iVages  are  starting  to  move  up -and  the 
UPS  settlement  is  a  win  for  workers. 
But  real  wages  for  more  than  half  of 
all  Americans  are  actually  lower  than 
they  were  in  1989. 
What  will  it  take  for 
them  to  catch  up? ...... 
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VICTORIOUS. 


That's  how  you  fee 


Remember  how  you  used  to  beam  when 
they  cheered?  You  felt  like  you  were  on  top 
of  the  world.  So  it  makes  perfect  sense  that  you'd 
step  up  to  the  GMC  Yukon.  Its  exhilarating  255  hp 
V8  delivers  more  power  than  any  other  sport 
utiUty*  And  the  Autotrac™  system  on  Yukon** 
is  so  advanced,  it  actually  senses  changing  road 
conditions  and  adjusts  automatically  from 
2 WD  to  4WD.  With  more  power  and 
advanced  technology  Yukon  not  only 
challenges  the  road,  it  wins. 

For  the  big  picture,  visit  www.yukon.gmc.  com 

orcalll-888M-YUKOR 

Or  discover  Suburban  at  www.suburban.gmc.com. 

*Excludes  other  GM  vehicles.  **Standard  on  4WD  models. 


SHARING  PROSPERITY 

Real  wages  are  climbing.  Can 
we  have  more  gains  without 
igniting  inflation?  Yes,  if . . . 
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Is  the  pendulum  swinging 
to  labor  unions?  page  Z6 
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While  there  is  still  far  to  go  before  all 
can  share  fully  in  the  American  dream, 
the  cuiTent  boom  offers  a  rare 
opportunity.  Improved  productivity 
could  pay  for  even  nioi-e  gains  in  wages 
without  igniting  inflation.  But  the 
gTOWth  engine  must  kee|)  humming 
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EDITED  BY  PAT  WECHSLER 


HONCHOS 


THE  MAN  WHO  WOULD  LEAD  AT&T? 


AT&T's  SEARCH  FOR  A  CEO 

is  only  weeks  old,  but 
according  to  insiders,  one 
name  seems  destined  for 
the  short  list:  Michael 
Armstrong,  head  nl 
Hughes  Electronics. 

Armstrong,  58,  was  a 
top  contender  in  last 
year's  hunt  for  Robert 
Allen's  successor.  He 
bowed  out  when  it  be- 
came clear  that  Allen 
would  not  give  up  the  ceo 
post  for  at  least  a  year.  John 
Walter,  ceo  of  R.  R.  Donnelley 
&  Sons,  was  tapped,  but  left 
nine  months  later  In  tliis  sec- 
ond round,  Allen  has  agi'eed 
to  step  aside  right  away,  so 
sources  close  to  Armstrong 
say  he's  interested  again. 

As  ceo  of  Hughes  for  five 
years,  Armstrong  trans- 
foiTTied  the  defense  contractor 
into  a  telecommimications  and 
satellite  contender.  Those  who 
know  him  say  he  considers 
his  work  done  there  and 


ARMSTRONG:  This  time,  maybe 


might  welcome  a  move  east, 
where  he  still  owns  a  house 
in  Darien,  Conn.  A  Hughes 
insider,  however,  noted  that 
Armstrong  recently  bought  a 
home  in  Los  Angeles.  Ann- 
strong  declined  to  comment. 

But  pai'ent  General  Motors 
is  expected  to  fight  for  its 
prized  exec.  In  April,  it 
promised  him  a  $10  million 
bonus  to  stay  until  Oct.  1,  200:3. 
And  a  soiu'ce  says  ceo  Jack 
wSmith  "would  move  heaven 
and  eaith  to  keep  liim."  Lisa 
Sanders  and  Peter  Elstrom 


EARTHQUAKE  WATCH 

JUMPIN' 

BEANTOWN  

WHEN  ONE  THINKS  OF  BOSTON 

and  natural  disasters, 
nor'easters  and  blizzards 
come  to  mind.  But  Stanford 
University  civil  engineering 
PhD  Rachel  Davidson  says 
Bostonians  should  consider 
earthquakes  as  well. 

Davidson  has  just  devel- 
oped an  index  to  evahiato 
earthquake 
risks  in  10  cit- 
ies around  the  ;: 
world.  And  ac- 
cording to  her 
Earthquake 
Disaster  Risk 
Index,  Boston 
ranks  on  a  par 
with  San  Fran- 
cisco when  it  BOSTON:  Fri 


comes  to  the  potential  for 
seismic  activity  and  destioic- 
tion.  That  Boston's  last  major 
earthquake  struck  in  1755 
doesn't  bother  Davidson.  She 
claims  that  when  one  consid- 
ers geological  factors  along 
with  such  conditions  as  the 
age  of  buildings  and  deterio- 
ration of  a  city's  infrastruc- 
tui-e,  Boston  is  just  as  much 
at  risk  of  incurring  serious 
damage  and  casualties.  In  fact, 
small  tremors  are  frequent  in 
the  metiT)  area,  concedes  Doug- 
las Foi'bes,  a 
du'ector-  for  the 
state's  Emer- 
gency Manage- 
ment Agency. 
"We  know  one 
will  happen," 
Davidson  says. 
"We  don't  know 
when." 

SCO  East  Lisa  Sanders 


TALK  SHOW  uifeit  pressure  from  a  lot  of  people.  I  felt 
pressure  from  my  wife  and  dog. 5? 

— UPS  CEO  James  Kelly,  in  response  to  a  question  about 
whether  he  felt  pressure  from  President  Clinton 


EX  LIBRIS 

MY  DINNERS  WITH 
WARREN 

WHAT  DOES  WARREN  BUFFETT 

talk  about  during  dinner? 
According  to  his  former 
daughter-in-law,  Mary 
Buffett,  he  discusses 
what  he  loves: 
making  money. 
"He  lives,  eats, 
breathes,  and 
dreams  invest- 
ing," she  says. 
The  knowledge 
Mary  gleaned 
from  that  table 
talk  is  now  a 
book  from  Simon 
&  Schuster,  Buf- 
fettology:  The  Pre- 
imu-sly  Unexplained 
Techniques  that  Have 
Made  Warren  Buffett 
the  World's  Most  Famaus  In- 
vestor. Co-vmtten  vdth  long- 
time Buffett  friend  David 
Clark,  the  book  is  not  a  juicy 
tell-all  but  a  probe  inside  the 
head  of  a  financial  genius. 


Mary's  12-year  marriage 
Peter  Buffett  ended  in  1! 
in  a  teaiful  divorce.  But  ^ 
says  she  recalls  fondly  hj 
days  in  the  billionaire's  \~v-<\\\ 
Christmas  was  a  favorite  tiiij 
Not  for  the  plum  puddi^ 
but  for  the  nifty  stocki: 
stuffers  Warren  dol 
out:  shares  in  su 
companies  as  Coc 
Cola  and  Gillet 
His  one  cave 
No  one  coi 
reveal  whi 
stock  he 
she  receivec 
Althouj 
Mary  Buffe 
says  she 
still  on  go( 
terms  wi 
her  ex-fath€ 
in-law,  the  bo( 
was  vwitten  vritho 
his  cooperation.  Mai 
plans  to  send  him  a  coj 
when  it's  published  in  Novei 
ber,  but  doesn't  expect  kudc 
"He's  very  private,"  she  say 
"I  don't  expect  him  to  sj 
anj'thing."     Thomas  Bartk 


NAME  GAMES 


A  GOOD  YEAR  FOR  BUFFALO  BEAU  JOLAIS 


SENATOR  AL  D'AMATO  WANTS 

to  please  his  constituents,  no 
matter  how  much  the  Euro- 
pean Union  rants. 

In  the  recently  signed  bud- 
get bill,  D'Amato  (R-N.Y.)  in- 
serted an  amendment  that 
permits  U.  S.  winemakers — 
and  New  York  State  has 
quite  a  few — to  label  such 
names  as  Burgundy,  Bor- 
deaux, Beaujolais,  and 
Madeira.  Well,  as  Europeans 
will  tell  you,  those  names  are 
only  appropriately  used  when 
the  wine  is  from  those  re- 
gions. D'Amato,  however,  is 
listening  to  U.S.  vintners 
who  say  identification  of 
wines  shoald  be  done  on  the 
basis  of  which  gi'ape  is  used. 

In  fact,  the  U.  S.  and  Bms- 
sels  have  had  a  tacit  agree- 
ment for  14  yeai-s  to  allow  the 
occasional  California  sauteme 


or  New  Yoi'k  champagne,  h 
matter,  D'Amato's  amendmei  i 
is  seen  as  a  direct  affront  t: 
the  EU,  which  still  considei 
the  issue  under  negotiatioi 
"Once  something  like  this 
entrenched  i 
law,  it  becomt 
much  hardt 
to  amend 
complains  k 
spokeswoma 
Ella  Kincoff  i 
Washington. 

In  a  lette 
to  U.  S.  Trad 

  Representa 

tive  Charlene  Barshefsky,  E 
Agriculture  Commissione 
Franz  Fischler  charges  tha 
the  law  violates  World  Tr-ad 
Organization  intellectual  prop 
erty  rules.  A  formal  com 
plaint  to  the  wto  is  beini 
considered.  Paul  Magnusso\ 


D'AMATO: 

Wine  is  wine 
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DRAWN  &  QUARTERED 


POWER  COUPLES 


THE  BELTWAY  LADIES  INVESTMENT  GUIDE? 

acumen  as  their  Beai'dstown 
counterparts.  Since  January. 
Meager  Means  says  it  has 
earned  between  15^c  and 
20^c.  That  falls  short  of  the 
Standard  &  Poor's  500-stock 
index,  up  24%  this  yeai-.  but 
matches  the  performance  of 
many  mutual 
fimds.  "This  isn't 
a  social  event," 
says  club  Presi- 
dent Ti'icia  Lott. 

So  far.  the  20 
ladies   have  in- 
vented roughly 
S45.000.  But^'not 
all    picks  have 
been  \\inners: 
Mary  Clement, 
wife  of  Representative  Bob 
Clement  (D-Tenn.).  recom- 
mended buying  ICC  Technolo- 
gies       at        15.  It's 
now  ai'ound  5.  "I  still  haven't 
made    up   for   that,"  she 
says.        Ma  11/  Beth  Regan 


IF  THE   BEARD.-<TOWX  (ILL.) 

Ladies'  Investment  Club  could 
rack  up  a  39%  return  in  1997 
alone  on  amateur  stock  picks, 
then  why  not  the  wives  of 
Washington  pols'?  That's  the 
idea  behind  the  Meager  Means 
Investment  Club,  a  group 
of  Washingtonians 
whose  husbands' 
"meager"  salaiies 
ai'e  well  into  the 
sL\  digits.  Among 
its  members  are 
Jack  Kemp's  wife, 
Joanne,  and  Tiicia 
Lott,  the  wife  of 
Senate  Majority 
Leader  Ti'ent 
Lott.  Democrats 
ai-e  welcome,  too:  Lois  BreaiLX. 
wife  of  Louisiana  Senator  John 
Breaux.  paiticipates. 

Yet  the  D.  C.  ladies,  whose 
activities  have  been  cleared 
by  the  Senate  Ethics  Com- 
mittee, hardlv  show  the  same 


AU  CONTRAIRE 

HOLD  OFF  ON  LAST 
RITES  FOR  REITs 

WHEN  IT  COMES  TO  REITS  AND 

the  new  tax  law.  Daniel  Pine, 
portfolio  manager  for  Alliance 
Capital  Management's  reit 
mutual  fimds.  is  a  contraii- 
an.  Most  analysts  have  fo- 
cused on  how  real  estate  in- 
vestment tnists  may  suffer 
because  dividends,  a  REIT's 
main  fomi  of  distribution.  wiU 
be  taxed  at  28%  vs.  20%  for 
capital  gains. 

REIT-SURGENCE 


■92    -93  V:  ST 

A  BiaiONS  Of  COLLARS      'AS  Of  AbG  17.  9 
DATA  SNL  SECURITIES  LC 


As  Pine  sees  it.  the  new- 
tax  law  will  have  a  long-term 
positive  eSect  on  reits.  Low- 
er capital-gains  taxes  will 
spui'  property  ownei-s  to  sell, 
providing  a  bigger  invento- 
ly  in  which  reits  may  in- 
vest. On  the  demand  side. 
Pine  expects  the  increased 
deductible  for  iras  to  pro- 
duce more  interest  in  reits 
as  investors  seek  cheaper 
long-terai  options. 

Cmrently.  reits  ai-e  trad- 
ing at  about  70%  of  the  price- 
to-eaiTiings  ratio  of  the  Stan- 
dai'd  &  Poor's  -SOO-stock  index. 
Their  annual  earnings  are 
forecast  to  increase  by  9%  to 
10%  next  yeai'  vs.  7.5%  for 
the  s&p  500.  And  theii-  divi- 
dend prospects,  at  5.5%.  also 
are  expected  to  outshine 
those  of  the  s&p  (less  than 
2%).  Pine  also  predicts  that 
the  total  market  capitaliza- 
tion of  REITS  themselves, 
presently  S105  biUion,  will 
more  than  double,  to  at  least 
S250  billion  by  the  end  of  this 
decade.  Lisa  Sanders 


l-WAY  PATROL 

ONE  CLICK,  YOU'RE  A 
VENTURE  CAPITALIST 

SURE.    THE    IXTERXET  IS 

great  for  checking  the  weath- 
er and  the  latest  box  scores. 
But  is  it  a  good  place  to  in- 
vest thousands  in  a  ventm'e 
capital  fimd"? 

Technolog}- 
Ftmding.  San  Ma- 
teo, CaHf.,  thinks 
so.  Headed  by 
general  paitnei*s 
Chaiies  Kokesh 
(left)  and  Greg 
George,  the  com- 
pany recently  got 
the  O.K.  fi'om  the 
Securities  &  Ex- 
change Commission  to  market 
a  SlOO  million  private  limited 
paitnei"ship  over  the  Internet, 
the  first  fund  of  its  kind  of- 
fered online.  One  last  hurdle 
remains  before  the  high-tech 


fund  debuts  on  the  Net: 
go-ahead  fi'om  the  Natior 
Association  of  Securities  De 
ers.  It's  expected  shortly. 

Although  most  venture  C£ 
ital  funds  appeal  to  instit 
tional  investoi-s  or  wealthy 
di\iduals.  Technology-  Fundii 
which  has  helped  launch  2 
emerging  companies  sin 
1979.  has  predominant 
catered  to  sm 
investors  wi 
'0t  m  i  n  i  m  u 
investmen 
around  $2,5C 
One  can  sink  as  I 
tie  as  S1,000  in  t 
prospective  fur. 
5i  and  it  can  be 
^  vested  over  t 
Web  using  a  a-ei 
it  card  number.  The  cautio 
can  mail  a  check  But  come 
think  of  it,  if  you  were  all  th 
cautious,  you  probably  wou 
not  be  investing  in  a  ventua 
capital  fund.  Thomas  Bai-tM 


THE  BIG  PICTURE 


EXPORTING  U.S.  INVESTMENT 

Led  by  British,  German,  and  Canadian  com- 
panies, foreign  issuers  raised  record  amounts 
in  U.S.  markets  in  1996.  Now,  the  pace  is  slower 
and  the  countries  have  changed.  Argentina, 
the  Netherlands,  and  Brazil  lead  the  charge. 


4Jk 


■90  '91  '92 
ABIUIONSOF  DOLLARS 


FOOTNOTES  Employees  who  receive  two  weeks  of  paid  vacation  annually:  32%  three  w  eeks:  24%  four  weeks  or  more:  24% 
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3A,A  ARAGC\CGNS^_ 


They  Can  Take  Better  Care 
Of  Their  Patients. 

Because  We  Take  Care  Of 
Their  Financial  Security. 


Practicing  the  science  of 
medicine  leaves  precious 
little  time  for  a  doctor 
to  do  anything  else.  That's 
why  so  many  medical  professionals  and  millions 
of  other  Americans  rely  on  us  for  help  with  their 
financial  security.  We're  American  General, 
one  of  the  largest  providers  of  retirement  services, 
life  insurance,  and  consumer  loans.  A  corporation 
with  $77  billion  in  assets  and  $6.7  billion  in 
shareholders'  equity.  By  doing  what  we  do  best, 
we're  helping  people  do  what  they  do  best. 


Helping  12  million  Americans  do  better  financially. 

Retirement  Services  •  Life  Insurance  •  Consumer  Finance 

American  General  Life  •  American  General  Life  and  Accident  •  Franklin  Life  •  United  States  Life 
All  American  Life  •  Old  Line  Life  •  USLIFE  Credit  Life  •  American  General  Life  of  New  York 
American  General  Finance  'VALIC  •  American  General  Securities  Incorporated 


For  information,  visit  www.agc.com  or  call  1  (800)  AGC  -  1111 


HEWLETT 


PACKARD 


Some  things  just  look  better 


printed  ulO. 

Whafs  the  best  way  to  get  an  idea  in  front  of  someone?  Make  it 
big.  Which  is  why  the  11x17  option  of  the  new  HP  DeskJet  lOOOC 
Professional  Series  printer  is  so  useful.  It  prints  photo-quality 
color  in  a  range  of  sizes,  including  mini-posters  up  to  4 1/2  feet, 
banners  up  to  18  feet,  as  well  as  booklets  for  presentations  and 
brochures.  Whether  youVe  printing  postcards  or  posters,  why  not 
get  a  printer  that  lets  you  express  yourself  the  way  you  want? 


The  HP  DeskJet  lOOOC.  $499: 

'Estimated  U.S.  retail  price. 


Visit  US  at  www.hp.com/go/djlOOO 


BusinessWeek 


Readers  Report 


THE  WING  TIPS 

SHOULD  HAVE  GOTTEN  THE  BOOT 

Otir  Aug.  11  Cover  Story  on  executive 
succession,  "Wanted:  A  few  good  CEOs," 
triggered  a  strong  response  from  oxvr 
readers.  The  cover  image,  with  men's 
shoes,  prompted  most  of  the  letters  and 
E-mail.  While  some  readers  saw  the 
image  as  an  accurate  symbol  of  male 
dominance  of  executive  suites,  other 
readers  took  us  to  task  for  sending  a 
message  that  only  men  shoidd  he  CEOs. 
One  person  even  sent  us  a  pair  of 
ivomen's  shoes  to  buttress  her  point. 
Here's  a  sampling  of  the  opinions: 

In  today's  business  world,  companies 
are  reaping  what  they  have  sown.  More 
times  than  not,  individuals  who  set  out 


ceed  them,  showed  a  group  of  "cooh 
cutter"  white  men,  that  same  disii 
composition  of  ceo  groups  we  have  1 
ways  encountered. 

The  graphic  and  the  accompany:^ 
article  embody  the  two  extremes  of 
ganizational  culture.  One  illustrates  i 
versity,  to  which  we  pay  lip  servicei 
the  U.  S.  The  other  represents  the 
mogeneity  we  disparage  in  Japan.  Uii 
we  are  able  to  push  diversity  up  to  1(; 
top  management  level,  a  potential  coh 
petitive  advantage  will  not  be  realizd 
Melanie  Trev;t 
Associate  Professt 
Managemd 
University  of  Texas  at  El  Pt,( 


BusinessWeek 


WTij  Managins  Suc«ssion 
IsSiirliAProblpra 


DIVERSITY  CHECK 

"While  it  is  true  that 
there  are  more  male 
than  female  CEOs,  it  is 
an  unfortunate  truth. 
In  choosing  this  image, 
you  did  a  disservice  to 
female  executives." 


on  the  CEO  track  are  solely  motivated 
by  power  and  money.  With  no  mecha- 
nisms in  place  to  recognize  leadership, 
innovation,  and  ingenuity,  the  "good  old 
boys"  system  has  backed  itself  into  a 
comer.  Why  is  it  that,  with  the  number 
of  corporations  in  America,  there  are 
only  a  handful  of  ceos  considered  worth 
pursuing?  Corporate  America  needs  to 
reevaluate  its  hiiing  criteria  and  prac- 
tices—not to  mention  its  philosophy  to- 
ward its  workforce. 

Donna  Krebsbach 
Vancouver,  Wash. 


I  take  exception  to  the  statement 
McKinsey  &  Co.'s  Robert  Felton.  ; 
iiiiiii"  was  quoted  as  saying  thl 
it  may  no  longer  mat 
sense  to  develop  and  tr;d 
executives  since  they  "mj 
walk  out  of  the  door  ar^ 
way." 

As  a  firm  of  manage 
ment  psychologists  with  3 
years  of  experience  in  tg 
area  of  succession  plannit;, 
we  at  RHR  Internatiorj 
have  observed  that  t3 
halbnark  of  a  well-managl 
company  is  to  build  bench  strength  frci 
within.  j 
Thomas  J.  Sapori)i 
Senior  Vice-Presidetl 
RHR  International  C' 
Wood  Dale,  1.^ 

Tfek,  tsk,  business  week!  I  rarely  ai 
offended  by  lapses  in  "poUtical  correc- 
ness,"  as  I  think  everyone  has  gonei 
bit  overboard  with  it.  But  I  found  m- 
self  completely  appalled  by  your  cove 
Did  it  ever  occur  to  you  that  a  pair  f 
pumps  would  have  been  equally  as  a-. 


EDITOR-IN-CHIEF:  Stephen  B.  Shepard 
MANAGING  EDITOR:  Mark  Morrison 
CHIEF  ECONOMIST:  William  Wolman 
ASSISTANT  MANAGING  EDITORS: 

Sarah  Bartlett,  Robert  J  Dowling,  G  David  Wallace 

ART  DIRECTOR:  Malcolm  Frouman 

CHIEF  OF  CORRESPONDENTS:  James  Ellis 

SENIOR  EDITORS:  Bob  Arnold  (New  Media).  Frank  J.  Comes,  Geoff 
Lewis,  Paul  Raeburn,  Kathy  Rebello,  Jane  A.  Sasseen,  Giro  Scotti,  Lee 
Walczak  (Washington),  Elizabeth  Weiner,  Chns  Welles,  Seymour  Zucker 
EDITORIAL  PAGE  EDITOR:  Bruce  Nussbaum 

SENIOR  WRITERS:  Robert  Barker,  Anthony  Bianco,  John  A.  Byme,  William 
Glas^ll,  Jeffrey  M.  Laderman,  Gene  G.  Marcial,  Karen  Pennar,  Otis  Port, 
Gary  Weiss 

ECONOMICS:  James  C  Cooper  (Sr  Economist/Business  Outlook  editor), 
Kathleen  Madigan  (Assoc  )  Michael  J  Mandel  (Economics  editor), 
Peter  Coy  (Assoc  )  Gene  Koretz  (Economic  Trends  editor) 
INTERNATIONAL:  Christopher  Power  (Asian  Edition  editor).  Rose  Brady 
(European  Edition  editor);  Duane  E  Anderson,  Pete  Engardio,  Joan 
Warner  (Senior  News  editors);  John  Templeman  (Political  Affairs 
editor),  Sheri  Prasso  (Asia  editor);  John  Pearson  (Latin  America 
editor).  Kerry  Capell  (Finance  editor) 

ASSOCIATE  EOrrORS:  C^thenne  Arnst.  Aaron  Bernstein.  Amy  Dunkin,  Neil 
Gross.  Keith  H.  Hammonds.  Kelley  Holland.  Bill  Javetski.  Mary 
Kuntz.  Elizabeth  Lesly.  Larry  Light.  Leah  Nathans  Spiro,  Fred  Strasser 
(Enterprise) 

PICTURE  EDITOR:  Lawrence  Lippmann 
SENIOR  ART  DIRECTOR:  Francesca  Messina 

DEPARTMENT  EDITORS:  Books:  Hardy  Green  Computers:  Ira  Sager 
Corporate  Finance:  Phillip  L  Zweig  Corporations:  I  Jeanne  Dugan. 
Enterprise:  Robin  D  Schatz  Legal  Affairs;  Mike  France  Management: 
Jennifer  Reingold  Markets  &  Investments:  Suzanne  Woolley  Money  & 
Banking:  Debra  Sparks  Personal  Business:  Edward  C  Baig  Science: 
Naomi  Freundlich  Scoreboards:  Frederick  F  Jespersen  Sof^re:  Amy 
Corlese  Telecommunications:  Peter  Elstrom 

STAFF  EDITORS:  Lori  Bongiomo,  Paul  M  Eng,  Toddi  Gutner,  Lisa  Sanders, 
Edith  Updike 

COPY  EDITORS:  Prudence  Crovrther,  Harry  Maurer  (Deputy  chiefs);  Marc 
Miller,  Jim  Taibi  (Asst.  chiefs);  Tim  Belknap,  Aleta  Davies,  Jack 
Robbins,  Doug  Royalty  (Sr.  copy  editors),  Giles  Blunt,  Cynthia  McClean, 
Joseph  Mandel,  Anne  Newman,  David  Pengilly.  Malka  Percal.  Lourdes 
Valeriano  (Copy  editors).  Gail  Fowler,  Maria  Chapin.  Aida  Rosario, 
Oluwabunmi  Shabi  (Researchers) 

PRODUCTION  COPY  EDITORS:  Lawrence  Dark  (Chief).  Hallberg  Hall- 
mundsson,  Celine  Keating,  B,  Kite,  Robert  S.  Norman.  Robert  J. 
Rosenberg,  Victoria  Rubin 

ART:  Jay  Petrow.  Steven  Taylor  (Deputy  directors);  Don  Besom.  Alice 
Cheung.  AndrSe  Kahlmorgan.  Christine  Silver  (Assoc  directors).  Graphics 
&  New  Media:  Arthur  Eves  {Creative  director),  Joan  Danaher  (Graphics 
director),  Rob  Doyle  (Assoc.  graphics  director),  Alan  Baseden,  Lisa 
Knouse  Braiman,  Alberto  Mena,  Ray  Vella  (Graphics  illustrators),  Jaime 
Beauchamp  (New  Media  artist).  Matt  Kopit  (New  Media  producer) 
Imaging:  Annette  Farrell  (Mgr ),  Alan  Bomzer  (Asst  manager).  Joseph 
Rhames  (Coordinator) 

PHOTOS:  Scott  Mlyn  (Deputy  Picture  editor).  Anne  Murray.  Andrew  Popper. 
Ronnie  Weil  (Assoc.  Picture  editors).  Bettina  Baudoin.  Michael  Hirsch. 
Kathleen  Moae  (Asst  Picture  editors).  M  Margarita  Eiroa  (Traffic  Mgr ). 
Lawrence  Crowe  (Librarian).  Sarah  Greenberg  Morse  (Photo  researcher) 
EDITORIAL  OPERATIONS:  Yvonne  F  Rodriguez  (Director).  Wally  Baudin. 
Nicholas  M  White  (Production  managers)  Karen  Butcher.  Francisco 
Cardoza.  Thomas  R  Dowd.  Stephen  R  Lebron.  Fidel  Lee.  Jody  A 
LoGrasso.  Jose  L  Martin.  Jane  M.  Perkinson.  Laura  Reissman.  Karen 
Turok.  Use  V  Walton.  Barbara  Wilhelm  (Makeup  editors)  Donald  C. 
Pearson  (Traffic  manager).  Guillermo  Ortiz  (Traffic  clerk) 
SYSTEMS:  Thomas  L  Morgan  (Director).  Richard  Balestrino.  Mane 
Brown-Bryant,  Stephanie  Rossi.  Marta  Skrelja.  Craig  Sturgis 
BUSINESS  WEEK  ONLINE:  Michael  Mercuric  (Managing  editor).  A.  Peter 
Clem  (Web  production  manager).  John  A  Dierdorff  (Consulting  editor) 
CORRESPONDENTS:  Atlanta:  David  Greising  (Mgr ).  Nicole  Har.  is  Boston: 
William  C  Symonds  (Mgr ).  Paul  C.  Judge.  Geoffrey  Smith  Ctiicago: 
Richard  A  Melcher  (Mgr ).  David  Leonhardt  Cleveland:  Peter  Galuszka 
(Mgr  I  Connecticut:  Tim  Smart  (Mgr ).  Susan  Jackson  Dallas:  Wendy 
Zellner  (Mgr ).  Stephanie  Anderson  Forest  Detroit;  Kathleen  Kerwin 
(Mgr).  Keith  Naughton.  Bill  Vlasic  Houston:  Gary  McWilliams  (Mgr)  Los 
Angeles:  Ronald  Grover  (Mgr ).  Larry  Armstrong  (Sr  Correspondent). 
Kathleen  Moms.  Eric  Schine  Miami:  Gail  DeGeorge  (Mgr )  Pliiladelphia: 
Amy  Barrett  (Mgr )  Pittstxjrgh:  Stephen  Baker  (Mgr )  San  Francisco:  Peter 
Burrcws.  Steve  Hamm.  Linda  Himelstein.  Robert  D  Hof.  Andy  Reinhardt 
Wastiington:  Owen  Ullmann  (Sr  Nev^  Editor).  Douglas  Harbrecht  (News 
Editor).  John  C^rey.  Paula  Dwyer.  Howard  Gleckman  (Sr  correspondents). 
Amy  Borrus.  Stan  Crock.  Richard  S  Dunham.  Dean  Foust.  Susan  B 
(jarland.  Paul  Magnusson.  Mike  McNamee.  Mary  Beth  Regan.  Stephen  H 
Wildstrom  (Technology  &  You).  Catherine  Yang,  Frankfurt  Thane  Peterson 
(Mgr ).  Karen  Lowry  Miller,  David  Woodruff  Hong  Kong:  Joyce  Bamathan 
(Mgr ),  Mar1<  L  Clifford,  Bnjce  Einhom  London:  Stanley  Reed  (Mgr ),  Julia 
Flynn  Mexico  City:  Gen  Smith  (Mgr )  Moscow:  Patricia  Kranz  (Mgr ) 
Pans:  Gail  Edmondson  (Mgr )  Rome:  John  Rossant  (Mgr )  Sao  Pauk):  Ian 
Katz  (Mgr )  Singapore;  Michael  Shan  (Mgr.),  Tokyo:  Brian  Bremner 
(Mgr ),  Rotjert  Neff  (Contributing  editor),  Steven  V-  BnjII.  Emily  Thornton 
Toronto:  Joseph  Weber  (Mgr ) 

EDITORIAL  SERVICES:  Broadcasting:  Ray  Hoffman  Business  Manager: 

Barbara  Boynton  Information  Sen/ices:  Jamie  B,  Russell  (Director). 
Karen  Stevens  (Mgr ).  Judi  Crowe  (Asst  editor).  Debra  Dreskin,  Fred 
Katzenberg.  Roben  Rrjeker,  Barbara  Silverbush  Office  Manager:  Roselyn 
Kopit  Public  Relations:  Christine  Summerson  Readers  Report:  Yvette 
Hernandez  Reprint  Permission:  Janet  Gonzalez 


PUBLISHER;  Ddvid  G  Ferm 

SR.  VP,  OPERATIONS:  Gary  B  Hopkins 

SR  VP.U  S  SALES:  William  P  Kupper  Jr 

SR  VP.  MARKETING  8.  BRAND  DEVELOPMENT:  Harold  K  Somerdyk 

VP.  CONSUMER  MARKETING/CIRCULATION    .tfven  R  Aster 

VP.  STRATEGIC  PLANNING  &  PRODUCT  DEVELOPMENT:  Kimberly  Greer 

VPs,  SALES:  Constance  E  Bennett  (International).  Joanne  K  Bradford 

(Western  Region).  Dan  Dunn  (Midwestern  Region).  Rotjert  H,  Kelly 

(Northeast  Region).  Louis  R  Mohn  (Southeast  Region) 

VP.  STRATEGIC  PROGRAMS:  James  H  McGraw  IV 

VP.  SALES  DEVELOPMENT:  Mark  A  Flinn 

VP.  MANAGING  DIRECTOR/ASIA:  Stephen  B  Moss 

VP.  MANAGING  DIRECTOR/EUROPE:  Fritz  Krusebecker 

VP.  TECHNOLOGY:  Thomas  J  Reed 

CONTROLLER:  Gary  M  Singer 

DIRECTOR,  ADVERTISING  BUSINESS:  Linda  F  Carvalho 

DIRECTOR.  PRODUCriON  &  SALES  SERVICES:  Mario  J  Talluto 


Your  article  began  with  a  graphic 
which,  though  hazy,  appeared  to  include 
women  and  people  of  color.  The  re- 
mainder of  the  article,  identifying  cur- 
rent CEOS  and  top  candidates  to  suc- 
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propriate  as  a  pair  of  wingtips? 

Stephanie  J.  Oppenheim* 
Alexandria,  \t;i 

While  it  is  true  that  there  are  mot 
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nate  ti'uth.  In  choosing  this  image,  y( 
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In  the  world  of  everyday  living, 
G  day  like  this  is  a  little  specioL 

A  n  n  o  H  II  c  I  n  g    t  h  c    h  c  g  i  ii  n  i  n  g    of    F  o  r  t    J  ii  iii  e  s 

lie  merger  of  James  River  and  Fort  Howard  has  created  a  new 
orce  in  consumer  products  for  everyday  living — Fort  James. 

We've  joined  trusted  brands  together  with  unmatched  manu- 
acturing  efficiency.  Forging  powerful  market  positions  for  our 
it-home  and  away-from-home  consumer  tissue  products. 

This  combination  gives  us  a  solid  platform  for  providing 
mtstanding  customer  service,  long-term  growth  and  increased 
hareholder  value. 

Our  strong  consumer  franchise  in  the  U.S.  includes  the 
Quilted  Northern,  Brawny,  Dixik,  Soft  'n  Gf-ntlk,  Mardi  Gras, 
/anh^  Fair  and  Green  Forest  brands.  In  Europe,  our  leading 
)rands  are  Lotlis,  Nolivelle,  Colhogar  and  Tenderly.  We're 
ilso  international  leaders  in  producing  successful  store  brands. 

And  that's  only  the  beginning. 

FORT  JAMES 

)1997Fofl  James  Corporation 

.11  retereocerl  brands  are  trarlemarks  ot  Fon  James  Corporation  i  i  *-  i       i  • 

na  assotiated  companies  Triisted  products  JOT  everyday  living 


In  everything  from  tissue  products,  to  innovative  packaging 
solutions  and  communications  papers,  we're  a  major  supplier  to 
everyone  from  families,  business  and  government,  to  hospitals, 
restaurants  and  schools. 

With  annual  sales  exceeding  $7  billion.  Fort  James  ranks  among 
the  top  international  consumer  products  companies.  In  terms  o{  tissue 
products,  we're  #1  in  North  America  and  #2  worldwide.  And  we've 
barely  started  showing  how  much  we  can  do  together 
Does  the  future  look  bright.'  We  think  so,  too. 


Readers  Report 


CORRECTIONS  &  CLARIFICATIONS 

In  "Candidate  Lee:  Can  he  clean  up  the 
mess?"  (International  Business,  Aug.  4)  Lee 
Hoi  Chang  was  misspelled. 

"A  slimmer  Cigna"  (In  Business  This  Week, 
Aug.  11)  erred  In  saying  that  Cigna  was 
selling  its  life  insurance  business.  The  com- 
pany is  getting  rid  of  its  individual  life 
insurance  and  annuity  business  but  is  stay- 
ing in  institutional  life. 

A  story  about  Israel.  "Trying  to  shape  Koor 
into  a  global  force."  International  Business, 
was  billed  in  the  Table  of  Contents  in  the 
Aug.  18-25  issue  but  did  not  appear  m  all 
editions.  Readers  can  find  the  story  on  Busi- 
nessWeek Online. 

"The  productivity  boom  is  still  a  mystery" 
(Commentary,  Aug.  18-25)  reported  that 
Federal  Reserve  Board  Chairman  Alan 
Greenspan  "suggested  an  upcoming  revi- 
sion of  gross  domestic  product  data  for 
1993-96  would  back  up  his  belief  that  pro- 
ductivity is  rising  faster  than  official  sta- 
tistics show."  In  fact,  Greenspan  did  not 
make  such  a  prediction. 


did  a  disservice  to  female  executives 
evemvhere.  I  expected  better  from  you. 

Karen  Frost 
Highland  Park.  111. 

Why  did  you  not  illustrate  yoiu-  head- 
line \\"ith  a  briefcase  or  an  empty  chaii'? 

Celeste  Daly 
Lewiston.  Me. 

You  owe  the  female  executives  of 
America  an  apologj'. 

Lucinda  J.  Long 
Jericho.  Vt. 

TRUTH-AND  FAIRNESS- 

IN  LENDING  

In  "Is  this  lender  too  hungiy  for  its 
own  good?"  (Finance,  Aug.  18-2.5)  you 
asserted  that  Cityscape  Financial  Coi-p. 
"pushes  loans  on  those  too  poor  to  bor- 
row" and  makes  "iDig  profits  by  lending 
to  families  vdth  small  incomes."  My  com- 
pany originates  loans  for  jseople  in  all  in- 
come brackets  with  credit  ratings  from 
A  to  D.  We  lend  to  people  with  the 
demonstrated  capacity  to  repay  debt. 

In  the  case  of  Mamie  and  Grover 
Belcher,  the  Mount  Vemon  (N.  Y.)  cou- 
ple profiled  in  your  article,  Cityscape 
stands  by  its  decision  to  grant  them 
credit  in  1991.  This  decision  was  made 
based  on  infonnation  pro\ided  to  us  by 


the  Belchers.  They  received  all  appro- 
priate disclosui-e  documentation,  includ- 
ing a  truth-in-lending  statement,  in 
timely  fashion.  We  beheve  in  treating 
our  borrowers  fairly  and  responsibly, 
we're  proud  of  our  portfolio  of  loan 
products,  and  we're  committed  to  meet- 
ing the  needs  of  an  undereeiTed  mai'ket.- 
Robert  Grosser 
Chief  Executive  Officer 
Citvscape  Financial  Corp. 

Elmsford,  N.  Y. 

THE  R&D  TAX  CREDIT  ISN'T  JUST 
FOR  GOLIATHS  

In  "Death,  taxes — and  coi-porate  wel- 
fare?" (News:  Analysis  &  Commentaiy, 
July  14)  Howai'd  Gleckman  erroneously 
states  that  the  research  and  develop- 
ment tax  credit  is  a  "windfall  for  gi- 
ants." Contrary  to  his  assertion,  the 
R&D  tax  credit  is  especially  important  to 
small  startup  companies,  paiticularly  in 
the  evolving  field  of  biotechnology'. 

Although  the  credit,  which  pro\ides  a 
doUai-for-doUar  reduction  in  tax  expense, 
will  not  save  money  for  an  unprofitable 
company,  it  can  be  canied  fonvai'd  to 
offset  the  tax  Uabihty  a  company  incm"s 
when  it  becomes  profitable.  This  has  a 
dh'ect  impact  on  even  an  unprofitable 
company's  stock  valuation  and  its  abihty 
to  raise  capital. 

.Ai'thm-  D.  Levinson 
President  and  ceo 
Genentech  Inc. 
South  San  Francisco,  Calif. 

EXAMINING  PATIENTS'  RIGHTS 

IN  MEDICARE  HMOs  

Howai-d  Gleckman's  emotional  account 
of  his  father's  experience  in  a  Medicai'e 
HMO  unfortunately  contains  misleading 
statements  ("]VIy  dad's  haiTowing  trip 
thi'ough  a  Mechcai-e  HMO,"  News:  Analy- 
sis &  Commentaiy,  Aug.  4).  Our  plan 
does  not  requii'e  chronically  ill  patients 
to  fii'st  see  their  primary  care  physi- 
cians for  return  \isits  to  speciahsts,  and 
we  did  not  requii'e  it  in  this  case. 

We  agi-ee  that  deahng  with  the  ter- 
minal illness  of  a  loved  one  can  be  a 
haiTowing  experience,  and  we  appreci- 
ate the  author's  feelings  surrounding 
this  issue.  Unfortunately,  this  opinion 
piece  unfairly  portrayed  Prudential 
Healthcare  in  an  uncaring  fight. 

Amy  K.  Knapp 
Executive  Director 

Pi-udential  HealthCare-South  Florida 
Fort  Lauderdale 

Editor's  note:  Herbert  Gleckman  was 
authorized  in  a  few  iyistances  to  see  a 


specialist  up  to  three  times  for  the  so| 
ailmeyit  without  going  hack  to  his  j 
mary  care  doctor.  In  other  cases, 
had  to  visit  his  primary  care  doctor 
fore  going  to  a  specialist. 

Howard  Gleckman's  story  is  exe 
plaiy  of  what  also  goes  on  in  the  tn 
tional  Medicare  program.  There  i 
huge  misperception  that  doing  the  rij 
thing  for  the  sick  costs  more  money 

Quite  the  contrary.  When  verj'  ill 
tients  ai'e  given  choices,  understand 
consequences,  and  ai'e  supported  in  tl 
decision-making,  the  cost  of  theii-  care 
dramatically  reduced. 

Furthermore,  the  quality  of  th 
lives  and  satisfaction  with  then*  ben^ 
plans  is  enhanced.  A  recent  study 
our  management  system  suggests 
least  S21.6  billion  in  annual  Medic; 
sa\ings — HMO  or  not. 

David  Le 
ChauTnan  and  c 
FrarikMn  Hea 
Upper  Saddle  River,  N 
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The  full  text  of  Business  Week,  the  Business  Week 
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Pick  up 
the  phone. 

Pick  up 
the  miles. 
Up  to  8,000 

of  them. 


AmericanAirlines' 

;^dvantage' 


Continental 

OnePass 


Delta  Air  Lines 

SkyMiles^ 


AIRLINES. 


Now  when  you  sign  up  with  MCI  you  can  earn  up 
to  8,000  bonus  miles  (or  7  flight  credits)  on  one  of 
seven  major  airlines. 

Then  earn  another  5  miles  for  every  dollar 
(or  1  flight  credit  for  every  $150)  you  spend  on  a 
variety  of  MCI  services,  including  long  distance  and 
local  toll  calls.  Even  on  MCI  Card®  calls  from 
virtually  anywhere  in  the  world. 

You're  going  to  use  these  services  anyway.  Why 
not  rack  up  the  miles  while  you're  doing  it? 


MIDWEST  Express 
Airlines 


NORTHWEST 
WorldPerks" 


1-800-FLY-FREE 


Rapid  •  Rewards- 


jw.mci.com  ©1997  MCI  Telecommunications  Corporation.  All  rights  reserved.  Is  this  a 
iat  time,  or  what?  is  a  service  mark  of  MCI.  'U.S.  dollar  equivalent,  net  of  taxes,  credits  and 
.counts.  Other  terms  and  conditions  apply  to  ongoing  mileage  offer  and  bonus  miie  offer 
airline  program  rules  and  conditions  apply.  All  program  rules  and  conditions  apply  Flight 
idits  apply  only  to  Southwest  Airlines.  American  Airlines  reserves  the  right  to  change  the 
idvantage  program  at  any  time  without  notice.  American  Airlines  is  not  responsible  for 
Jducts  and  services  offered  by  other  participating  companies. 


Is  this  a  great  time,  or  what?  :  -) 
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THE  BUSINESS  MEK  BEST-SELLER  LIST 


HARDCOVER  BUSINESS  BOOKS 


1  THE  MILLIONAIRE  NEXT  DOOR  z.  "'c-as  J.  Staniey.  P'D 
and  V^illiam  D.  DanKo,  PhD  (Longstreet  Press  •  S22)  The 
penny-pinchers  shall  inherit  the  earth. 

2  THE  GILBERT  FUTURE  by  Scott  Adams  (HarperBusiness  • 

S2c,  P^csnzs'.  za'j.on  from  the  prolific  cartoonist. 

3  STOCK  MARKET  MIRACLES  by  Wade  B.  Cook  (Lighthouse 
Publishing  •  $24.95)  Investing  fundamentals,  from 

portfolio-building  to  stock  selling. 

4  WALL  STREET  MONEY  MACHINE  by  Wade  B.  Cook 
(Lighthouse  Publishing  •  52^.95)  Formulas  to  help  you 
strike  it  rich. 

5  SUCCESS  IS  A  CHOICE  by  Rick  PItino  with  Bill  Reynolds 
(B'caG.'.ay  •  S25)  Coach  says  work  harder,  harder! 

6  DIG  YOUR  WELL  BEFORE  YOU'RE  THIRSTY  by  Harvey 
MacKay  (Curre-cy  •  S24.95)  Wokv  to  build  and  maintain  a 
personal  network,  by  a  syndicated  columnist. 

7  SELLING  THE  INVISIBLE  by  Hart7  Beckwith  (Warner  •  $15) 
A  collection  of  d  re-s  ze  lessons  on  marketing. 

8  FINANCIAL  PEACE  by  Dave  Ramsey  (Viking  •  $21.95)  Get- 
ting CL.r  of  dszr — for  good. 

9  THE  9  STEPS  TO  FINANCIAL  FREEDOM  by  Suze  Orman 

(Crown  •  $23)  Practical  and  "spiritual"  steps  for  handling 
money,  by  a  Self  magazine  writer. 

10  LEADING  CHANGE  by  John  P.  Kotter  (Harvard  Business 
Sc'cc  •  52-  93)  Shaking  up  the  organization,  by  a 

Harvard  8-school  professor. 

11  ONLY  THE  PARANOID  SURVIVE  by  Andrew  S.  Grove  (Curren- 
cy •  $27.50)  Intel's  CEO  describes  how  to  turn  crises  into 
moments  of  opportunity. 

12  RAVING  FANS  by  Kenneth  Blanchard  and  Sheldon  M.  Bowles 
(Morrow  •  $20)  How  to  turn  customers  into  your  biggest 
boosters. 

13  STRESS  FOR  SUCCESS  by  James  E.  Loehr  (Times  Business  • 
$25)  That  knot  in  your  stomach  is  not  such  a  bad  thing,  says 
a  trainer/consultant. 

14  AGAINST  THE  GODS  by  Peter  L.  Bernstein  (Wiley  •  $27.95) 
Risk  management  in  the  making  of  the  modern  world. 

15  INSIDE  THE  TORNADO  by  Geoffrey  A.  Moore  (HarperBusi- 
ness •  $25/  Lore  on  marketing  mined  from  Silicon  Valley. 
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PAPERBACK  BUSINESS  BOOKS 


THE  SEVEN  HABITS  OF  HIGHLY  EFFECTIVE  PEOPLE 

by  S:5:'6'  ?  Cce,,  F  '■eside  •  $12;  Habitually  popular. 

THE  DILBERT  PRINCIPLE  by  Scott  Adams  (HarperBusiness 

Sil.SS,  The  revenge  c"  'he  zjbicle  dwellers. 

THE  MOTLEY  FOOL  INVESTMENT  GUIDE  by  David  and  Torr 
Gardne:-  F  reside  •  $12)  The  online  investment  duo  puts  it 

on  pape'-. 

THE  1997  WHAT  COLOR  IS  YOUR  PARACHUTE?  by 
Richard  Nelson  Bones  ileri  Speea  P^ess  •  SI 5.95)  The 
enduring  job-search  bible. 

BUILT  TO  LAST  by  James  C.  Collins  and  Jerry  I.  Porras 
(HarperBusiness  •  $14)  How  3M,  Wal-Mart,  Procter  & 
Gamble,  and  others  Z5:a~e  s:a-c:j:s. 

1001  WAYS  TO  ENERGIZE  EMPLOYEES  by  Sob  Nelson 
(Workman  •  $10.95)  From  morale-buiiding  to  making  jobs 

more  interesting. 

YOUR  MONEY  OR  YOUR  LIFE  by  Joe  Domlnguez  and  Vicki 
Rob  ';  Pengj.n  •  $11.95)  To  achieve  financial 
independence,  restructure  your  life. 

1001  WAYS  TO  REWARD  EMPLOYEES  by  Bob  Nelson 

(Workr^o'  •  S1C.55   Give  tnem  a  champagne  brunch,  a 
casua-d'ess  za. — z-  z  am  c  z  cas'. 

BARRON'S  DICTIONARY  OF  FINANCE  AND  INVESTMENT 
TERMS  by  John  Downes  and  Jordan  Elliot  Goodman 
3a": ".'s  •  $11.95)  What  is  an  oligopsony  anyway? 
THE  WALL  STREET  JOURNAL  GUIDE  TO  UNDERSTANDING 
MONEY  AND  INVESTING      -.e-'e:'  '.'  i  i' z  ~  i'  '.' 

Siege:  F-resce  •  S13.95,  Brief  exp  a :  z  ,5  z-zz'  z; 

INVESTING  FOR  DUMMIES  by  Eric  T;5C'.  V=A  izzfi 
$19.95)  From  stocks  to  small  business-with  cartoons,  too. 
GETTING  TO  YES  by  Roger  Fisher.  William  Ury.  and  Bruce 
Patton  (Penguin  •  $11.95)  A  Harvard  team's  step-by-step 

guide  to  conflict  'esc'ut^on. 

THE  ONE  MINUTE  MANAGER  by  Kenneth  Blanchard  PhD 

and  Spencer  Johnson  M.D.  (Berkley  •  $10.95)  Three  man- 
agement techniques,  conveyed  in  brief  story  form. 
THE  BEARDSTOWN  LADIES'  COMMON-SENSE 
INVESTMENT  GUIDE      re  Ses'^s::.'.'  _a:.es'  Investment 
Club  with  Leslie  Whitaker  (Hyperion  •  $10.95)  Recipes  for 
four-bean  salad,  five-hour  stew — and  23%  returns. 
PERSONAL  FINANCE  FOR  DUMMIES  by  Eric  Tyson  (IDG 
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BUSINESS  aeek's  Best-Seller  List  is  based  on  a  survey  of  chain  and  independent  booksellers  that  carry  a  broad  selection  of  books  on  economics 
management,  sales  and  marketing,  small  business,  investing,  personal  finance,  and  careers.  Well  over  1,000  retail  outlets  nationwide  are  reijre-, 
sented.  Current  rankings  are  based  on  a  weighted  analysis  of  unit  sales  in  July. 

Reviews  and  more  are  available  on  www.businessweek.com.  Click  on  BW  Plus 


HOT  TYPE 


L  ■<£   INFOMERCIALS?   FiND  YOU  JUST  CAN'T 

tcr-  •^5"  dial  when  Cher  starts  hawking 
hair-care  oroducts?  If  sc.  ;  -eck  out  Wade  B.  CkxDk's  Stock 
Market  Miracles.  No.  3  c      .     :'"'  s  best-seller  list. 

"There  are  not  really  -  --e  stock  market."  Cook 

says  in  the  book,  whose  very  title  deciares  the  opposite.  But  the 
returns  he's  able  to  help  you  achieve  "seem  like  miracles."  he 
claims.  Such  as?  "260,000%  annualized  one-hour  returns; 
10,680%  annualized  in  two  days,  and  so  many  more." 

Numbers  spinning  in  your  head,  you  begin  examining  his 
stock-market  primer.  Instruction  in  the  "five  sections  (stages) 
of  a  crossover"  makes  profiting  from  a  stock's  price 
fluctuations  sound  easy — sort  of.  And  there's  the  rub:  If  you 


get  confused,  Cook  has  a  suggestion.  "A  lot  of  people  find  rr 
tapes  and  seminars  very  helpful  when  beginning  to  trade."  *" 
says.  Just  call  his  800  numt>er  to  order  home-study  materia 
or  to  enroll  in  a  Wall  Street  Workshop. 

Recent  news  reports  and  an  April  filing  with  the  Securitie 
&  Exchange  Commission  by  Cook's  Profit  Financial  Corf 
reveal  that  the  author  is  under  investigation  by  the  sec  an 
Washington  State  securities  regulators.  Profit's  corporat 
counsel,  Kiman  A.  Lucas,  says  it  is  cooperating  with  the 
agencies  and  that  Cook  "doesn't  try  to  hide  any  of  this."  An 
who  knows?  Maybe  the  probes  will  provide  fodder  for  ye 
another  Wade  B.  Cook  best-seller. 

BY  HARDY  GREE 
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feet  of  »  •        jgiiiiBHMIIMHK-^         a^s^'*'^  "''''^ 
^  SIX  foot  tall,  two  hundred  pound  runner 

352,000  pounds  of  stress  per  mile.  Unless  DuPont  Hytrer  helps  absorb  it  first. 


www.dupont.com 


Better  things  for  better  living 


the 

'bur  finance  department 
deals  with  all  the  paperwork. 
Unfortunately  the  finance 

department  is  also  me 

solution 


The  IBM  No  More  Paperwork  Solutions. 

Nobody  •sp?.s  iijf  (I  husiiu'ss  hccaiisc 
lliey  like  doin'i,  jxipeni oi f,.  Ill  loo 
often  b('ii\'^  your  oii  n  boss  nicoits  lonii 
hours  spent  slinlflin^  forms  instead 
of  chdsin^  (Ireoins. 

IBM  (K counting  solutions  (an  (uttonuile 
tasks  fnnn  aaounts  receivable  and 
payable  to  inventory  niana^etnent . 
The  resultY  \  ( lear  pi(  tare  oj  your 
overtdl  cash  floiv  and  improved  aish 
nunia^enient.  ind  they  riui  on  the  most 
popnl(n'  operating  systems  out  there.  So 
YOU  can  get  don  n  to  business,  u  ilhoiit 
disrupting  business,  lie  ( <ui  <dso  help 


finance  your  (u  (juisition  tvith  flexible 
and  attnu  tive  leases. 
Buy  (my  IBM  a<  (ounting  solution  <md 
get  a  Dun  Hnnlstreet  "Business 
Solution  in  a  Box""  "(a  $2,500  value, 
(d)solutely  free*). 

Call  IBM  at  I  HHH  lBM-5iU)0  and 
Hc'll  send  yon  a  free  "(iuiile  to  Doing 
Business  on  the  Internet.  '  He  ll  also  put 
ytni  in  touch  n  ith  an  IBM  Business 
Partner"'  an  independent  expert  who 
(  (in  provide  you  n  ith  (n  ( ounting 
solutions  best  stated  to  your  business, 
lor  more  information,  visit  us  at 
n  n  n  .l)usinesscentenibn}.(  (nn 


Solutions  lor  a  small  planet " 


n  in  the  Uniled  Stales  and/or  ottier  countries  Business  Solution  in  a  Box  is  a  Kademark  ol  the  Dun  &  Biadstreet  Corporation  ©  1997  IBM  Corp  All  rights  reserved 
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"ONE  HELL  OF  A  GAMBLE" 

Khrushchev,  Castro,  and  Kennedy,  1958-1964 

By  Aleksandr  Fursenko  and  Timothy  Naftali 
Norton  .  420pp  •  $27.50 


APOCALYPSE 
THEN 


For  months,  the  Cubans  had  ex- 
pected an  invasion.  On  four  sepa- 
rate occasions  in  1960  and  early 
'61,  war  scares  shook  the  island.  Diuing 
one  of  these,  in  October,  1960,  Cuba  mo- 
bilized thousands  of  soldiers  to  combat 
an  imminent  U.  S.-backed  landing.  De- 
spite a  lack  of  evidence,  the  Soviets, 
who  were  then  wooing  Cuba,  accepted 
the  idea  of  a  looming  invasion,  too. 

But  no  attack  materialized.  Elated, 
Fidel  Castro  and  his  innei-  ciix-le  believed 
that  Soviet  threats  of  retaliation  had 
caused  the  U.  S.  to  back  dowTi.  In  fact, 
neither  the  kgb  nor  the  Cuban  security 
forces  knew  much  at  all  about  U.  S. 
plans.  So  when  the  tine  invasion  came, 
on  Apr-.  15  at  Playa  de  Gh-6n,  the  small 
Cuban  garrison  there  was  taken  com- 


pletely by  surprise.  But  President  John 
F.  Kennedy's  ambivalence  about  the  oi> 
eration  and  the  fatal  lack  of  air  support 
for  the  Cuban-exile  invadej-s  allowed  the 
Castroites  to  triumph.  Ironically,  near- 
disaster  still  led  to  a  consolidation  of 
power  for  the  kgb,  which  soon  took  con- 
trol of  Cuban  security  operations. 

Missteps,  misunderstandings,  wishful 
thinking,  and  profound  terror.  Such  are 
the  ingi'edients  of  "One  Hell  of  a  Gam- 
ble": Khrushchev,  Castro,  and  Kennedy, 
1958-196i,  by  Russian  Academy  of  Sci- 
ences historian  Aleksandr  Fui'senko  and 
Yale  University  historian  Timothy  Naf- 
tali. The  book  is  a  trove  of  fresh  infor- 
mation, partly  gleaned  ft'om  newly  ac- 
cessible Soviet  archives — including 
Premier  Nikita  Khrushchev's  office 


files — and  partly  from  interviews  wl 
surviving  players.  It  is  an  engross:^ 
if  somewhat  academic  read.  j 

The  events  of  the  1962  Cuban  Misil 
Crisis  provide  the  title's  quote  frij 
Kennedy  and  serve  as  the  book's  I 
max.  Many  of  these  are  well-known 
October,  high-altitude  U.  S.  reconnai 
sance  flights  revealed  the  presence 
Soviet  nuclear  missiles  in  Cuba.  In  (j 
suing  U.  S.  National  Security  Courj 
meetings,  participants  debated  a  U 
response  ranging  from  air  strikes 
blockades  to  outright  invasion.  Kenn 
opted  for  a  Navy-enforced  "strict  qu 
antine"  of  Cuba — announced  in  a 
matic  speech  on  national  television. 
Khrushchev  refused  to  call  back  shifcj 
steaming  toward  the  island  with  ad^ 
tional  nukes  aboard.  Castro  mobiliz 
350,000  soldiers,  and  the  U.  S.  Strate 
Air  Command  was  placed  on  nucle 
alert.  Armageddon  loomed. 

Then,  foiu-  nerve-flagellating  days 
ter  JFK's  speech,  Khrushchev  beg 
proposing  a  compromise,  and  two  da 
later,  the  outlines  of  a  settlement  wesj 
in  place.  The  Soviets  would  remove  m 
missiles;  Kennedy  would  end  the  qujkj 
antine  and  pledge  not  to  invade  CukJ 
And — although  it  was  not  publicized-^ 


Looking  for  help? 
Look  for  this  sign. 


ONE  REVELATION:  THE  KREMLIN  AUTHORIZED 
THE  USE  OF  NUCLEAR  WARHEADS 


\  U.  S.  would  also  withdraw  similar 
listic  missiles  from  Turkey. 
WTiile  detailing  all  of  this,  "One  Hell  of 
lamble"  delivers  several  revelations: 
3  soiu'ces  say  that  initially  noncom- 
inist  Fidel  Castro  did  not 
rn  until  1962  that  both 
brother  Raul  and  com- 
le  Ernesto  "Che"  Guevai-a 
1  long  been  secret  mem- 
of  the  Cuban  Commu- 
t  Party.  Moreover,  fi-om 
!  earliest  days  of  the  rev- 
tionary  regime,  Raul  was 
rking  to  engineer  closer 
s  to  the  Soviet  Union. 
We  also  learn  that  dur- 
f  the  missile  crisis,  the 
irld  came  very  close  to 
locaust  indeed.  For  at 
e  point,  the  Kremlin  signed  orders 
jwing  the  Soviet  commander  in  Cuba 
use  tactical  missiles  in  the  event  of  a 
S.  invasion.  These  were  armed  with 
clear  warheads- — not,  as  Washington 
lieved,  with  conventional  explosives. 
The  authors  provide  intriguing  in- 
•pretations  of  each  side's  Cuba  policy. 


THE  SECRET  HISTORY  OF  THE 
CUBAN  MISSILE  CRISIS 

■"ONE  HELL 
CamBLE" 


KHRUSHCHEV 
CASTRO  «  KENHEDV 
1958-1964 

ALEKSANDR  FURSENKO 
TimOTHV  nAFTALI 


Kennedy  could  discover  no  quick  fix: 
Following  the  Bay  of  Pigs  fiasco,  he 
settled  for  covert  action  against  Cuba 
(including  assassination  plans)  since 
every  other  approach  seemed  problem- 
atic. A  dearth  of  ideas  also 
lay  behind  the  Soviets'  nu- 
clear gambit.  It  would, 
Khrushchev  believed,  "an- 
swer the  American  threat 
but . . .  also  avoid  war," 
since  he  expected  Kennedy 
simply  to  swallow  a  fait 
accompli. 

The  book  offers  fiy-on- 
the-wall  excitement.  But  its 
veiy  strengths  also  produce 
a  key  flaw:  At  times,  the 
source  material  seems  to  be 
writing  the  book,  as  the  au- 
thors fail  to  counter  their  documents' 
biases  and  flaws.  For  example,  Kennedy 
Administration  materials  portray  out- 
going President  Dwight  D.  Eisenhower 
as  tired  and  unimaginative  in  foreign 
affairs — and  the  authors  offer  no  more 
balanced  perspective.  Quotes  from  Cas- 
tro appear  as  English  translations  of 


Russian  translations  of  the  original 
Spanish.  There's  little  character  devel- 
opment, particularly  of  .jfk. 

Why  did  Khinshchev  remove  his  mis- 
siles? On  this  matter,  Fui'senko  and  Naf- 
tali  have  no  original  answer.  The  Pre- 
mier, they  say,  just  recognized  that  the 
Soviets  would  be  outgunned  in  a  nu- 
clear exchange. 

The  settlement,  reached  without  Cas- 
tro's involvement  or  approval,  left  him 
enraged.  He  was  not  appeased  by 
Khrushchev's  postmortem  logic:  "The 
Americans  wanted  to  wipe  you  off  the 
face  of  the  earth.  So  who  suffered  de- 
feat? . . .  We  attained  our  goal;  so  they 

lost,  we  won  "  Neither,  it  seems, 

were  the  Kremhn  conspirators  who,  as 
they  brought  an  end  to  Khrushchev's 
reign  in  1964,  vilified  him  for  his  Cuban 
"adventure."  But,  as  the  authors  point 
out,  Castro  should  be  gi'atified  by  one 
imdeniable  fact:  Of  all  the  key  players  in 
this  seminal  event  of  the  cold  war,  he 
alone  is  left  standing  today. 

BY  HARDY  GREEN 

Green  is  business  weeks  Books 
editor. 
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Technology  &  You 


BY  STEPHEN  H.  WILPSTROIVI 

OS  8:  ALMOST  AS 
EASY  AS  WINDOWS 


For  a  true  advance  in 
operating  systems, 
Mac  users  may  have 
to  wait  for  Rhapsody 

The  woman  demonstrat- 
ing Apple  Computer's 
newest  operating  sys- 
tem, OS  8,  voiced  a  familiar 
Mac  fanatic's  refrain:  "How 
many  years  will  it  take  for 
Windows  to  catch  up  with 
Mac  OS  8  and  then  call  it  rev- 
olutionary?" But  even  the 
faithful  at  the  recent  Mac 
World  Expo  in  Boston  could 
not  work  up  much  of  a  re- 
sponse. The  fact  is  that  Win- 
dows, which  once  shamelessly 
imitated  features  of  the  Ap- 
ple desktop,  has  stopped  be- 
ing a  copycat.  Indeed,  rather 


fallen.  Its  shortcomings  will 
persist  until  Apple  brings  out 
an  all-new  operating  system, 
code-named  Rhapsody,  next 
year.  And  despite  Apple's 
new  cooperation  with  Mi- 
crosoft, the  long  wait  makes 
it  tough  for  those  people  who 
use  Macs  or  might  want  to 
buy  one. 

Many  of  oss's  features 
were  salvaged  from  the 
wi-eckage  of  Copland,  which 
was  planned  to  be  a  major 
overhaul  of  the  operating  sys- 
tem but  was  abandoned  last 
year.  The  most  significant 
changes  wound  up  being  sub- 
tle. For  example,  clicking  the 
mouse  on  an  icon  while  hold- 
ing down  the  control  key 
brings  up  a  menu  of  possible 
actions.  The  exact  list  of 


WHAT'S  NEW  IN  Mac  058 


□ 


BEST  h€W  FEATURES 


Sticky"menustha{  $tayopen  — 


Conte>t-sen9iUve  menus 


Improved  on-screen  help 


Si 


□         MAJOR  SHORTCOMINGS     El  S 

t>         Failure  ot  one  program 

easily  crashthe  system 

>         Still  doesn't  o<(er  robust 

muKitssking  of  applications 

<\  \  u 

rtTb".rr.rci.to'.fe.ift.ii'.r[  i 
than  waiting  for  features  tliat 
are  new  to  OS  8,  such  as  the 
ability  to  launch  a  progi-am 
while  copying  a  long  file,  peo- 
ple who  use  Windows  95  can 
already  do  that. 
SALVAGE  JOB.  OSS,  released  in 
August,  i.s  a  well-done  update 
of  the  Mac's  basic  operating 
software.  However,  it  shows 
how  far  behind  the  Mac  has 


choices  depends  on  whether 
the  icon  represents  a  folder,  a 
progi"am,  a  document,  a  pmt- 
er,  or  another  device.  How- 
ever, the  two-handed  opera- 
tion is  somewhat  more 
cumbersome  than  the  Win- 
dows approach  of  merely 
clicking  the  appropriate 
mouse  button. 

Other  usability  features 


adapted  from  Windows  in- 
clude menus  that  stay  open 
once  clicked  even  if  the 
mouse  button  is  released.  A 
button  on  each  window  re- 
duces it  to  a  title  bar  on  the 
desktop.  You  can  use  any  pic- 
ture or  graphic  as  the  back- 
ground for  your  computer 
screen.  One  handy,  original 
touch  is  spring-open  folders. 
When  you  drag  a  file  onto  a 
folder,  the  folder  automatical- 
ly pops  open. 

REBOOT  BLUES.  What  was 
added  doesn't  make  up  for 
what  was  left  out.  The  much- 
improved  Finder,  the  Mac's 
desktop  manager,  can  now  do 
several  chores  simultaneously. 
But  this  multitasking  ability 
is  well  behind  that  offered  by 
Windows  95  and  far  inferior 
to  Windows  NT,  which  in- 
creasingly is  the  Mac's  real 
competition  in  the  high-end 
gi-aphics  markets  that  Apple 
has  long  owned.  Worse  for 
Apple,  a  new  5.0  version  of 
NT  will  include  typographic 
and  color-control  features  that 
will  greatly  enhance  Win- 
dows' publishing  capabilities. 
And  NT  fxO  may  beat  Rhap- 
sody to  market. 

System  stability  is  a  seri- 
ous issue  for  0S8.  The  failure 
of  a  single  program  will  usu- 
ally force  a  reboot,  perhaps 
with  data  lost  in  the  process. 
Windows  95  usually  lets  you 
close  down  just  the  unruly 
progi'am,  and  nt,  while  not 
bulletproof,  is  extremely  sta- 
ble. Again,  Mac  owners  will 
have  to  wait  for  Rhapsody  to 
gain  Windows-caliber  crash 
protection. 

The  upgrade  itself  is 
straightfomard  on  Macs  us- 
ing the  PowerPC  or  68040 
processor.  (0S8  won't  run  on 
older  machines.)  I  installed 
OS  8  without  a  hitch  on  a 
Power  Computing  Power- 
Center  Pro  210,  though  an 
old,  and  much  modified,  Pow- 
er Mac  6100  needed  help 
from  a  Mac  expert.  At  about 
$85,  OS  8  is  a  very  worthwhile 
upgrade.  However,  don't  ex- 
pect it  to  leave  your  Win- 
dows-using friends  drooling 
vrith  envy. 


BULLETIN  BOARD 


HARDWARE 
A  BEHER  TRACKBALL 

People  who  do  precision 
graphics  work  have  long 
known  that  a  trackball  can 
provide  much  finer  control 
than  the  familiar  mouse.  But 
trackballs,  which  look  like 
oversize,  upside-down  mice, 
have  been  uncom- 
fortable to  use. 
L     Now,  there's  the 


sleek  Orbit  from  Kensington 
Microware  (800  535-4242), 
which  is  easy  on  your  hand 
and  wrist.  The  pc  version 
retails  for  about  $55;  a  Mac 
model,  a  few  bucks  more. 
Both  feature  a  translucent 
electric-blue  ball,  about  two 
inches  wide,  that  pops  out 
easily  for  cleaning.  If  you 
sometimes  find  it  tough  to 
move  the  cursor  just  where 
you  want  it  with  a  mouse,  the 
Orbit  could  be  for  you. 

SOFTWARE 
TIDIER  T&Es 

Peachtree  Software  dominates 
the  market  for  small  busi- 
nesses that  have  outgrown 
supersimple  Windov»fs 
accounting  programs  such  as 
Intuit's  QuickBooks.  The  latest 
version  from  Peachtree  (800 
228-0068),  the  $249  Com- 
plete Accounting  Plus  Time  & 
Billing,  lets  workers  enter  bill- 
able hours  and  expenses  by 
client  or  project.  It  generates 
reports  and  invoices  based  on 
that  data.  So  it's  particularly 
well-suited  to  businesses  that 
provide  professional  services 
billed  on  time  plus  expenses. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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Economic  Viewpoint 


BY  PAUL  CRAIG  ROBERTS  

THE  BUDGET  DEAL 
SHAMES  THE  GOP 


DEBACLE: 

Welfare  reform 
is  the  solitary 
success  of  the 
Republican 
Congress — 
and  this 
agreement 
destroys  it 


Paul  Craig  Roberts  is  John  M.  Olin 
Fellow  at  the  Institute  for  Political 
Economy  in  Washington,  DC,  and 
Research  Fellow  at  The  Independent 
Institute  in  Oakland,  Calif. 


NO  commodity  has  been  oversold  more 
than  budget  deals.  The  benchmark  on 
bad  deals  established  by  foiTner  bud- 
get directors  David  A.  Stockman  and  Richard 
G.  Darman  has  been  exceeded  by  the  cata- 
strophe engineered  by  President  CUnton  and 
the  Republican  Congress.  For  a  small  tax 
cut,  welfare  refoiTn  has  been  gutted,  socialized 
medicine  has  been  implanted,  and  the  un- 
equal application  of  law  has  been  endorsed. 

Clinton  and  the  Republicans  claim  their 
deal  balances  the  budget.  In  tinth,  it  keeps 
the  budget  unbalanced  until  2002.  Thanks  to 
economic  gi'owth,  the  deficit  for  the  cuirent 
fiscal  yeai;  wliich  ends  this  September,  is  only 
around  $30  billion.  Had  the  poUticians  made 
no  deal,  the  budget  would  have  come  into 
balance  next  year.  Instead,  the  deficit  is  ex- 
pected to  rise  for  several  years.  In  effect, 
the  deal  prevents  economic  gi'owth  fi'om  bal- 
ancing the  budget  by  disbursing  a  windfall 
$290  billion  surge  in  tax  revenues  on  new 
spending  pi-ogi'ams  and  tax  credits. 

The  pohtical  ineptitude  of  Republicans  is 
legendary.  Irving  Kiistol  coined  the  sobri- 
quet "the  stupid  party"  for  the  GOP,  but  even 
this  is  a  euphemism.  Welfare  refoiTn  is  the 
only  achievement  of  the  Republican  Congress, 
and  the  budget  deal  destroys  it.  The  agi'ee- 
ment  restores  $12  biUion  in  welfare  spending 
on  resident  aliens.  Worse,  it  guts  the  wel- 
fai'e-to-work  progi-ams  that  states  are  using  to 
reduce  their  welfare  rolls. 
PROHIBITIVE.  Governors  from  both  pailies  ai"e 
blasting  the  budget  deal  for  foiling  their  ef- 
forts to  introduce  welfare  recipients  to  the 
world  of  work.  When  President  CUnton  was 
forced  to  sign  the  welfare  reform  bill,  he 
vowed  to  kill  it  in  practice.  His  method  was 
to  undermine  the  legislation  with  regulation. 
His  Labor  Dept.  ruled  that  all  federal  work- 
place regulations  would  apply  to  "workfare." 
That  means  payroll  taxes,  workers'  compen- 
sation, family  leave,  job  protection,  and  the 
Davis-Bacon  requirement  to  pay  prevailing- 
union  wages.  Obviously,  this  is  too  expensive 
a  package  for  employers  to  give  unskilled, 
undisciplined,  and  unproven  workers. 

The  Republican  Congress  responded  by 
trying  to  block  the  Labor  Dept.'s  pui-poseful 
gutting  of  workfare.  However,  Clinton  told 
House  Speaker  Newt  Gingiich  (R-Ga.)  that  he 
would  veto  the  budget  deal  unless  Congi'ess 
allowed  workfare 's  regulatory  destruction. 
Gingrich  preferred  a  budget  deal  headline  to 


real  accomphshment  and  permitted  the  go 
single  achievement  to  bite  the  dust. 

After  successfully  blocking  (with  public  } 
proval)  Hillary  care  in  Clinton's  first  term,  ti 
Repubhcans  have  decided  that  they  hke  i 
cialized  medicine  as  long  as  it  buys  therr) 
balanced  budget  deal.  The  party  that  decri 
open-ended  entitlements  has  now  collaborati; 
in  the  creation  of  a  new  one — "Kid  Care." 
UNCONSTITUTIONAL.  Back  when  Hillary  Rc'; 
ham  Clinton  was  presiding  over  the  creati 
of  a  universal  health-care  system,  she  had 
"Kids  Fii"st"  plan.  Documents  from  her  woi^ 
ing  group  obtained  by  The  Washmgton  Titi^ 
describe  a  plan  to  achieve  universal  heali^ 
care  by  starting  with  children  and  then  ph;^ 
ing  in  other  populations.  If  Republicans  ca  t 
object  to  Kid  Care,  they  can't  object  to  Mn 
Care.  Robert  M.  Goldberg  of  George  Wa;-- 
ington  LIniversity  medical  school  called  t? 
budget  deal  the  "first  step  toward  univer:.i 
health  care." 

Another  casualty  of  the  budget  deal  is  t  - 
constitutional  requirement  that  laws  apj ; 
equally  to  all  citizens.  It  is  not  peiTnissihle  ; 
single  out  any  citizen  or  gi'oup  for  legal  i>r 
ileges  or  disadvantages.  Since  1913,  this  i-; 
quirement  has  been  violated  by  progressi 
income  taxation  that  singles  out  success!! 
people  for  punitive  treatment.  The  budgi 
deal  adds  new  layers  to  the  unequal  applicf^ 
tion  of  law.  For  the  fii'st  time,  progi'essi 
rates  are  explicitly  introduced  into  the  tax 
tion  of  capital  gains,  and  a  special  tax  creci 
for  the  purchase  of  a  house  has  been  creat- 
solely  for  residents  of  Washington,  D.  C. 

It  violates  the  Constitution  for  the  fedeil 
tax  code  to  contain  geographically  based  t  c 
privileges.  If  the  federal  government  can  !i;i 
Washington  residents  and  no  one  else  l 
credits  for  home  purchases,  it  can  hand  u 
geogi'aphically  based  lower  or  higher  inciu  ■ 
tax  rates  and  deny  successful  suburbs  t  ■ 
mortgage  interest  or  other  deductions. 

"Ability  to  pay"  has  been  so  ingi-ained  in) 
our  consciousness  by  redistributionists  tli 
it  has  replaced  equal  treatment  as  the  ma . 
of  fairness.  People  who  favor  the  unequal  a 
plication  of  tax  law  would  recoil  in  hut  i- 
from  criminal  statutes  that  punished  felmii 
differentially  according  to  income  class. 

The  i-eal  message  of  the  budget  agreeme 
is  the  bipartisan  disdain  for  limited,  constit- 
tional  government.  The  Republicans  ha^; 
proven  that  they  don't  make  a  difference. 
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Schwah^s  advice  to  investors 


Know  As  Much  As  You  Can, 
Pay  As  Little  As  You  Can 


What  does  it  take  to  becom 
a  successful  investor? 

While  many  would  have  you 
believe    that    it's    a  mystifyin 
process,   we   at   Schwab  have 
different  point  of  view. 

For  best  results, 
the  tried  and  true. 

At  Charles  Schwab,  we  believe 
investtng  is  best  done  when  you're 
gtiided  by  a  few  basic  pnnciples: 

•  Invest  for  the  long  term  rather 
than  the  quick  gain. 

•  Look  for  value  wherever  yo 
can  find  it. 

•  Seek  out  balanced,  objective 
information. 

•  Evaluate  carefully  the  advice  of 
organizations  that  have  a  vest- 
ed interest  in  the  financial 
products  they  sell  you. 

Investors  who  pay  less 

HAVE  more  to  invest. 


Charles  Schwab  introduced 
the  concept  of  discount  broker- 
age 20  years  ago,  and  we're  more 


At  Schwah,  we  believe 
the  investor  should  think  intently 
and  spend  ivisely. 

determined  than  ever  to  make  sure 
that  investors  enjoy  a  cost  advantage. 

So,  for  e.xamp)lc,  a  pix^duct  like 
Schwab's  Mutual  bund  OneSource' 
service  offers  over  700  funds  from 
many  of  America's  best-known 
mutual  fund  families.  And  every 


Charles  R  Schv^ah 
itted  to  giving  you  control 
r  your Jinanctal goals. 


single  one  of  them  is  free  of  load 
and  transaction  fees.  ( While  load 
funds  c;in  offer  attractive  returns  ;uid 
other  benefits, 
you  could  start 
off  by  giving 
up  as  much  as 
6%  of  your 
principal.  Even 
on    bad  days, 

the  Market  is  rarely  off  that  much.) 

Why  not  bf^come  a 
schwaii  customer  \'ourself? 

Every  day,  thousands  of  new 
investors  turn  to  Schwab.  Wliy 
nor  join  them?  We  think  you 
will  find  It  an  altogether  demys- 
tifying experience. 


An  Invaluable 

Investing 
Sourcebook, 
Yours  Free.  ^ 

To  receive  v'oiir  tree  copy  of 
The  Essential  Investor"'  visit  one  of 
our  250  br.inchcs  nationwide  or  phone; 

1-800-833-8633 


Schwab  receives  remuneration  from  Mutual  Fund  OneSource  companies.  Schwab's  standard  transaction  tee  will  be  chaiged  on  each  redemption  of  liind  sharts  bought  with  no  transaaion  tec  ind  held  loi  4tl  days  or  less. 
Schwab  reserves  die  right  to  a.sscss  Schwab's  standard  transaction  foes  in  the  hmm'  slinnld  short-term  tradmi:  bfcomc  fxci-ssni-,  'Ci'-»7  Oi.irlcs  Schwab  &  Tn,,  Inc.  All  nghts  reserved.  Member  SIPC/NTSE.  ('■)/'')7) 


www.schwab.com 


The  Way  It  S^iouid  Be. 


Economic  Trends 


BY  MIKE  McNAMEE 

MEDICARE'S 
REVERSE  SURSIDY 

Money  flows  from  poorer  to  richer 

The  Senate  voted  in  June  to  require 
upper-income  seniors  to  pay  higher 
premiiuns  for  theii"  Medicare  insurance. 
President  Clinton,  while  expressing  sup- 
port for  the  general  idea  of  means-test- 
ing Medicare,  forced  Republicans  to 
drop  the  plan.  But  new  research  sug- 
gests that  the  GOP  was  on  the  right 
track.  When  it  comes  to  Medicare,  low- 
er-income seniors  are  pa\ing  the  bills 
for  better-off  recipients.  The  reason: 
Rirh  use  more  medical  sei-vices, 


ASKEW:  Wealthier  seniors  use  more 
services  than  the  less  well-off 

especially  physicians'  senices.  And  they 
live  longer,  so  they  have  more  years  to 
cash  in  on  Medicare. 

Economists  Mark  McClellan  of  Stan- 
ford Univei"sity  and  Jonathan  Skinner  of 
Dailmouth  College  compared  the  life- 
time cost  of  Medicare  taxes  with  the 
flow  of  benefits  from  the  health  plan  for 
the  elderly.  As  expected,  they  found 
that  today's  retirees  enjoy  a  substan- 
tial subsidy  from  today's  workers:  Ben- 
efits for  a  couple  that  turned  65  in  1990 
will  exceed  the  taxes  they  paid,  on  a 
present-value  basis,  by  $38,600.  But  the 
researchei-s  were  in  for  a  sm'})rise  when 
they  looked  at  the  flows  of  money  with- 
in that  age  group.  They  found  that  each 
indi\idual  with  an  income  below  the  me- 
dian will  transfer,  on  average,  S800  to 
individuals  with  above-median  incomes. 

Tine,  upper-income  elderly  have  paid 
more  taxes:  A  person  in  the  top  10%  of 
this  cohort  paid  $7,600  more  in  taxes 
than  one  in  the  poorest  10%.  But  the 
better-off  seniors  use  $8,600  more  in 
lifetime  Medicare  benefits  than  do  the 
poorest  retii-ees. 

Medicare  was  estabhshed  in  1967,  so 
today's  elderly  paid  taxes  for  only  part 


of  their  work  hves.  In  contrast  with  to- 
day's retirees,  McClellan  and  Skinner 
found  that  today's  52-year-olds — who 
were  22  when  Medicare  began — can  ex- 
pect an  average  subsidy  from  younger 
workers  of  only  $2,200  per  couple.  But 
lower-income  members  of  this  group 
will  still  end  up  subsidizing  richer  ones. 


IT  PAYS  TO  KEEP 
CURRING  PRICES 

Even  low-inflation  areas  see  gains 

After  the  experience  of  the  1970s, 
\irtually  all  economists  accept  that 
high  inflation  damages  an  economy's 
long-term  growth  potential.  But  with 
price  increases  under  a  tight  rein  in  the 
U.  S.  and  other  developed  countries,  de- 
bate remains  over  whether  fiuther  re- 
ductions in  inflation  will  pay  off.  Tvvo 
Spanish  economists  examined  32  years' 
worth  of  data  from  the  24  largest  de- 
veloped nations  and  concluded:  Yes. 

In  the  experience  of  the  24  member 
countries  of  the  Organization  for  Eco- 
nomic Cooperation  &  Development,  cut- 
ting the  inflation  rate  by  one  percentage 
point — fi-om,  say,  6%  to  5% — added  an 
extra  0.5%  to  2%  to  per-capita  income 
after  a  decade  or  so,  say  Ja\ier  Andres 
of  the  University  of  Valencia  and  Igna- 
cio  Hernando  of  the  Bank  of  Spain.  Sig- 
nificantly, the  economists  found  that  the 
gains  were  as  large  or  larger  when  in- 
flation di'opped  fi'om  4%  to  3%  as  when 
central  banks  were  reining  in  the  dou- 
ble-digit price  hikes  of  the  late  1970s. 
The  economists  didn't  investigate  what 
happens  as  inflation  approaches  zero. 

THE  E\D  OF 

A  PRISON  CLICHE 

Few  immigrants  wind  up  in  jail 

Debates  over  immigration  are  fueled 
by  the  perception  that  today's  new- 
arrivals  aren't  coping  in  .American  soci- 
ety and  are  wincling  up  in  prisons  and 
other  institutions  at  an  alaiTning  rate. 

Not  so.  A  new  study  by  economists 
Kristin  F.  Butcher  of  Boston  College 
and  Anne  Morrison  Piehl  of  Hai-\'ard 
University  finds  that  among  men  18  to 
40  years  old,  immigrants  are  much  less 
likely  to  be  in  institutions — prisons, 
mental  hospitals,  and  diug-treatment 
centers — than  are  the  native-bora.  In- 
deed, they  conclude,  "if  natives  had  the 
same  institutionalization  probabilities  as 


immigrants,  our  jails  and  prisons  wou' 
have  one-third  fewer  inmates." 

The  trend  holds  for  every  raci 
group:  In  1990,  12%  of  native-bora,  no: 
Hispanic  white  males  were  institutions 
ized,  vs.  0.8%  of  similar  immigi-ants.  F 
Hispanics,  4%  of  native-bora  men  wei 
locked  up,  vs.  only  2.1%  of  immigi-ant- 

The  findings  would  seem  to  ease  feaf 
that  jobless  immigrants  will  turn  tl 
crime  to  make  a  living.  Unfortunate!^ 
the  researchers  found  that  assimilatic 
into  U.  S.  society  is  a  mixed  bag:  Tl 
longer  immigrants  have  been  in  Amer 
ca.  the  closer  their  incarceration  rat 
approaches  that  of  the  native-bom. 


GOOD  NEWS 
FROM  SMALL  RIZ 

Its  new  jobs  pay  well 

As  employers,  small  companies  ar 
often  portrayed  as  a  mixed  blessinj 
Sure,  they  hii'e  a  lot  of  workers,  bi 
most  of  theii-  jobs  don't  pay  well.  Da\i 
Birch,  the  former  Massachusetts  Inst 
tute  of  Technology-  economist  who  poj 
ulaiized  the  notion  of  small  business  a 
a  job  machine,  begs  to  difter. 

Establishments  with  99  or  fewer  en 
ployees  account  for  about  half  the  job 
in  America,  says  Birch,  president 
Cognetics  Inc.  in  Cambridge,  Mass.  Bi 
among  the  11.2  million  net  new  job 
created  from  1992  to  1996,  these  smal 
er  outfits  tallied  9.3  million,  or  83.69 
And  small  companies  were  even  bette 
represented  at  the  top  of  the  pay  scah 
In  that  period,  high-wage  companies- 
those  paying  an  awMMWHoi 


average  of  $29,191 
or  more — created 
4.9  miUion  jobs.  Of 
those,  4.2  million, 
or  87%,  were  in 
small  companies. 
Low-wage  em- 
ployers, pa\ing  on 
average  less  than 
$18,732,  created 
only  2.9  million 
jobs,  of  which  79% 
were  at  small 
companies. 

Birch  found 
that  startups  are 
major  job  creator- 


NEW  JOBS:  HIGH  PAY 
AT  SMALL  COMPANIES 

NEW  iOBS  CREATED 
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Some  75%  of  thii 


net  new  small-business  jobs  w^ere  ere 
ated  in  new  establishments,  vs.  •  r' 
25%  created  in  businesses  that  exi-  - 
before  1992.  Supei"size  businesses — tin 
with  5,000  or  more  employees  at  '  nii 
site — lost  2.1  milhon  jobs. 
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HOPPERS  ARE  RACK 
TOKING  THE  ECONOMY'S  FIRE 

9mand  has  picked  up  again-and  that's  a  major  concern  for  the  Fed 


US.  ECONOMY 


RETAILING 
BOUNCES  BACK 


 REAL 

NONAUTO 


Hold  on  to  the  safety  bar. 
Continuing  in  its  roller-coaster 
ys,  economic  growth  is  once  again  coming  out  of  a 
and  heading  uphill.  The  building  momentum  will  de- 
mine  growth  and  inflation  prospects  going  into  1998, 
1  it  will  influence  the  thinking  of  Federal  Reserve 
icymakers  in  Washington. 

\1\  in  all,  the  July  data  support  the  view  that  thh'd- 
irter  gi'owth  will  be  well  above  the  second-quarter 
;e  of  2.2%,  but  with  low  inflation  (charts),  although  it 
V  appears  that  last  quarter's  growth  will  be  revised 
Shoppers  retiuTied  to  stores,  and  housing  remained 
rant.  Production  started  the  quarter  tepidly,  but  that 
"tly  reflects  a  now  settled  auto  strike. 

Most  important,  consumers 
are  leading  a  rebound  in  over- 
all demand.  But  while  robust 
spending  allays  concerns  about 
the  second  quarter's  big  in- 
ventory buildup,  it  also  will 
be  a  key  factor  in  future  Fed 
decisions  on  interest  rates. 
The  Fed  said  the  trigger  for 
its  March  rate  hike  was  "per- 
sisting strength  in  demand." 
As  expected,  the  Fed  left 
,es  unchanged  at  its  policy  meeting  on  Aug.  19.  but 
xs  of  a  return  to  overly  strong  growth  are  ali'eady 
iking  Wall  Street  jittery  over  the  next  confab  in 
ptember.  Fed  officials  will  be  looking  for  evidence 
it  faster  growth  is  generating  production  constraints 
i  price  pressures. 

SO,  THE  FED  must  be  concerned  about  the  Team- 
!rs'  victory  in  the  United  Parcel  Service  Inc.  strike 
ige  28).  Fed  Chairman  Alan  Greenspan  has  long 
;dited  "worker  insecurity"  with  keeping  wages  down, 
th  unemployment  at  4.8%,  employees  may  not  feel  so 
Inerable  anymore. 

The  concessions  by  UPS  on  wages,  pait-time  workers, 
d  benefits  will  refocus  attention  on  tight  labor  mar- 
ts. Growing  labor  costs  threaten  a  cut  in  profits 
d  pressure  to  raise  prices.  The  labor-cost  issue  is  es- 
cially  critical  because  recent  data  and  government  re- 
;ions  to  past  numbers  strongly  suggest  that,  if  labor 
3ts  pick  up  further,  productivity  growth  will  not 
ovide  much  of  an  offset.  Second-quarter  productivi- 
in  the  nonfarm  sector  rose  at  an  annual  rate  of 
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WHAT'S  PULLING  DOWN 
CORE  INFLATION 


only  0.6%,  and  it  was  up  only  0.7%  from  a  year  ago. 

The  key  issue  right  now,  though,  is  the  economy's 
strength.  Some  August  data  will  be  skewed  by  the 
UPS  strike,  especially  payi'olls.  But  any  strike-related 
drops  in  August  jobs,  factory  shipments,  or  retail  sales 
should  disappear  with  the  September  reports. 

The  Fed  will  closely  watch  the  rebound  in  consumei* 
demand.  Retail  sales  jumped  0.6%  in  July,  on  top  of  a 
revised  0.7%  advance  in  June.  The  gains  were  wide- 
spread, and  after  adjusting  for  inflation,  the  July  data 
suggest  that  real  consumer  spending  is  already  rising  at 
a  3%  annual  rate  this  quarter,  up  from  just  0.8%  in  the 
second.  And  with  retail  surveys  for  August  looking 
healthy,  growth  of  better  than  4%  for  the  quaiter  is  not 
out  of  the  question.  Nor  would  it  be  sui'prising,  given 
such  solid  consumer  fundamentals  as  income  gi'owth, 
job  gains,  and  a  strong  stock  market. 

Sturdy  fundamentals,  along 
with  low  mortgage  rates,  are 
also  pumping  up  housing. 
Housing  starts  in  July  were 
unchanged  at  June's  1.45  mil- 
lion annual  rate,  and  single- 
family  starts  alone  rose  2.7%, 
to  1.14  million.  In  addition,  the 
National  Association  of  Home 
Builders'  housing  index  rose 
from  56  in  July  to  58  in  Au- 
gust, the  highest  since  March, 
with  upbeat  readings  on  current  sales,  sales  expecta- 
tions, and  buyer  traffic. 

Mortgage  applications  to  buy  a  house  remain  high, 
meaning  home  sales  should  keep  rising  through  this 
quarter.  And  low  rates  are  spurring  applications  to  re- 
finance mortgages.  Those  requests  in  July  were  more 
than  double  their  Apiil  levels.  Refis  will  generate  extra 
cash  to  further  lift  consumer  spending. 

THE  CONTINUING  DEMAND  REBOUND  wiu  keep 

production  facilities  humming  this  half.  Industrial  out- 
put rose  0.2%  in  July,  after  a  0.3%  increase  in  June. 
Factory  production  alone  edged  up  just  0.1%  in  July, 
but  a  strike  dropped  motor-vehicle  production  by  5%. 

The  auto  strike  in  July,  followed  by  the  UPS  strike, 
may  make  third-quarter  production  data  appear  weak. 
But  existing  orders  are  at  a  lofty  level,  and  the 
outlooks  for  domestic  and  foreign  demand  are 
encouraging.  Therefore,  manufacturers  have  little 
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reason  to  slow  down  assembly  lines  for  very  long. 

Increased  spending  also  will  keep  inventories  at  man- 
ageable levels.  Stockpiles  held  by  manufactm-ers,  whole- 
salers, and  retailers  gTew  a  surprisingly  large  0.7%  irt 
June.  That  means  inventory  accumulation  in  the  second 
quarter — ah-eady  put  at  a  huge  $66.2  billion — will  turn 
out  to  be  even  higher  when  the  Commerce  Dept.  reports 
its  revisions  to  the  gross  domestic  product  on  Aug.  28. 

There  is  little,  however,  to  imply  that  the  extra  in- 
ventory was  unwanted.  Business  sales  also  rose  0.7%  in 
June,  as  wholesale  inventories  surged  1.9%,  suggesting 
that  many  of  the  goods  were  imports.  If  so,  slower  in- 
ventory growth  this  quarter  would  come  at  the  expense 
of  foreign  pr-oducers,  and  the  drag  on  the  economy  from 
less  stockpiling  would  be  offset  by  improved  foreign 
trade  as  imports  slowed. 

In  fact,  imports  fell  in  June,  while  exports  rose  to  a 
recor-d  level.  As  a  result,  the  trade  deficit  for  goods  and 
services  unexpectedly  narrowed  to  $8.2  billion  in  June, 
down  from  May's  $9.5  biUion.  Combined  with  gr'eater- 
than-expected  inventory  growth,  the  smaller  trade  gap 
will  result  in  an  upward  revision  to  second-quarter 
GDP  gr'owth,  perhaps  to  as  much  as  3%. 

ONE  HUGE  BENEFIT  fr  om  trade  has  been  imports' 
restraint  on  goods  prices.  The  21%  rise  in  the  trade- 
weighted  dollar  since  mid-1995  has  enabled  foreign 
producers  to  lower  the  prices  of  their  goods  sold  in 


GERMANY 


THE  JUNE  TRADE  GAP 
NARROWS  UNEXPECTEDLI 


GOODS  AND  SERVICES 

1 

the  U.  S.,  and  that  pr-ice  competition  has  prevente 
American  manufacturers  from  marking  up  their  pro 
ucts.  That's  a  major  reason  that  inflation  remaii 
so  tame  within  a  strong  economy. 

Producer  prices  for  finished 
goods  fell  again  in  July,  by 
0.1%.  And  excluding  food  and 
energy,  core  prices  also  were 
down  0.1%.  At  the  consumer 
level,  both  total  and  core 
prices  increased  0.2%  in  July. 
Over  the  past  year,  core  con- 
sumer prices  rose  2.4%,  down 
from  a  2.7%  advance  in  July, 
1996.  But  core  service  infla- 
tion— 3.1%  in  July — has  re- 
mained fairly  steady;  the  big  improvement  has  been 
goods.  The  core  goods  inflation  rate  was  a  negligib 
0.9%  in  July,  down  from  1.8%  at  the  start  of  last  yei 

While  inflation  seems  set  to  stay  down  in  1997,  pri( 
pressur*es  in  1998  look  more  womsome,  especially  if  tl 
dollar  does  not  hold  at  its  current  level  and  if  workei 
grow  mor'e  restless.  As  demand  pulls  the  economy 
another  peak,  the  jobless  rate  could  drop  to  4.5%  b 
yearend,  and  business  will  have  to  bid  up  wages  to  a 
tract  new  employees.  If  so,  even  those  not  employed  b 
the  tightest  ship  in  the  shipping  business  may  fe 
braver  about  demanding  more  pay  and  beneflts. 
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THE  DOMESTIC  PICTURE  IS  PERKING  UP 


Economy  Minister  Giinter 
Rexrodt  sounded  upbeat 
about  the  Ger-man  economy  on 
Aug.  18.  Growth  was  revving  up, 
he  said,  the  export-led  upturn  was 
starting  to  hft  the  domestic  econo- 
my, and  a  str'onger  la- 
bor market  was  in 
sight.  What's  more, 
many  private  econo- 
mists agree. 

Rexrodt  pr-edicted 
that  second-quarter 
economic  growth 
would  show  a  jump  of 
"up  to  1%"  when  the 
data  are  released  on 
Sept.  10,  up  from  0.4% 
in  the  first  quarter  and  0.1%  at 
the  end  of  1996.  Such  a  rise  would 
put  gj-owth  on  cour-se  to  reach  the 
government's  1997  goal  of  2.5%. 

Growth  is  still  export-dominat- 
ed, and  that  tr-end  will  continue. 


ORDERS  AT  HOME  ALSO 
LOOK  A  BIT  STRONGER 


DOMESTIC 
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led  by  autos,  capital  goods,  phar- 
maceuticals, and  chemicals.  The 
Ger'man  mark  has  fallen  19% 
against  the  dollar  this  year,  and 
foreign  manufacturing  orders  are 
rising  faster"  than  the  double-digit 
pace  of  exports,  as 
growth  in  key  mar- 
kets stays  robust. 

But  now,  domestic 
orders  ar"e  str'ength- 
ening  (chart),  as  busi- 
nesses start  to  r-ebuild 
their  low  inventories 
and  add  to  their  capi- 
tal spending.  Industri- 
al output  rose  1.5%  in 
June,  and  factories 
used  85.5%  of  their  capacity,  more 
than  the  long-term  average. 

The  main  economic  drag  is  still 
consumption,  amid  a  record  11.4% 
joblessness,  lagging  wage  gr-owth, 
and  stalled  efforts  to  reform  taxes 


and  welfare.  But  in  the  West,  la- 
bor markets  are  stabilizing  as  eco- 
nomic growth  strengthens.  West- 
ern German  unemployment  fell  in 
July,  but  construction  weakness  is 
still  hurting  the  East. 

But  the  weak  mark  is  cutting 
two  ways.  While  lifting  gr'owth,  it 
also  is  fueling  wonies  about  high- 
er inflation  and  interest  rates.  Im- 
port price  inflation  jumped  to 
3.3%  in  June,  a  six-year  high,  and 
producer  prices  are  speeding  up. 
Consumer  inflation  rose  to  1.9%  in 
June,  the  highest  since  May,  1995, 
but  one-time  influences  added  a 
boost.  The  Bundesbank,  sounding 
concerned  recently,  is  laying  the 
gr-oundwork  for  a  rate  hike.  The 
mark  has  recovered  a  bit  since 
hitting  an  eight-year  low  against 
the  dollar  on  Aug.  6,  but  any  fur- 
ther weakening  could  force  the 
Buba  to  act. 
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News:  Analysis  &  Commentary 


The  Teamsters' 
win  means  that 
workers  can  no 
longer  be  taken? 
for  granted 


Pilots  for  Delta  Aii'lines  don't  fac 
contract  talks  until  2000.  But  bo: 
rowing  a  page  from  the  suceessfi 
stiike  by  the  International  Brotl 
erhood  of  Teamstei-s  against  Uni 
ed  Paix-el  Ser\ice  Inc..  the  Delta  Ah 
Unes  Pilot  Assn.  is  considering  staitin 
"infonnational  picketing"  to  tiy  to  wi 
pubUc  support  for  theii-  demands  eve 
before  sitting  down  at  the  bargainin 
table.  The  Teamstei*s'  \ictorA^  says  p 
lots  tmion  Pi-esident  Dennis  Dolan.  "'hi 
given  us  a  sense  of  empowemient." 

Dolan  is  not  the  only  one  worked  u 
over  the  UPS  settlement.  In  union  hall 
lunchrooms  and  coi-porate  boardi-oom: 
workers  and  bosses  are  probing  for  th 
lessons  of  the  UP.S  strike.  For  in  th 
tentative  agreement  reached  in  the  we 
hours  of  Aug.  19.  the  Teamsters  di 
more  than  pull  off  a  sui-prise  \-ictoiy- 
winning  on  core  demands  for  highe 
wages,  better  pay  for  pait-time  worker 
and  more  full-time  jobs  (table). 

More  important  than  the  union  \ictc 
ly  is  the  way  the  Teamsters'  campaig: 
captiu'ed  what  seems  to  be  a  new  moot 
in  .America.  For  the  fii-st  time  in  neaii 
two  decades,  the  pubhc  sided  with  ; 
union,  even  though  its  walkout  causei 
major  inconveniences.  Polls  showed  th 
public  supported  the  185.000  strikins 
UPS  workers  by  a  2-to-l  mai'gin  r\  e 
management.  The  message:  After  a  six 
year  economic  expansion  that  has  ere 
ated  record  coiporate  profits  and  vas 
wealth  for  investors.  Americans  ai  i 
questioning  why  so  many  of  their  cuun 
tr^Tnen  aren't  getting  a  bigger  piece  o 
the  pie  (page  64). 


28  BUSINESS  WEEK  /  SEPTEMBER  1.  1997 


he  UPS  strikers — most  of  them  pail- 
;rs — became  a  symbol  for  all  the 
kers  living  off  part-time  and  tempo- 
'  work  or  stuck  in  low-skill  jobs 
re  the  blessings  of  the  "new  econo- 
aren't  apparent.  "If  I  had  known 
it  was  going  to  go  from  negotiating 
UPS  to  negotiating  for  part-time 
5rica,  we  would've  approached  it  dif- 
ntly,"  said  a  rueful  John  W.  Alden, 
vice-chairman,  after  the  stiike  ended, 
/■hat's  in  store  for  business  now? 
ling  as  it  does  when  labor  markets 
tight,  the  UPS  deal  could  be  the 
it  that  gives  workers  the  confidence 


emand  a  little  bit  more  in  their  pay- 
!ks,  bettei'  job  secmity,  or  more  gen- 
as  benefits.  "This  agreement  has 
led  the  window  once  again  on  the  is- 
of  wages  and  benefits  for  the  work- 
people who  haven't  yet  participated 
his  recovery,"  says  former  Labor 
retary  Robert  B.  Reich, 
'hat  doesn't  mean  that  corporations 
soon  lavish  big  raises  on  workers — 
m  economy  that  doesn't  tolerate  in- 
ion,  they  can't.  But 
iness  leaders  paid 
sful  attention  to  the 
ke  and  the  issues  it 
aght  forth.  "Most  com- 
ics have  been  think- 
about  it,"  says  Gaiy 
Ray,  head  of  human 
3urces  at  California 
lebuilders  Kaufman  & 
ad.  As  a  result,  what 
e  become  routine 
ctices  in  the  '90s — 
msizing,  outsourcing, 
'ting  work  from  per- 
fient  employees  to 
t-timers  and  temps — 
come  under  fresh 
.itiny. 

Vith  good  workers  in- 
asingly  hard  to  come 
some  policies  may 
e  to  be  revised.  For  example,  con- 
ies Ray,  "If  it  is  of  strategic  interest 
have  a  stable  workforce,  then  you 
uld  probably  provide  benefits  to  pait- 
e  workers."  'Thomas  Kochan,  a  man- 
ment  expert  at  Massachusetts  Insti- 
e   of  Technology,   says    such  a 


rethinking  is  long  overdue.  "Human  re- 
sources departments  have  lost  sight  of 
the  full  workforce,"  he  says. 

That's  not  tine  everywhere,  of  coiu'se. 
Long  before  the  UPS  strike  caught  the 
public's  attention  some  companies  were 
introducing  policies  to  make  life  easier  for 
low-skilled  workers  and  the  part-timers 
they  rely  on  increasingly.  Companies 
want  the  flexibility  of  part-time  work- 
ers but  not  the  headache  of  constantly 
hiring  and  training  new  ones.  So,  at 
Biu"ger  King  Coi-p.,  for  example,  man- 
agement has  incentives  to  keep  work- 
ers. It  offers  medical,  dental,  and  com- 


pany-paid life  insurance  to  part-timers 
who  have  worked  30  hoiu's  a  week  for  6 
months.  Maniott  Corp.  offers  low-income 
workers  assistance  in  dealing  with  prob- 
lems from  finding  day  care  to  stopping 
alcohol  addiction  and  domestic  abuse. 
Tlie  company  even  extends  stock  options 
to  the  lowest-level  workers. 

Companies  that  don't  pay  attention 
to  the  concerns  of  the  23  million  part- 
time  and  temporary  workers  employed 


in  the  U.S.  could  face  an  emboldened 
union  movement  after  the  ups  win.  Al- 
ready, in  virulently  anti-union  Silicon 
Valley,  organized  labor  is  making  new 
inroads.  Five  unions  recently  added 
2,000  new  members  there  in  just  six 
weeks.  According  to  Amy  B.  Dean,  a 


local  AFL-cio  leader,  27%  to  40%  of 
workers  in  the  Valley  fall  into  the  con- 
tingent worker  category — part-timers 
and  temps  who  now  seek  impi'oved  pay, 
benefits,  and  job  security. 

Intense  efforts  to  organize  lower- 
wage  workers  and  part-timers  are  luider 
way  across  the  U.S.  In  California  and 
Washington  state,  the  Teamsters  and 
United  Fann  Workers  unions  are  trying 
to  organize  strawbeiry  and  apple  pick- 
ers and  warehouse  workers.  The  Hotel 
Employees  &  Restaurant  Workers  are 
organizing  casino  workers  in  Nevada 
and  Connecticut.  The  United  Food  & 
Commercial  Workers  are  picking  off 
workers  at  Noah's  New  York  Bagels  in 
Berkeley  and  Borders  Books  and  Music 
stores. 

That's  not  to  say,  despite  the  post- 
settlement  boasts  by  union  leaders,  that 
the  Teamsters'  victoiy  will  revive  a  la- 
bor movement  that's  been  in  decline 
since  President  Reagan  fii-ed  11,500  air- 
traffic  controllers  in  1981.  Union  mem- 
bership, now  14%'  of  the  workforce,  is 
unlikely  ever  to  bounce  back  to  the 
20%-plus  levels  of  the  1970s. 

Indeed,  many  business  executives  fig- 
lu-e  that  the  UPS  deal  won't  change  theu* 
relations  with  workers  at  all.  Companies 
will  fight  to  keep  the  flexibility  that  they 
acliieved  in  the  past  decade  to  dictate 
where,  when,  and  how  to  produce  prod- 
ucts and  sei-vices.  At  Cluysler  Coip.,  for 
example.  Executive  Vice-President  Den- 
nis K.  Pawley  calls  a  $4:38  million,  28-day 
strike  by  auto  workers 
that  the  company  endiu-ed 
at  a  Detroit  engine  plant 
in  April  "an  investment." 
The  payoff:  Chrysler  re- 
tained the  right  to  out- 
source work.  He  figures 
the  Teamsters'  victory 
against  ups  will  be  forgot- 
ten "in  a  week  or  two." 

That's  certainly  not 
what  organized  labor  has 
in  mind.  The  Teamsters' 
victory,  says  Steve  Bab- 
son,  an  historian  at  Wayne 
State  University's  Labor 
Studies  Center,  will  likely 
stand  as  a  model.  "It  gives 
people  a  sense  of  the  pos- 
sible and  shows  them  that 
they're  not  always  simply 
victims,"  he  says.  The 
unions  will  do  eveiything  in  their-  power 
to  make  that  feeling  last. 

By  Paul  Magnusso'ii  in  Washington, 
with  Nicole  Harris  in  Atlanta,  Linda 
Himelstein  in  San  Francisco,  Bill  Vla- 
sic  in  Detroit,  and  Wendy  Zellner  in 
Dallas 
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THE  UPS  DEAL . . .  : 


. .  .AND  DEYOND 


WORKERS  UPS  agrees  to 
convert  10,000  part-time 
jobs  to  full  time  at  double 
the  hourly  pay.  The  Teamsters 
agree  to  a  five-year  contract 
rather  than  a  three-year  pact. 

PENSIONS  The  shipper 
drops  plan  to  opt  out  of  the 
multi-employer  Teamsters 
pension  program. 


WORKERS  UNITE  Encour 
aged  by  the  Teamsters'  win, 
unions  may  step  up  organiz- 
ing drives. 

SEIZE  THE  MOMENT  The 

UPS  strike  uncovered  a  grow- 
ing public  sympathy  toward 
worker  issues.  This  could 
embolden  other  unions  to 
risk  strikes. 


WAGES  UPS  agrees  to 
pay  raises  over  five  years 
averaging  15%  for  full- 
timers  and  up  to  35%  for 
part-timers. 


NEW  TARGETS  Unions  will 
concentrate  on  issues  such 
as  two-tier  wage  systems, 
outsourcing,  and  health  and 
retirement  benefits. 
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COIVIIVIENTARY 

By  Howard  Gleckman 


THE  BOND  MARKETS  NEED  A  REALITY  CHECK 


Some  people  just  won't  be  con- 
vinced. Annual  inflation  has 
been  3%  or  less  for  six  years 
running.  The  Consumer  Price  Index 
is  up  barely  1.5%  this  year — and 
wholesale  prices  have  actually  been 
falling.  But  no  sooner  had  the  Fed- 
eral Reserve  decided  on  Aug.  19  to 
leave  short-term  interest  rates 
alone  than  inflationphobes  began 
muttering  about  a  rate  rise  the  next 
time  the  central  bankers  meet. 

In  truth,  inflation-adjusted  interest 
rates  are  stubbomly  high,  raising  the 
cost  of  capital  and  deterring  invest- 
ment. With  rates  on  one-year  Ti'ea- 
suries  hovering  at  5.4%,  short-tei-m 
borrowers  are  paying  a  steep  4%  in- 
flation premium  for  their  money — the 
highest  in  a  decade.  It  is  even  worse 
for  those  seeking  long-tenn  money 
(chart).  Says  Brian  Wesbury,  chief 
economist  of  the  Chicago  investment 
fii'm  Griffin,  Kubik,  Stephens  & 
Thompson  Inc.:  "We  are  very  close 
to  price  stability.  But  real  rates  are 
high  and  getting  higher" 
FALLING  FORECAST.  Looking  down 
the  road,  economists  sm-v'eyed  by  the 
Federal  Reserve  Bank  of  Philadel- 
phia and  the  private  Blue  Chip  Eco- 
nomic Indicators  in  Sedona,  Ariz.,  ex- 
pect annual  inflation  of  3%  or  lower 
for  the  next  decade.  The  consensus 
inflation  forecast  has  been  falling  for 
the  past  17  years.  Yet  a  10-year 
Treasury  bond  is  paying  6.21%,  a 
stiff  3.2  percentage-point  premium 
over  long-i-un  expectations  and  a 
nearly  5-point  add-on  compared  with 
today's  price  level. 

Rates  remain  high  because  in- 
vestors haven't  forgotten  the  bnital 
days  of  1981,  when 
long  rates  peaked  at 
15%,  and  1982,  when 
inflation  topped  13%. 
Those  memories  still 
send  Wall  Street 
types  into  a  cold 
sweat  at  any  sign  of 
wage  or  price  rises. 
Says  Smith  Bamey 
Inc.  economist 
Mitchell  J.  Held:  "It 
takes  a  long  time  to 
forget." 

Held  figures  the 


HISTORICALLY  HIGH 
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average  inflation  premi- 
um for  long-tenn  gov- 
ernment bonds  has 
run  about  2.84% 
since  1960.  But 
since  the  inflation 
scare  of  the 
1980s,  real  rates 
have  fallen  that 
low  only 
twice — and 
each  time  just 
briefly.  In  July, 
even  Fed 
Chairman  Alan 
Greenspan  con- 
ceded the  point 
to  a  congi'es- 
sional  commit- 
tee. "There  is 
still  a  significant 
inflation  premium 
built  into  long- 
term  interest  \ 
rates,"  he  said. 

Bond  yields  are 
also  being  propped  up 
by  the  stock  market.  In- 
vestors have  httle  ap- 
petite for  a  6.5%  coupon 
on  a  long-term  Ti-easury 
bond  when  an  equity  in- 
dex fund  offers  triple  the 
return,  with  little  perceived 
risk.  A  20%  connection  in  stocks 
might  change  that  psychology — and 
send  bond  yields  plummeting.  But 
that  hasn't  happened  yet. 
COSTLY  CAPITAL.  Demand  for  money 
also  may  be  keeping  yields  high.  Bor- 
rower's, awash  in  profits,  are  willing 
to  pay  top  dollar  for  capital.  And 
globalization  has  domestic  and  over- 
seas bonowers  com- 
peting for  loans  at  rel- 
atively high  rates.  In 
Fi-ance,  the  inflation 
premium  for  long- 
term  bonds  exceeds 
4.5  percentage  points, 
according  to  the  Con- 
fei'ence  Board. 

At  least  one  peren- 
nial reason  for  high 
real  rates  in  the  U.  S. 
seems  to  have  faded. 
Public-sector  bonow- 
ing,  which  peaked  at 


$360  biUion  in  1991,  fell 
to  less  than  $100  bfl- 
lion  last  year.  In 
1997,  it  is  likely  to 
plunge  even  more  as 
the  federal  budget 
nears  balance,  and 
state  and  local  gov- 
ernments run  grow- 
ing sui-pluses. 
REAL  GAINS.  But  it 
will  take  more  than 
a  drop  in  govern- 
ment bon'owing  to 
push  rates  lower. 
For  the  market  to 
forgo  a  big  infla- 
tion cushion,  in- 
vestors must  be 
convinced  that  re- 
cent productivity 
gains  are  real.  While 
Fed  Chainnan 
Greenspan  is  in- 
trigued by  the  theo- 
ry that  a  new  Infor-1 
mation  Age  could 
create  noninfla- 
tionary  employ- 
ment gi'owth, 
no  one  expects 
4 ,      the  Federal  Re- 
serve to  base 
cuts  in  short-term 
rates  on  faith.  And  for  now, 
growth  is  still  too  strong  for  the  cen- 
tral bank  to  lower  rates. 

The  fact  is,  as  inflation  slows,  the 
Fed  is  squeezing  the  economy  mere- 
ly by  holding  shoit-tenn  rates 
steady.  And  the  time  may  be  coming 
when  investors  themselves  recognize 
that  prices  ai'e  stable  and  start  ac- 
cepting lower  rates.  At  that  point, 
the  centi'al  bank  may  follow  suit.  For 
the  time  being,  the  financial  markets 
may  not  be  quite  convinced  that  in- 
flation will  remain  tame.  But  with 
stock  market  valuations  at  a  historic 
high,  and  inflation  at  a  30-year  low, 
the  economic  reality  is  going  to  be- 
come ever  more  pei'suasive.  And  that 
makes  it  a  lot  easier  to  beheve  that 
sometime  soon  interest  rates  are  go- 
ing to  fall. 

Senior  Co-respondent  Gleckynaii 
covers  economics  in  Washington. 
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APPLE'S  SMALLER  PIECE. 


•QWER  COMPUTING:  The  tap  Mac  donemaker's  new  plant  is  on  hold  a 


DMPUTERS 


lELL  HATH  NO  FURY 

IKE  A  CLONER  SCORNED? 

pple's  shifting  stance  has  an  $800  million  business  in  disarray 


Ifficially,  Steven  P.  Jobs  is  ranning 
the  show  at  Apple  Computer  Inc. 
only  until  a  new  chief  executive 
rives.  It's  up  to  the  new  ceo  to  exe- 
te  a  comeback  strategy.  But  in  the 
santime,  Jobs  has  been  making  scores 
decisions  the  new  boss  will  have  to 
'e  with.  Some  moves,  such  as  beefing 
)  the  lackluster  board  and  cementing 
I  alliance  with  Microsoft  Corp.,  are 
iarly  pluses. 

Others,  however,  could  make  a  come- 
ick  more  difficult.  The  most  dangerous 
ay  be  Apple's  changing  pohcy  toward 
Dnemakers.  Jobs,  who  personally  su- 
snised  development  of  the  Macintosh, 

now  reversing  policies  that  helped 
tmch  the  $800  milUon  clone  business, 
le  problem,  say  Apple  execs,  is  that 
ac  compatibles  didn't  boost  the  mar- 
't — they  only  took  share  fi'om  Apple, 
"'he  original  objective  was  to  expand 
e  Mac  customer  base,"  explains  Chief 
inancial  Officer  Fred  D.  Anderson  Jr. 
Ve  don't  believe  the  licensing  progi'am 
IS  been  successful  in  doing  that." 

But  revereing  the  clone  strategy  could 
eate  fresh  problems.  Some  customers 
ight  abandon  the  Mac  altogether.  Many 
ac  fans  now  profess  loyalty  to  clon- 
•s,  which  typically  offer  better  perfor- 
ance  at  lower  prices  than  Apple  does. 


And  Apple  could  even  find  itself  in  a 
legal  battle  with  doners  and  its  chip 
suppliers.  Motorola  Inc.  and  IBM,  who 
have  all  built  businesses  around  Apple's 
hcensing  plan. 

Tlie  top  Mac  clonemaker.  Power  Com- 
puting Corp.,  is  already  hamstnmg  by 
the  changing  policies — and  trying  to  fig- 
iu"e  out  how  to  navigate  in  the  confu- 
sion. Tlie  company  spent  heavily  to  build 
up  production — and  gi-abbed  9.5%  of  the 
Mac  market.  Low  on  cash.  Power 
planned  an  initial  public  offering  for  this 


PAY  UP 


Umax'  chief  says  Apple 
may  have  to  buy  out  doners  if  Jobs 
disavows  an  Apple-sanctioned 
format  they've  invested  in  heavily 


summer.  But  now,  analysts  say  the  IPO 
can't  proceed  because  of  uncertainty  over 
arrangements  with  Apple.  Power  has 
halted  constniction  of  a  .$25  million  head- 
quarters in  Georgetown,  Tex.,  and  its 
president,  fonner  Dell  Computer  Corp. 
marketing  honcho  Joel  Kocher,  quit 
abniptly  on  Aug.  19  after  du'ectors  re- 
jected his  plan  to  fight  Apple  in  comt 


DATA.  DATAQUEST  INC 


antl  in  the  market  with  a  price  war.  At 
an  Aug.  15  boai-d  meeting,  Kocher  urged 
a  "war"  against  Apple,  using  high-tech 
intellectual-property-rights  law  fii-m  Mc- 
Cutchen  Doyle  Brown  &  Enersen  to  sue 
for  breach  of  contract.  Now,  Chatnnan 
and  CEO  Stephen  S.  Kahng  is  heading 
talks  with  Apple. 

Apple  says  it  will  honor  existing  con- 
tracts, and  Anderson  says  Apple  is  open 
to  new  deals  that  expand  the  Mac  mar- 
ket. But  doners  are  suspicious.  In  an 
Aug.  11  filing  with  the  Secmities  &  Ex- 
change Commission,  Apple  wi-ote:  "Tlie 
benefits  to  the  company  from  licensing 
the  Mac  os  to  tlurd  paities  may  be  more 
than  oifset  by  the  disadvantages  of  com- 
peting with  them."  Says  an  Apple  insid- 
er: "Steve's  not  about  to  let  clones  eat 
any  more  of  [Apple's]  lunch." 
AWKWARD  SPOT.  On  Aug.  15,  Apple 
sent  a  shiver  through  the  clone  market 
when  it  notified  companies  that  while 
it  reviews  licensing  policies,  it  is 
neither  "scheduling 
nor  accepting"  ma- 
chines for  certifica- 
tion as  Mac-com- 
patible machines 
based  on  a  hardwai'e 
specification  known 
as  CHRP.  The  spec 
was  created  with 
Motorola  and  IBM  to 
doners  build  machines  using  parts 


let 

fi'om  various  suppliers. 

That  puts  Motorola  in  a  particularly 
awkward  spot.  The  company  is  set  to 
launch  a  new  line  of  Mac-compatible 
business  computers  using  the  chrp  for- 
mat. A  spokesman  says  Motorola  plans 
to  ship  the  machines  beginning  in  Sep- 
tember with  or  without  Apple's  impri- 


News:  Analysis  &  Commentary 


matur — a  key  selling  point  for  Macin- 
tosh buyers. 

Motorola  won't  say  whether  it's  plan- 
ning legal  action,  but  it's  cleai'  the  doners 
won't  go  quietly  should  Jobs  disinvite 
them  fi-om  the  Mac  fold.  Uma.x  Tech- 
nologies Inc.,  a  $->  billion  Taiwanese  com- 
puter-products maker,  has  spent  $200 
million  on  the  Mac  clone  market,  and 
Chairman  Frank  Huang  suggests  that 
Apple  may  have  to  buy  out  doners  who 
were  led  to  beheve  there  would  be  a 
market  for  CHRP  machines. 

It's  easy  to  see  why  Apple  thinks 
quashing  clones  will  help,  cfo  Anderson 
figures  that  sales  of  all  Macs,  from  Ap- 
ple and  doners,  should  total  just  3.5 
million  this  year,  from  4.5  million  in 
1995.  Helping  rivals  to  a  slice  of  a 
shrinking  pie  won't  help.  "Apple  has 
taken  it  on  the  chin  and  lost  a  lot  of 
sales  to  doners,"  says  Jean  J.  Belanger, 
chief  executive  of  Metrowerks  Inc.,  an 
Apple  software  vendor. 
WRONG  MESSAGE?  In  some  ways, 
though,  cloning  heljjed  the  Mac  market. 
Datacjuest  Inc.  analyst  James  B.  Staten 
says  competition  from  Power  Comi:>uter 
and  Motorola  has  led  to  lower  pnces  for 
buyers.  And  rivalry  is  giving  buyers 
inore  choices.  Apple  and  Power,  for  in- 
stance, use  tlifferent  versions  of  PowerPC: 
chips  now.  "It  has  brought  technological 
choice  in  the  marketplace,"  says  Staten. 

Cutting  off  doners  could  throw  Ap- 
ple's image  with  customers  right  back 
into  reverse.  "The  message  to  the  mar- 
ketplace would  be:  'We  can't  compete; 
our  only  chance  is  to  sell  to  people 
who  are  so  fanatical  that  they're  willing 
to  buy  overpriced  boxes,' "  says  Ei'ic 
Lewis,  an  analyst  at  International  Data 
Corp.  The  demise  of  clones  would 
hasten  defections,  adds  Bob  Waller, 
CEO  of  Education  Access  Inc.,  a  dis- 
tributor that  sells  PCs  to  schools.  "If 
they  refuse  to  give  customers  a  choice, 
I  think  they'll  lose  customers  quicker," 
he  says.  His  company  had  peddled  Ap- 
ples exclusively  until  June,  when  it 
switched  to  Power  Computing  and 
added  Intel  PCs. 

In  Jobs's  view.  Waller's  switch  to  Pow- 
er Computing  is  an  example  of  what's 
WT-ong  with  doners:  The  upstarts  aren't 
creating  new  Mac  customers.  They  are 
boi'ing  into  Mac  strongholds  that  Jobs 
feels  Apple  must  defend  to  sui-vive.  His 
position,  according  to  a  donemaker  exec 
who  has  met  with  Jobs  recently:  Either 
stay  out  of  Apple's  core  markets  or  foi'k 
over  hcensing  fees  of  more  than  $200 
per  machine,  up  fi'om  $50  or  less  today. 
As  long  as  he's  in  charge,  doners  must 
play  by  Jobs's  rules. 

By  Peter  Burro/vs  in  Sun  Francisco 


ENERGY 


TEXACO 
FILLS  ER  UP 


It's  topping  off  reserves  by  buying  chunks  of  the  oil  patch 


i 


Ever  since  taking  charge  at  Texaco 
Inc.  a  year  ago,  Chainnan  and  ceo 
Peter  I.  Bijiu'  has  been  telling  Wall 
Street  he  wants  to  raise  the  company's 
annual  oil  and  gas  production  more  than 
50%  by  the  end  of  the  century.  Now, 
Bijur  is  showing  how  he  intends  to 
make  that  happen.  On  Aug.  IS,  Texaco 
said  it  would  acquire  California  inde- 
pendent oil  and  gas  producer  Montei'ey 
Resources  Inc.  for  $1.15  billion  in  stock 
and  the  assumption  of  $285  million  in 
debt.  The  next  day,  Texaco  acquired  a 
20%  interest  in  Kazakstan's  giant 
Kai'achaganak  oil  and  gas  field  for  an 
undisclosed  sum.  The  two  boost  Texaco's 
reserves  by  some  30%. 


at  abn/amro  Chicago  Corp.  But  he  h 
lieves  Texaco's  latest  moves  should  con 
vince  investors.  "They  have  in  two  fe 
swoops  expanded  their  reserve  has- 
veiy  dramatically,"  he  says.  It  also  help 
that  Texaco  is  boosting  its  five-year  caf 
ital  spending  55%,  to  $24.3  biUion,  u] 
from  $15.7  billion  for  1992  to  1996. 

The  Monterey  purchase  fits  Texaco' 
new  acquisition  strategy  to  a  tee.  I 
gives  Texaco  access  to  properties  adja' 
cent  to  its  own  holdings  in  California' 
Kern  River  basin.  Monterey  wiW  ad( 
54,000  ban-els  a  day  to  Texaco's  existing 
126,000  bairels.  And  Texaco  hopes  to  bi 
able  to  use  its  expertise  in  "steam  flood 
technology,  whei'eby  heat  is  generate( 


TEXACO'S 
OIL 


'BUYING  MONTEREY  RESOURCES  TO  AUGUMENT  PRODUCTION 
"BOOSTING  EXPLORATION  IN  KAZAKSTAN  BY  TAKING  20%  STAKE  IN  OILFIELD 


Tlie  twin  deals  represent  two  parts  of 
Texaco's  three-pronged  strategy  of  ac- 
quiring oil  in  mature,  producing  fields, 
buying  into  discovered  reserves  vdth 
strong  long-teiTO  jjotential,  and  piu'suing 
some  higher-risk  exploration.  They  also 
indicate  Texaco's  belief  that  oil  prices 
have  fii'med  and  demand  will  i-emain 
strong.  "Some  stability  has  certainly  re- 
tiu-ned  to  the  industry,"  says  C.  Robert 
Black,  Texaco's  head  of  woi'ldv/ide  ex- 
ploration. "Demand  has  been  strong — 
and  gTeater  than  we  anticipated." 

Wall  Street  has  been  skeptical  about 
whether  Texaco  will  reach  its  targets, 
which  suggest  9%  annual  gi'owdh,  ac- 
coixling  to  Eugene  L.  Nowak,  an  analyst 


undergTound  to  dislodge  oil,  to  increasj 
production.  Monterey  ah-eady  uses  stean 
technology,  but  Texaco  tliinks  its  methot 
is  supenor.  Indeed,  tlirough  the  use  o 
such  technologies,  Texaco  has  cut  it; 
cost  of  finding  oil  fi-om  $6.50  a  bar)-i'l  ; 
few  years  ago  to  $3.50  today.  y 

That  should  give  Texaco  an  edge  re 
gardless  of  the  course  of  oil  prices.  Ths 
company  could  use  it.  Texaco  losi 
ground  in  recent  years  as  it  recoverec 
fi-om  its  battle  with  Pennzoil  Co.  anc^ 
then  spent  a  good  part  of  the  1990^ 
selhng  off  assets.  With  its  latest  moves 
Texaco  is  tiying  to  make  sure  it  doesn't 
fall  behind  again. 

By  Tim  Smart  in  New  Haro. 


FRATEGIES 


HEAMA 

SN'T  FEELING  SO  HOT 

any  doctors  are  asking  what's  in  it  for  them 


t  was  like  routine  surgery  gone 
horribly  wrong.  A  small  group 
of  staffers  and  board  members 

the  American  Medical  Assn. 
ifted  a  plan  to  give  a  variety 

Sunbeam  Corp.  consumer 
)ducts  the  AMA  seal  of  ap- 
)val  in  exchange  for  royalty 
v^ments  to  support  education 
i  research.  But  the  reaction  by 
A  members  and  medical  experts 
Ke  to  the  Aug.  13  deal — the  ama's 
5t  step  into  the  commercial  arena — 
s  swift  and  angry.  A  week  later,  ama 
iders  were  beating  a  retreat.  "We 
ve  zero  tolerance  for 
r  image  being  tar-  ♦s 
hed,"  says  Dr.  Thomas 

Reardon,  chaimian  of  the 
a's  board  of  trustees. 
On  Aug.  21,  the  ama  was  ex 
ited  to  seek  a  radically  restinctured 
•angement  with  Sunbeam.  Out  would 

the  royalty  stream,  the  exclusivity 
reement,  and  the  seal  of  approval. 
)w,  the  AMA  plans  to  take  only  enough 
)ney  to  cover  the  cost  of  piinting  ed- 
ational  materials  to  accompany  the 
3ducts. 

iriNDLING    NUMBERS.    Can  the 

mage  be  undone?  Perhaps,  but 
ly  if  the  ama  makes  clear 
it  any  future  corporate  ties 
s  extremely  limited  in  na- 
re.  Says  Dr  John  Tooker,  a 
nior  official  of  the  American 
)llege  of  Physicians  and  an 
LA  member:  "This  should  not  be 
Tieans  of  generating  income  for  the 
[A."  Othei-wise,  such  deals  "look  hke 
e  kind  of  arrangement  that  movie 
irs  and  sports  figures  make." 
What's  clear  is  that  anything  that 
es  ama  members  is  the  last  thing  the 
0,000-doctor  organization  needs  as  it 
es  in  this,  its  150th  year,  to  bolster  its 
age  and  rebuild  membership.  The  ama 
w  represents  only  about  40%  of  all 
ctors,  down  from  more  than  80%  in 
e  mid-1960s,  as  physicians  have  drift- 
to  specialty  gi'oups  deemed  better 


OH,  NEGATIVE 
A  week  after 
announcing  a  deal 
to  endorse 
Sunbeam 
products,  the 
AMA  beat  a 
hasty  retreat 


able  to  represent  the  nar- 
rower interests  of  surgeons, 
say,  or  pediatricians.  And 
while  the  ama's  financial  condi- 
tion has  improved  in  recent 
years  thanks  to  the  stock  market's 
rise,  it  has  spent  heavily  on  public-ser- 
vice campaigns  against  underage  smok- 
ing and  domestic  violence,  and  it  needs 
to  estabhsh  new  revenue  sources. 

Worse,  the  gi-oup's  mission — to  speak 
for  all  doctors  on  matters  of  public 
health  and  their  professional  interests — 
is  becoming  increasingly  difficult  as 
health  care  undergoes  fundamental 
changes.  For  example,  the  ama  found 
itself  in  the  middle  of  a  fractious  de- 
bate between  general  practitioners  and 


surgeons  over  changes  in  Medicare  re- 
imbursement in  the  federal  budget  leg- 
islation. Some  doctors  now  question 
whether  the  AMA  does  anything  to  ben- 
efit them.  Says  Dr.  Robert  Beatty,  a 
Hinsdale  (111.)  neiu-osurgeon  and  a  mem- 
ber: "Doctors  are  getting  whipsawed 
between  hmos,  quality-of-care  issues, 
and  the  malpractice  climate,  and  the 
AMA  isn't  helping  much." 

Some  doctors  also  woriy  that  despite 
its  lavish  lobbying,  the  AMA  is  losing  its 
influence  in  the  court  of  pubhc  opinion. 

One  reason:  The  gToup  is 
seldom  seen  going  to  bat 
for  patients,  but  frequent- 
ly lobbies  on  physician 
pocket-book  issues  such  as 
Medicai'e  fees.  "The  choice 
the  AMA  has  made  is  to 
tell  the  public  that  health 
care  is  a  private  product, 
not  a  public  good,  and 
that  makes  them  skepti- 
cal of  our  pronounce- 
ments," says  Dr.  Robert  Graham,  exec- 
utive vice-president  of  the  American 
Academy  of  Family  Physicians. 

The  AMA  also  alienated  some  doctors 
earlier  this  year  when  it  abandoned 
its  longstanding  opposition  to  gov- 
ernment interference  in  the  doctor- 
patient  relationship  and  sup- 
ported a  congressional 
effort  to  severely  restrict 
late-term  abortions.  The 
move  stiiTed  up  trouble 
with  the  American  Col- 
lege of  Obstetricians  and 
Gynecologists. 
The  ama's  sheer  size 
still  carries  clout  in  Wash- 
ington and  in  the  states.  And  it  is  still 
highly  influential  on  issues  of  public 
health.  The  ama  has  been  a  forceful 
player  in  the  tobacco  talks,  for  example, 
and  has  won  plaudits  from  consumer 
gi'oups  by  opposing  "gag"  provisions  in 
HMO  contracts  that  prevent  doctors  from 
mentioning  alternative  treatments. 

But  more  controversy  may  not  be  far 
away.  There's  the  plan  to  consider  more 
corporate  tie-ins  and  a  new  accredita- 
tion scheme  under  which  the  ama  plans 
to  establish  a  database  verifying  doctor 
credentials  and  gi-ading  doctor  perfor- 
mance. Tlie  rating  system  may  be  a  laud- 
able refonn,  but  it's  sure  to  raise  the 
hackles  of  many  doctoi-s.  That  suggests  a 
long  recovery  period  for  the  ama. 

By  Richard  A.  Melcher  in  Chicayo 


RESTRUCTURING       CREATING  a  board      PLANNING  a  pro 


its  policymaking 
House  of  Delegates  to 
broaden  its  reach  to 
more  specialists  and 
other  doctors 


to  monitor  and  verify 
doctors'  credentials 
and  their  efforts  at 
continuing  medical 
education 


gram  to  monitor  doc- 
tor performance  and 
efficiency  in  control- 
ling costs  as  well  as 
patient  outcomes 


SETTING  UP 

an  Ethics  Institute  to 
consider  issues  such 
as  genetics,  health- 
care finance,  and 
end-of-life  care 


WHAT  THE 

90CT0R  ORDERED? 

^le  American 
Wedical  Assn.  is  try- 
ng  to  remake  itself: 
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ENTERTAINMENT 


UNFORTUNATELY. 
ELVIS  IS  STILL  DEAD 

The  music  biz  is  hurting-and  technology  may  make  things  worse 


It  has  been  20  years  since  Elvis 
wolfed  down  his  last  peanut  butter- 
and-banana  sandwich.  But  it's  not 
hard  to  see  why  the  record  industry, 
emerging  from  its  worst  year  in  a 
decade,  still  misses  The  King.  Witness 
the  125  gold  and  platinum  records  that 
adorn  the  walls  of  Presley's  Graceland 
mansion,  courtesy  of  BMO/Music.  bmg's 
RCA  label  issued  a  100-song  Elvis  com- 
pilation to  commemorate  the  20th  an- 
niversary of  his  death.  A  dozen  other 
record  companies  have  new  Elvis-in- 
spired disks,  too.  Have  kids?  How  about 
Bugs  &  Friends  Sing  Elvis  from  Kid 
Rhino  Records — complete  with  a  blue 
suede  box? 

Pardon  the  $12  billion  U.  S.  music  in- 
dustry for  jumping  on  Elvis'  white  satin 
coattails.  After  two  lackluster  years 
caused  by  the  collapse  of  many  music 
retailers,  record  companies  are  still 
grappling  with  a  more  fundamental 
problem:  Record  buyei's  aren't  very  ex- 
cited about  what's  on  the  shelves. 
EXEC  SHUFFLE.  Recently,  the  industry 
has  shown  signs  of  life:  Industry  data 
collector  SoundScan  shows  music  sales 
thi-ough  August  up  7.1%  fi-om  last  year. 
But  judging  by  all  the  hiring,  fo-ing,  and 
dealmaking,  there  will  still  be  a  whole 
lotta  shakin'  goin'  on  before  earnings 
start  jumping  again.  In  early  August, 
Polygram  Records  Inc.,  which  paid  $325 
million  for  Motown  in  1993,  forced  out 
Motown  chief  Andre  Harrell  after  two 
undistinguished  years  at  the  storied  la- 
bel. Polygi'am  is  expected  to  give  Mo- 
town to  l3anny  J.  Goldberg,  head  of  its 
Mercury  label,  which  last  year  signed 
Hanson,  a  teeny-bopper  heaittlu-ob  band. 

Three  days  later,  industry  leader 
Warner  Brothers  Records  Inc. 
outbid  Seagram  Co.'s  Uni- 
versal Music  Grou))  to  re- 
tain longtime  executive 
David  Foster.  Warnei' 
elevated  Foster,  a  pro- 
ducer for  such  hitmak- 
ers  as  Celine  Dion  and 
Wiiitney  Houston,  to  a  key 
role  advising  Robert  A.  Daly  and 


SPICE  GIRL 
FEVER 

Record 
companies 
are  on  the 
prowl  for 
new  female 
hitmakers 


Terry  S.  Semel,  co-chaimien  of  Warnr 
Brothers'  entertainment  studio  a' 
Wamer  Music  Group. 

Warner  is  expecting  big  things  frc 
Foster.  The  company's  share  of  the  m 
sic  market  has  fallen  from  21%  to  1? 
since  December,  and  cash  flow  at  Wat 
er  Music  plimged  24%  in  the  June  qut 
ter.  "The  thing  we  need  is  a  diva,"  Da 
says — along  the  lines  of  Sony  Music  E 
tertainment's  Mariah  Carey. 

But  even  with  a  new  superstar 
two,  Warner  and  other  record  compi 
face  daunting  challenges.  For  starte: 
sales  are  shifting  away  from  reco 
stores,  which  tended  to  order  lots  H 
different  titles.  With  many  of  tho«i 
stores  facing  banlanptcy,  nearly  h;^ 
of  all  music  sales  come  ft"om  ma^ 
market  retailers  such  as  Kmart  th.1 
tend  to  order  mostly  the  hottest  f|f| 
bums  on  the  charts. 

Further  down  the  road  lurks  t 
uncertainty  of  new  technology.  Hjl 
now  possible  to  download  entiii| 
CDS  from  the  Internet,  and  B 
recordable  digital  videodisk  (dvd)  tec^ 
nology  catches  on,  millions  of  consume: 


FUT 
NOTES 


Music  sales  have 
leveled  off 


DATA:  RECORDING  INDUSTRY 
ASSN.  OF  AMERICA:  VERONIS. 
SUHLER  &  ASSOC.  INC. 


ANNUAL  SAI 


'92  '93  '94  '95 
▲  BILLIONS  Of  DOLLAR 


will  be  able  to  create  their  own  ci):  1 
Record  companies  are  working  " 
schemes  to  prevent  illegal  copying  (pau 
35),  but  new  technologies  pose  "a  liTiii 
thi-eat  that  the  industiy  has  to  adch-ess 
says  Arthur  Gi-uen,  president  of  entt  i 
tainment-industiy  economists  Wilkotsk 
Gruen  Associates. 

To  get  in  shape  to  deal  with  thes 
changes,  record  companies  ar 
scrambling    to    rein  i 
spending.  Two  yeai"s  ag( 
BMC  slashed  overheat 
laid  off  16%  of  its  wuri 
force,  dumped  unproi 
itable  joint  ventures,  an 
cut  $50  miUion  from  mamifat 
turing.  In  the  fiscal  yeiU'  that  ende  ' 


If  digital  videodisks  catch  on,  consumers  will  be  ablel 
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June  30,  profits  nearly  doubled,  to 
.ut  $200  million.  P^ueled  by  hits  from 

V  artists  such  as  Verve  Pipe  and 
edish  crooner  Robyn,  bmg's  revenues 
e  $8%,  to  $1.7  billion,  in  the  past 
.r. 

)ther  labels  have  also  chopped  away, 
ygram  took  a  $90  million  write-off 
,  year  and  laid  off  400  staffers.  Wam- 
and  Sony  have  downsized,  too.  Lon- 
I's  EMI  Music,  still  sti-uggling  from  its 
0  million  acquisition  of  Yu-gin  Records 
92,  has  shut  its  U.  S.  emi  office, 
r  PLANS.  Hits,  of  course,  can  quickly 
erse  fortunes.  Thanks  to  the  debut 
um  of  Virgin's  new  sensation.  The 
ce  Girls,  who  have  sold  4  million 
ies,  the  label's  share  jumped  to  12.5% 
m  8.7%  last  year.  Sony  is  awaiting 

V  albums  from  Celine  Dion  and  Main- 
Carey  to  reverse  a  sUde  in  operating 
ifits  in  its  fiscal  year  just  ended. 
)ther  labels  are  looking  to  buy  up 
int.  Universal  boosted  its  share  in 
t  by  paying  $200  million  for  rap  label 
erscope  Records.  To  revive  its  music 
)rts,  Walt  Disney  Co.  paid  $20  mil- 
1 — outbidding  bmg  and  others — to 
n  control  of  Mammoth  Records.  Jay 
ires,  head  of  Mammoth  and  a  former 
antic  Records  exec,  has  signed  such 

hitmakei*s  as  Sev- 
en Mary  Three. 

In  addition  to 
new  talent,  labels 
are  seeking  new 
markets.  Sony, 
Warner,  and  bmg 
will  soon  sell 
records  on  the 
Internet.  And 
everyone  is  look- 
ing overseas, 
where  markets 
are  growing 
faster. 

Still,  the  best 
;  is  developing  hot  talent.  But  that, 
I,  has  become  riskier.  American  teens 
^^e  become  increasingly  fickle,  pro- 
sing a  wave  of  one-album  wonders, 
;h  as  Sony's  silverchair,  an  Australian 
)up  that  had  a  top-selling  album  in 
?5,  but  hasn't  produced  anything 
ce.  Record  companies  spend  big  to 
)mote  a  hot  act  such  as  silverchair, 
mting  on  future  album  sales  to  justi- 
the  investment.  When  they  don't 
Tie,  there's  no  payoff.  That's  when 
:ord  execs  head  for  the  vaults  for 
Timemorative  reissues.  Brace  your- 
f  for  the  upcoming  anniversary  of 
iddy  Holly's  plane  crash. 
By  Ronald  Grover  in  Los  Angeles, 
th  Elizabeth  Lesly  in  New  York 

ite  their  own  CDs 


THE  INTERNET 


JUST  ADD 
WATERMARK 

Embedded  digital  tags  could  foil  piracy  of  music  and  images 


M 


|ost  people  wouldn't  walk  into  a 
store  and  pay  money  for  a  com- 
pact disk  that  was  being  given 
away  on  the  street  outside.  That  holds 
true  when  the  street  is  the  Informa- 
tion Superhighway,  too.  The  Recording 
Industry  Association  of  America  (riaa) 
says  illegal  Web  sites 
offering  free  music 
downloads  could  even- 
tually cost  the  indus- 
try $2  billion  a  year. 
It  recently  won  court 
orders  against  three 
illegal  sites. 

Now,  record  mak- 
ers are  finding  new 
ways  to  arm  them- 
selves against  I-way 
robbery.  A  software 
technology  called  digi- 
tal watermarking  can 
speed  the  electronic 
gumshoe  work  of  find- 
ing pirates  on  the 
Web.  And  down  the 
road,  the  technology 
could  be  used  to  pre- 
vent copying  of 
movies  and  music  on 
digital  videodisks,  or 
DVDS.  That  could  pro- 
duce a  bonanza  for 
the  software's  devel- 
opers. "If  onhne  mu- 
sic distribution  takes 
off,  the  company  that 
produces  the  water- 
marking system  to 
protect  it  will  be  a 
household  name,  not 
unlike  Dolby,"  says 
Richard  Gastwirt,  a 
du-ector  at  watermark 
startup  ARis  Technolo- 
gies Inc.,  of  Cam- 
bridge, Mass. 

Named  after  the 
process  for  authenticating  the  paper 
used  on  $100  bills,  watemiark  software 
embeds  imperceptible  messages — such 
as  the  name  of  the  artist  and  recording 
date — into  music.  The  messages  stick 
whether  a  song  is  stamped  on  a  CD  or 
zipped  over  the  Internet.  Computer  pro- 
grams can  read  the  marks  and  find  Web 
sites  that  download  the  songs.  The 
mai'ks  won't  detemiine  whether  the  use 
is  legal — but  tracking  down  the  sites  to 


HOWADIGiTAL 
WATERMARK  WORKS 


A  RECORDING  company  encodes  music 
with  identifying  information,  such  as 
the  song  title  and  artist,  during  the 
original  mastering  process. 


The  watermark  ensures  royalty  and 
licensing  agreements  are  upheld  by 
allcwmg  electronic  decoders  to  moni- 
tor any  broadcast  of  the  song,  whether 
on  the  Internet  or  even  the  radio. 


RETAILERS,  such  as  onlme  distributors, 
encode  additional  information,  including 
the  purchaser's  name,  at  the  time 


This  deters  piracy  by  ensuring  that 
any  time  a  copy  of  that  music  shows 
up  later,  whether  on  the  Internet  or 
as  a  CD  on  the  street,  it  can  be  traced 
back  to  the  original  purchaser. 


check  for  abuses  will  get  much  faster. 

At  least  eight  companies  in  the  U.  S. 
and  Japan  are  developing  watennarks. 
And  they're  ready  to  roll — as  soon  as 
the  record  industry  agi'ees  on  a  stan- 
dard. The  International  Federation  of 
the  Phonographic  Industry  (ifpi)  in 
Zui'ich  hopes  to  do  so 
by  yearend. 
TELLTALE.  There's  no 
time  to  lose.  The 
number  of  Web  sites 
selling  music  for 
download — legally  or 
otherwise — is  gi'owing 
rapidly.  In  mid-July, 
N2k's  above-board 
"Music  Boulevard" 
site  started  selling 
singles  for  99(2.  Net 
surfers  can  download 
the  music  using  soft- 
wai'e  from  Liquid  Au- 
dio Inc.,  in  Redwood, 
Calif.  Songs  are  en- 
crypted so  that  only 
paying  customers 
have  "keys"  to  listen. 
To  discourage  redis- 
tribution, they  are 
watermarked  to  iden- 
tify the  buyer,  using 
a  technique  from 
Solana  Technology 
Development  Corp.  in 
Solana  Beach,  Calif. 

The  watermar-k  fix 
isn't  perfect.  Hackers 
will  work  relentlessly 
to  strip  out  the  tell- 
tale marks.  And  the 
world  is  already 
awash  in  unmarked 
digital  music.  Also, 
privacy  advocates  are 
worried  because  wa- 
termark trackers  can 
identify  who's  listen- 
ing to  what,  and  somebody  may  mis- 
use the  infoiTnation. 

That's  Ufe  on  the  I-way,  sr'M;  Jordan 
Rost,  senior  vice-president  'On-  market- 
ing at  Warner  Music  Grou])  inc.  "The 
pace  of  technology  is  moving  so  rapidly 
that  both  thi-eats  and  oppnruimties  are 
growing  exponentially."  vVaterTnarking 
is  an  opportunity  for  recoi-'i  makers  to 
stop  a  threat. 

By  Elizabeth  Veomelf  i>:  New  York 
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ARIEL'S  COSTUME  IN 
THE  LITTLE  MERMAID 
COMES  UNDER  FIRE 


DUCK, 
GOOFY 

Why  so  many  groups  are 
taking  potshots  at  Disney 

These  days,  Walt  Disney  Co.  is  col- 
lecting critics  the  way  Winnie  the 
Pooh's  honey  pot  collects  bees.  In- 
deed, the  groups  lined  up  against  the 
$20  billion  media  giant — including  South- 
ern Baptists,  Catholics,  the  Concerned 
Women  for  America,  and  the  National 
Federation  of  the  Blind — outnumber  the 
hit  shows  on  Disney's  struggling  abc 
network.  Disney  is  even  under  fii'e  fi'om 
fellow  baseball-club  owners  for 
insisting  that  Tony  Phillips  of  the 

Disney-owned  Ana-   

heim  Angels  under- 
go drug  counseling 
after  an  Aug.  10  ai-- 
rest  and  suspension 
for  alleged  cocaine 
possession. 

The  irony  couldn't 
be  more  acute.  Hav- 
ing spent  decades 
promoting  itself  as 
America's  family-values  entertainment 
company,  Disney  now  faces  groups  that 
accuse  it  of  being  just  the  opposite.  On 
June  15,  for  instance,  the  Southern  Bap- 
tists called  for  a  boycott  of  all  Disney 
films,  TV  shows,  and  theme  parks  as  a 
protest  against  what  it  called  Disney's 
"gay-friendly  policies."  The  offense:  ex- 
tending same-sex  benefits  to  employees 
last  year,  just  as  most  Hollywood  stu- 
dios had  earlier  done,  and  having  Ellen 
DeGeneres  come  out  of  the  closet  on 
her  TV  show.  "They're  all  bad  in  Holly- 
wood to  one  degree  or  another,"  says 
Donald  E.  Wildmon,  president  of  the 
American  Family  Assn.  and  an  early 
supporter  of  the  Baj)tists'  boycott.  "But 
Disney's  the  biggest  tai'get  of  them  all." 

The  reason  is  evident:  Scoring  a  hit 
on  Disney  guarantees  an  advocacy 
group  or  religious  organization  a  bo- 


The  Federation  of 
the  Blind  is  trying  to 
stop  production  of 
Mr.  Magoo 


nanza  of  publicity — and  usually  new  sup- 
port. The  Baptist  boycott  was  picked 
up  in  Time  and  Newsweek  and  on  TV 
shows  across  the  nation.  Now  the  auto- 
mated switchboard  at  Wildmon's  head- 
quarters offers  a  teUing  menu:  "Dial  '0' 
for  information  on  the  Disney  boycott," 
it  instincts.  "Dial 
'3'  to  make  a 
contribution." 
Wildmon  says 
there's  nothing 
wrong  with  what 
the  Baptists  are 
doing.  "Wliy  would 
Disney  be  aft-aid  of  a 
little   publicity?"  he 
asks.  "Riblicity  has  made 
that  company." 
Any  impact  on  Disney's  results  is  in- 
discernible. Walt  Disney  World  in  Or- 
lando has  had  only  scattered  cancella- 
tions since  the  Baptists  called  for  a 
boycott,  and  Disney's  earnings  have  in- 
creased by  27%,  to  $1.5  billion,  for  the 
nine  months  ended  June  30.  And  some 
Baptists  seem  to  be  boycotting  the  boy- 
cott. "If  there  is  a  theme  that  connects 
many  of  the  Disney  cartoon  works,  it  is 
love,  acceptance,  and  appreciation  of 
those  who  are  different  from  us," 
Michael  Catlett,  pastor  at  the  McLean 
(Va.)  Baptist  Church,  told  his  flock  the 
week  after  the  boycott  began. 

  Still,  the  criticism 

is  likely  to  increase. 
Later  this  year, 
when  Disney  releas- 
es its  live-action 
movie  Mr.  Magoo, 
the  National  Federa- 
tion of  the  Blind 
may  picket.  The 
gi'oup  objects  to  the 
nearsighted  Magoo's 
portrayal  as  a  humbler.  And  the  con- 
servative gi"oup  Concerned  Women  for 
America  could  picket  at  Walt  Disney 
World.  Their  complaint?  That  Disney 
showed  a  little  too  much  animated  flesh 
in  The  Little  Mermaid  and 
Pocahofitas — films  that  are  more  than 
two  years  old. 

For  Disney  Chairman  Michael  D.  Eis- 
ner, this  can't  be  much  fun.  Disney  is 
building  new  theme  parks  in  Orlando, 
Anaheim,  and  Tokyo  and  is  considering 
others  elsewhere.  It  still  has  problems 
vrith  its  ABC  unit,  where  ratings  remain 
dreadful.  The  company's  response  to  all 
the  furor?  "We  hope  the  good  we  do 
will  continue  to  exceed  any  objections 
people  may  have."  But  odds  are  Dis- 
ney vrill  keep  colliding  with  groups  that 
have  media  ambitions  of  their  own. 
By  Ronald  Grover  in  Los  Angeles 


THE  ENVIRONIVIENT 

HAILING 
A  GREEN  TAXI 

New  York  cabs  are  testing 
natural  gas.  Next,  Chicago? 


New  York's  12,000  meter  cabs 
count  for  25%  of  the  Big  Apple's 
pollution.  No  wonder  they've 
come  a  target  as  the  city  strives! 
comply  with  federal  air-quality  laws, 
also  why  Ford  Motor  Co.  sees  a  gol 
opportunity  in  tuining  yellow  cabs  i 
"green"  ones.  If  it  can  do  that  in  Nj 
York,  other  cities  may  follow. 

Ford  has  designed  a  brand-new  t 
specifically  to  run  on  compressed  nat 
al  gas,  the  cleanest  of  all  fossil  fu'i 
On  Aug.  21,  it  planned  to  present 
keys  of  its  fii'st  ngv  (natiu'al-gas  vehi 
Crown  Victoria  taxi  to  owner  Sil 
Martinez.  He's  no  natural-gas  newl 
He  has  been  driving  an  ngv  cab 
two  years — one  of  133  converted  to 
under  a  government-business  initiate 
that  basically  picks  up  the  $7,500  i| 
for  such  convereions.  The  incentives  si 
make  Ford's  NOV  Crovra  Vic  only  $'4 
more  expensive  than  a  gasoline  taxi  j 
That  will  be  recovered  quickly  fi-^ 
lower  fuel  costs.  On  a  mileage  ba!5{ 
says  cabbie  Martinez,  "gas  is  at  lei^ 
20%  to  25%  cheaper  than  gasolin" 
Since  New  York  cabs  typically  rack  p 
fuel  bOls  of  more  than  "$6,000",  the  s; 
ings  would  top  $1,000  a  year.  In  1; 
Midwest,  closer  to  abundant  suitpli 
gas  can  be  as  much  as  45%  cheai 
Ford  believes  Chicago  could  be  the  n(Jj 
big  market  for  NGVs.  I 
FEW  PUMPS.  Given  the  economic  and  ( 
vironmental  benefits  of  gas,  cabb 
ought  to  be  beating  dowm  the  doors 
NGVS.  One  reason  they  haven't:  Natu 
gas  isn't  commonly  available  at  sei'v 
stations. 

Removing  this  obstacle  is  the  goal 
Christopher  R.  Lynn,  chief  of  N( 
York's  Transportation  Dept.  He  lin 
up  gas  supplies  in  Texas,  worked  w 
Brooklyn  Union  Gas  Co.  on  buildi 
more  refueling  stations,  then  createc 
market  by  converting  city-owned  ve 
cles.  Some  1,110  cars  and  vans,  80% 
the  city's  fleet,  now  run  on  gas.  T 
NGV  fleets  of  Brooklyn  Union  and  otht 
lift  the  total  to  more  than  3,000  ve 
cles — 5%  of  all  ngvs  in  the  U.  S.  If  ti 
fleets  can  be  persuaded  to  sign  on,  f 
project  will  be  cooking  with  gas. 

By  Otis  Port  in  New  Yo:i 
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COMMENTARY 


By  Robert  Barker 

WANTED:  SHAREHOLDER  RIGHTS  FOR  MOTUAL  FUNDS 


I 


t's  not  easy  finding  fault 
with  mutual  funds.  The 
dozen  I  own  have 
spared  me  countless 
hours  on  the  telephone 
with  brokers.  Funds 
also  strengthen  soci-  / 
ety  by  giving  more 
Americans — some 
63  million,  at  last 
count — equity  in 
the  economy.  Per- 
haps most  impres- 
sive, in  recent 
decades  the  fund 
industry  has  suffered 
only  the  occasional 
scandal  even  as  assets 
mushroomed.  Holdings 
have  quadrupled  since 
1990,  to  $4  trilaon. 

And  yet,  mutual  funds 
have  some  expensive  flaws.  Most  dis- 
close their  portfolio  holdings  only 
twice  yearly,  as  required  by  a  57- 
year-old  law.  That  makes  it  hard  to 
know  just  what  you're  buying.  Also, 
because  they  don't  pay  much  atten- 
tion to  the  tax  effects  of  their  trad- 
ing, they  do  a  crummy  job  of  mini- 
mizing investors'  tax  bills.  Worst  of 
all,  funds  charge  too  much.  In  recent 
years,  despite  gi'owrth,  expense  ratios 
have  risen  (table).  "Don't  you  think 
there  are  some  economies  [of  scale] 
that  ought  to  be  passed  along?"  won- 
ders Edd  H.  Hyde,  president  of  Rad- 
nor Financial  Advisors  Inc.,  near 
Philadelphia. 

WISH  LIST.  Hyde  and  70  other 
independent  investment  advis- 
ers, representing  $12  billion 
largely  invested  in  mutual 
funds,  have  launched  a  drive 
for  better  treatment.  In  what 
could  be  the  beginning  of  a 
shareholders'  rights  move- 
ment for  owners  of  mutual 
funds,  they  sent  a  letter  on 
Aug.  5  to  about  100  of  the  na- 
tion's leading  fund  companies. 
Their  vdsh  list:  more-frequent 
disclosure  of  portfolios,  more 
attention  to  after-tax  returns, 


and  expenses  they  pay  on  ac- 
counts that  are  often  in  the 
millions. 

The  advisers  have  asked 
for  replies  by  Sept.  8,  and  the 
debate  they're  setting  off 


should  be  healthy  for  mutual-fund  in- 
vestors. But  don't  expect  immediate 
relief  from  industry  leaders  such  as 
Fidelity  Investments  and  Franklin 
Templeton.  So  figiu-es  Jack  K.  White, 
head  of  Jack  White  &  Co.,  a  discount 
broker  specializing  in  funds.  "The 
money  is  rolling  in,"  he  says  of  the 
fimds.  "Why  reduce  your  margins?" 
Fidelity  and  Franklin  declined  com- 
ment on  the  letter. 

If  the  fund  companies'  responses 
fall  short,  the  advisers  threaten  to  do 
more  than  simply  cash  out  of  stub- 
born fimds.  Some  in  the  group,  in- 
cluding Peggy  M.  Ruhlin,  of  the  $325 


ASSETS  ARE  UP-AND  SO  ARE  EXPENSES 


FUND  COMPANY 


Top  funds  in  terms  of  assets 

EXPENSES 
PER  $10,000     %  CHANGE 


NET  ASSETS* 
%  CHANGE, 
1989-1996 


INVESTMENT**  1989-1996 


AIM 

+2787% 

$126 

+6.8% 

AMERICAN 

+415 

68 

+7.9 

AMERICAN  EXPRESS/IDS 

+449 

103 

+25.6 

FIDELITY 

+670 

86 

-7.5 

FRANKLIN  TEMPLETON 

+249 

80 

+17.7 

MASS.  MUTUAL/OPPENHEIMER 

+1044 

143 

+32.4 

MERRILL  LYNCH 

+278 

129 

-3.7 

PUTNAM 

+1131 

134 

+67.5 

T.  ROWE  PRICE 

+387 

81 

-12.0 

VANGUARD 

+612 

28 

-34.9 

ALL  U.S.  EQUITY  FUNDS 

+508 

96 

+7.9 

million  Budros  &  Ruhlin  Inc. 
fi™  in  Columbus,  Ohio,  say 
that  if  they  don't  get  satisfac- 
tion, they'll  begin  proxy  con- 
tests. "If  we  vote  against 
management,"  says  Ruh- 
lin, "they're  going  to 
have  to  pay  attention." 

The  activist  advisers 
admit  that  they're  out  for 
themselves  and  their 
well-heeled  clients.  But 
this  dispute  promises  to 
address  the  central  prob- 
lem with  fimds:  the  weak 
link  between  investors  and 
the  independent  directors  on 
every  fimd's  board.  By  law, 
those  independent  directors 
are  supposed  to  look  out  for 
investors'  interests,  not  the 
company's. 
APATHETIC  INVESTORS.  Yet  in  practice, 
"There's  often  a  cozy  relationsliip  be- 
tween the  board  and  the  management 
company,"  notes  Joe  Mansueto,  chair- 
man of  Momingstai'  Inc.,  the  mutual- 
fimd  rating  ser-vice.  Moniingstai-  foimd 
a  stiiking  con'elation  between  liigh 
tmstee  pay  and  high  fimd  expenses. 

Apathy  on  the  part  of  investors 
also  helps  keep  the  status  quo.  Vin- 
cent Di  Costa,  a  senior  vice-president 
at  proxy  solicitor  D.  F.  King  &  Co., 
says  that  proxy  participation  at  mutu- 
al fimds  nins  15  to  20  percentage 
points  lower  than  in  corporate  votes. 
But  imagine  what  a  few  high-pro- 
file proxy  contests  might  do 
to  shake  up  such  chummy 
arrangements.  Much  as  insti- 
tutional shareholders,  led  by 
the  California  Public  Em- 
ployees' Retirement  System, 
have  rattled  corporate 
boards,  so  might  these  advis- 
ers put  mutual  fund  direc- 
tors on  notice.  And  fund  ex- 
penses are  a  fat  target  for 


it's  not  hard  to  argue  that 
directors  have  failed  in  their 
duty  to  shareholders.  So,  the 
harder  these  71  investment 
advisers  press  their  case,  the 
better  off  all  mutual  fund  in- 
vestors are  likely  to  be. 


'  U.S.  diversified  equity  funds**  Asset-weighted  averages,  1996 
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Senior  Writer  Ba  rker  fol- 
lows personal  finance. 


color  laser  technology  so  advanced,  it  goes 
colors  to  capture  subtle  colors  others  struggle 
to  match.  Even  a  color  as  tranquil  as  Morning.  It's  what  has 
set  us  apart  since  we  introduced 
color  laser  copying  eleven  years 
ago.  For  nnore  about  our  color 
laser  copiers  and  printers,  call 
l-SOO-OK-CANON  anytime.  Web 
site  http://www.usa.canon.com. 

Canon  Laser  Color.  Its  only  competition  is  rea 
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THAT  QUEASY  FEELING  AT  HUDSON 


James  "Red"  Hudson  is 
used  to  his  company's 
ground  beef  getting  a  good 
grilling.  But  now  the 
founder  and  chair- 
man of  Rogers 
(Ark.)-based 
Hudson  Foods 
is  facing  heat  of 
his  own.  On 
Aug.  18,  federal 
investigators 
descended  on 
Hudson's  Columbus 
(Neb.)  plant  days  after  the 
company  announced  the 
largest-ever  recall  of  U.S. 
ground  beef  because  of 
possible  contamination 
with  a  deadly  strain  of  the 
E.  coli  bacterium. 

Regulators  want  to 
know  if  Hudson  officials 
hid  the  extent  of  the  prob- 
lem, with  the  amount  of 


burgers  involved  growing 
from  an  estimate  of  20,000 
to  1.2  million  pounds.  The^ 
are  also  troubled  by  the 
company's  past  regi 
ulatory  run-ins. 
But  Hudson, 
73,  is  crying 
foul.  He  says 
the  recall  will 
cost  his  compa- 
ny, whose  cus- 
tomers include 
Wal-Mart  and  Burg« 
King,  about  $1  milHon  in 
sales.  And  he  says  Hudsor 
is  not  trying  to  hide  any- 
thing. "This  is  the  only 
time  that  Hudson  has  beei 
involved  in  a  recall  [relate 
to]  E.  coli.  We're  not  a  ba< 
company,"  he  says.  Now,  t 
convince  the  feds. 

By  Stephanie  Anderso 
Fore. 


land  (Mich.)  chemical  giant  hid 
the  health  risks  of  silicone 
used  in  breast  implants.  The 
verdict,  in  a  class  action  on 
behalf  of  1,800  women  with 
Dow  CoiTiing  implants,  is  sure 
to  embolden  other  plaintiffs. 
This  is  the  first  time  Dow 
Chemical  has  been  found  li- 
able in  a  class  action  for  im- 
plants made  and  sold  by  Dow 
Corning,  a  company  jointly 
owned  by  Dow  (I"hemical  and 
CoiTiing.  Dow  Chemical  insists 
that  it  was  never  involved  in 
making  or  testing  implants. 
Next  step:  the  jmy  will  con- 
sider whether  the  women 
were  hamied  by  implants. 


stores.  The  company  fii'st 
sued  profit  warnings 
April,  and  since  then 
$.523  million  British  retai 
has  lost  three  key  exe 
fives,  including  its  top 
signer.  American  Chief  I 
ecutive  Ann  Iverson  ll 
been  generating  improM 
results  since  taking  over 
199.5,  but  the  Aug.  19  ne 
shows  the  depth  of  the  pr 
iems  Laura  Ashley 
faces.  A  key  challenge: 
making  its  flouncy  floral 
for  the  '90s. 

ETCETERA... 


ONE  LESS  HEADACHE 
FOR  BAUSCH  &  LOMB 

BAUSCH  &  LOMB  IS  ONE  STEP 

closei'  to  resolving  the  contro- 
versies surrounding  its  con- 
tact-lens marketing.  On  Aug. 
19,  the  company  agreed  to 
pay  .$1.7  million  to  settle 
charges  by  17  states  that  it 
misled  consumers  by  charg- 
ing widely  varying  prices  for 
identical  lenses  that  were 
mai'keted  for  weekly,  monthly, 
or  annual  wear  But  the  legal 
woes  won't  end  soon.  Florida 
did  not  sign  the  settlement 
and  is  continuing  its  probe. 
And  B&L  still  faces  a  class  ac- 
tion in  New  York  contesting 
its  lens-care-solution  market- 
ing practices,  a  shareholder 
suit  iji  New  York  alleging  mis- 
leading financial  disclosures, 
and  an  antitnist  suit  in  Flori- 


CLOSING  BELL 


RAZOR  BURN 

So  much  for  Gillette's  earn- 
ings shortfall.  On  Aug.  15,  it 
led  the  year's  worst  one-day 
stock  market  rout  and 
dropped  4.6%,  to  $85.88, 
after  Gillette  told  analysts 
'97  profits  would  be  $3  a 
i    share,  H  less  than  expected. 
The  slide  continued  on  Aug. 
18,  to  $83.06.  But  on  Aug. 
I     19,  Gillette  reversed  course. 
I     Merrill  Lynch  analyst  Deepak 
5     Raj  says  that  although  Ger- 
£     mans  and  Japanese  are 
g     buying  fewer  coffee  makers 
^     from  Gillette's  Braun  unit, 


earnmgs  will  improve  when  a 


AUG.  U, '97  AUG.  20 

DATA:  BLOOMBERG  FINANCIAL  MARKETS 


da  over  its  refusal  to  sell  con- 
tact lenses  thi'ough  mail-order 
companies.  In  addition,  the 
SEC  is  probing  whether  b&l 
falsely  inflated  revenues  in 
1993  and  1994. 


THIS  BROWSER  GOES 
IT  ALONE,  AGAIN 

FIRST  YOU  PUT  IT  TOGETHER. 

Then  you  take  it  apait.  That's 
the  strategy  at  Netscape 
Communications,  which  on 
Aug.  18  announced  it  would 
sell  a  stand-alone  Internet 
browser  once  more.  That 
move  comes  just  two  months 
after  the  company  began  sliip- 
ping  Communicator,  a  suite  of 
products  that  includes  a 
browser.  E-mail,  and  collabo- 
ration softwai-e.  Netscape  Ex- 
ecutive Vice-Pi'esident  Michael 
Homer  says  he  may  eventual- 
ly split  off  the  E-mail  and  col- 
laboration products,  too.  For 
now,  though,  the  browser  war 
with  Microsoft  is  on  again. 

BELLWETHER  FOR 
THE  BABY  BELLS? 

CHECK  THE  NUMBER  AND  DIAL 

again.  On  Aug.  19,  the  Feder- 
al Communications  Commis- 
sion turned  down  Ameritech's 
request  to  enter  Michigan's 
long-distance  market.  But  it 
also  outhned  for  the  fii'st  time 
detailed  criteria  for  approving 
such  appeals.  Under  the 
Telecommunications  Act  of 
1996,  the  Bells  can  enter  long 
distance  if  they've  opened  up 
their  local-calling  markets  to 
rivals.  The  FCC  says  the  Bells 
can  demonstrate  they've  done 
this  by  chai'ging  new  entrants 
reasonable  interconnection 
prices  and  offering  them  the 
same  quality  services  that 
theii'  own  customers  enjoy. 

A  VERDICT  AGAINST 
DOW  CHEMICAL 

A  NEW  ORLEANS  .JURY  JOLTED 

Dow  Chemical  on  Aug.  18, 
when  it  found  that  the  Mid- 


LAURA  ASHLEY'S 
THREADBARE  LOOK 

FRAYING:  ON  AUCJ.  19,  LAURA 

Ashley  announced  it  expects 
to  lose  money  in  the  first 
half  of  1997  and  break  even 
for  the  year.  It  is  also  closing 
two  factories  in  Wales  and 
curtailing  plans  for  new  U.  S. 


n  IBM  will  use  Advan< 
Micro  Devices'  K6  proces 
chips  in  its  Aptiva  pes. 

■  First  Union  is  buying  b 
ker  Wheat  First  Bute] 
Singer  for  $482  million. 

a  Northeast  UtiHties  nanf 
Consumers  Energy's  Mien 
Morris  chairman  and  ceo 

■  A  U.S.  appeals  cor 
upheld  Massachusetts'  totc 
co-ingredient  disclosure  1[ 
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Send  1  million  packages  to  japan  without  a  single  customs  form. 


That's  what  one  of  our  customers  did  last 


year  Global  Package  Link'''  handles 


everythmg  U  takes  to  ship  overseas- 


even  speeding  vour  packages  through 


customs*  If  vouVc"  serious  about  doing 


business  globallv,  well  sweat  the  details. 


Ask  for  the  world.  We'll  deliver. 


GLOBAL  DELIVERY 
SERVICES 


UNITED  STATES  POSTAL  SERVICE  .. 


FOR  INFORMATION,  CALL  1-800-THE  USPS,  EXT.  2037,  OR  VISIT  US  AT  http://WWW.USPSGLOBAL.COM 


'Although  CPAS  provides  declaraiions  of  contents  jnd  value,  all  paLkjgcs  .irc  bubjcLt  lo  mspccdon  dt  the  discretion  of  cusioms  agents  in  destination  countries  ©  19^7  USPS      ZYl  I 


What  can  we  do 
to  catch  your  eye? 


We're  enlarging  worldwide  with  Kodak.  We  can  do  big  things  for  you,  too.  Eastman  Kodak  Co.  and  Sun 
Microsystems,  Inc.  have  worked  together  since  1984  on  a  range  of  projects.  The  latest  eye-opener  is  called  the  Kodak; 
IMAGE  MAGic'^'  PRINT  STATION.  Powered  by  Sun^^' systems,  they  take  any  photo  and  give  you  Kodak  'moments;  same  size  or 
e^arged,  m  just  three  mmutes.  10,000  kiosks  are  in  action  at  photo  stores  around  the  world,     w  w  w .  s  u  ri  .  c  o  m 
usmg  the  magic  of  digital  imaging  to  make  snapshot  photographers  look  like  professionals.  In 
the  future.  Sun's  Java™  technology  will  help  expand  Image  Magic  capabiUties  and  markets.  Now  ^ 
letnseourinnovation;oimproveyou.profitpicture.  THE  NETWORK  IS  THE  COMPUTER-  microsystems 


;Suq  Mj'crqsystep*'5,,  lfic.  i 


,c:  Aii  iigbt,  ^reserved.  Sun,  Sm/Microsysten^s,  tha  S.n  Logo,  Java,  and  Th.  Nerwork  h  The  Cornpwe:-  are  rrads 


Vkshington  Outlook 


ITED  BY  DOUGLAS  HARBRECHT 


!0W  THAT  WE'VE  MADE  TAXES 

lORE  COMPLEX,  LET  S  SIMPLIFY  THEM 


Ihey've  just  passed  one  of  the  most  complicated  tax  laws 
in  history,  replacing  two  capital-gains  tax  rates  with  sev- 
en and  creating  tricky  formulas  that  give  voter-friendly 
breaks  with  one  hand  and  take  them  away  with  the  oth- 

So  what's  the  next  cinisade  for  Republicans?  Making  the 
code  simpler,  of  course. 

'Jo  sooner  was  the  Taxpayer  Relief  Act  of  1997  signed  than 

leaders  were  calling  for  big  changes.  "As  long  as  there's 
epublican  Congi-ess,  we'll  have  a  tax  cut  eveiy  year.  We 

have  dramatic  tax  simplification," 
s  House  Speaker  'Newt  Gingi-ich. 
"hat's  swell  with  party  supply  siders. 
5t  beheve  that  the  Hill's  tax  bill  is  a 
b  bag  of  giveaways  that  will  do  little 
economic  gi'owth.  "The  only  way  Re- 
ilicans  can  occupy  the  high  ground 
0  put  real  tax  reforms  on  the  table," 
s  magazine  publisher  Steve  Forbes, 
s  renewing  the  call  for  a  17%  flat 

that  fueled  his  failed  1996  run  for 

GOP  Presidential  nomination. 
H  HURDLE.  Trouble  is,  the  gop  can't 
ide  which  flag  to  plant  atop  that  high 
und.  Forbes  and  House  Majority 
ider  Richard  K.  Armey  (R-Tex.)  champion  the  flat  tax, 
ch  would  continue  to  base  taxes  on  income.  But  they 
!  stiff  opposition  from  sales-tax  advocates,  led  by  House 
ys  &  Means  Chairman  Bill  Ai-cher  (R-Tex.),  who  want 
;crap  the  income  tax  altogether 

Neither  camp  knows  how  to  cleai-  a  more  immediate  hmxlle: 
White  House.  President  Clinton,  a  believer  in  social  engi- 
ring  through  the  tax  code,  has  little  interest  in  streamlining, 
her,  who  plans  to  retii'e  in  2000,  hopes  the  '98  elections  wiU 
duce  a  big  enough  gop  majority  to  pass  refonn  over  Clin- 
s  opposition.  But  while  tax  cuts  and  refoirn  pledges  vdll  fig- 
in  theii-  '98  strategy,  most  Republicans  tliink  the  big  refoirn 
ate  will  come  in  the  2000  Presidential  race. 


CAPITAL  WRAPUP 


FORBES:  Still  pushing  aflat  tax 


To  keep  the  issue  bubbling  until  then,  gop  strategists  will 
fii'st  take  aim  at  a  favorite  target:  the  beleaguered  Internal 
Revenue  Service.  In  the  fall,  the  Senate  Finance  Committee 
will  unveil  a  six-month  probe  blasting  alleged  iRS  abuses  in 
auditing  individuals  and  small  businesses. 

Anti-iRS  rhetoric  will  also  flow  in  the  House,  gop  leaders 
think  they  can  score  points  by  pushing  corporate-style  man- 
agement. Archer  hopes  to  pass  a  bill  this  fall  that  would 
put  the  IRS  under  the  control  of  a  board  of  ceos  and  gov- 
ernment officials.  "Sweeping  reform  is 
a  goal,"  says  Representative  Rob  Port- 
man  (R-Ohio),  the  bill's  author,  "but  un- 
til we  get  that,  we  need  an  iRS  that  pro- 
vides good,  efficient  service."  The 
measm-e  may  go  nowhere:  Treasmy  Sec- 
retary Robert  E.  Rubin  will  urge  Clin- 
ton to  veto  any  bill  that  ends  his  de- 
partment's control  over  the  IRS. 

GingTich's  strategy  is  to  pursue  sim- 
plification through  more  tax  cuts.  Port- 
man,  appointed  by  the  Speaker  to  design 
the  IRS  overhaul,  has  a  list  of  60  tax-sim- 
plifying measures.  Tax  writer  Archer 
also  plans  to  revive  a  provision,  dropped 
from  the  tax-cut  bill,  that  would  let  parents  or  gi'andparents 
ch'aw  down  theii*  individual  retirement  accounts  to  pay  tuition 
at  private  elementary  or  secondary  schools.  "If  President 
Clinton  can  push  tax  breaks  for  college  tuition  at  Notre 
Dame,"  asks  an  Aixher  aide,  "why  can't  we  pass  tax  breaks 
to  send  your  kids  to  a  local  parochial  school?" 

An  interesting  idea — but  can  Republicans  sell  it  as  tax 
refomi?  They  want  it  both  ways:  rhetoric  calling  for  postcai-d 
tax  returns  and  actions  that  punch  loopholes  in  the  code  for 
gop  voting  blocs.  That  may  help  in  the  '98  elections.  But 
the  mixed  message  will  make  a  tough  job  harder  if  gop  tax 
reformers  ever  get  the  chance  to  turn  dreams  into  reahty. 

By  Mike  McNamee 


LONING  WARS 

Dolly  the  lamb  and  genetic  advances 
ive  sparked  legislation  that  is  alarm- 
g  drugmakers  and  biotech  compa- 
es.  A  dozen  bills  now  pending  in  Con- 
•ess,  and  more  in  the  states,  would 
in  human  cloning  or  restrict  disclo- 
ire  of  an  individual's  genetic  informa- 
3n.  But  drug  and  biotech  companies 
ar  that  the  measures  could  "kill  the 
•omise  of  genetic  research  with  a 
-ousand  cuts,"  says  Alan  F.  Holmer, 
'esident  of  Pharmaceutical  Research 
Manufacturers  of  America. 


In  late  July,  for  instance,  the  House 
Science  Committee  approved  a  bill 
banning  use  of  federal  funds  for  hu- 
man cloning.  That's  what  many  Reli- 
gious Right  groups  want.  But  di"Ug 
and  biotech  industry  execs  worry  that 
a  ban  could  threaten  research  using 
cloned  cells  or  tissue. 

Equally  womsome,  drugmakers  say, 
are  bills  that  would  bar  insurers  from 
disclosing  infonnation  about  a  person's 
genes  without  their  consent.  One  bill, 
with  156  Hill  co-sponsors,  aims  to  pre- 
vent insurers  from  discriminating  on 
the  basis  of  such  information.  That 


might  stop  researchers  from  tapping 
into  gi'owing  databases  of  managed- 
care  companies  to  probe  the  relation- 
ship between  people's  genes,  their  dis- 
eases, and  responses  to  treatment,  the 
drugmakers  claim. 

Congress  isn't  buying  the  industry 
Hne.  Bill  proponents  say  research  isn't 
imperiled  and  charge  that  drug  compa- 
nies have  an  ulterior  motive:  "They 
want  to  identify  people  with  certain 
conditions  and  market  treatments  to 
them,"  says  one  Hill  staffer  Watch  for 
the  battle  to  heat  up. 

By  John  Carey 
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or  years,  the  phrase  "800  number''  has  been' 
synonymous  with  high-quality  customer  service 
and  easy  consumer  access.  In  the  near  future, 
another  number  is  likely  to  jom  these  prestigious 
ranks:  1-900. 

Once  little  known  among  business  and  con- 
sumers, the  900  number  mdustry  is  in  the  midst  of  a 
vigorous  expansion,  growing  by  more  than  10 
percent  a  year  over  the  last  five  years.  The  industr)''s 
most  rapidly  expanding  segment:  ever^'day 
business-to-business  and  business-to- 
,  P~— I  consumer  applications. 

[9|  ^  "The  900  number  is  finally 

reaching  its  potential  as  a 
business  tool."  notes 
Edward  J.  Keyes  of  the 
International  Center 
for  Communica- 
tions at  San  Diego 
State  University. 
".'Vnd  why  notr  It's 
more  convenient  than 
mail-in  payments,  and 
less  expensive  than  credit 
is." 

the  900  number's  "pay- 
per-call  charges  are  added  to  users'  existing 
telephone  bills,  billing  and  collection  difficulties  are 
negligible  and  convenience  is  maximized  for  busi- 
nesses and  callers  alike. 

Packard  Bell  NEC.  which  chose  ATScT's  900  Ser- 
vices as  Its  pay-per-call  solution,  has  found  its  900 
number  (900-555-3388)  to  be  a  cost-effective  way  to 
provide  customers  with  high-quality  training  and 
softxvare  support,  beyond  Packard  Bell's  traditional 
toll  free  number. 

"Our  customers  know  what  they  want,  and  our 
goal  is  to  make  sure  they  get  it  as  efficiently  as  possi- 
ble." explains  John  Sientz.  manager  of  Packard  Bell's 
Premier  Support  program.  In  most  cases,  "they've 
already  tried  reading  the  manual.  They're  looking  for 
someone  to  offer  immediate  help,  and  that's  what 
Premier  Support  is  all  about." 

In  effect,  the  Packard  Bell  program  extends  the 
warranty  protections  that  come  with  all  of  the 
company's  computers  so  that  customers  with  out-of- 
warranty  systems  can  continue  to  receive  technical 
support  for  hardware,  peripherals,  and  software  for  a 
nominal  fee  of  S2  per  minute  and  a  maximum  of 
$35  per  incident. 


While  Packard  BeU  also  offers  a  credit  card  sup- 
port option,  most  customers  choose  the  900  numbei 
In  fact,  satisfaction  with  the  program  is  so  high  diat 
in  one  informal  survey,  the  company  found  that 
more  than  97  per- 

**Th©  900  number 
Is  finally  i*eac]2lng: 

Its  potential  as 
a  business  tooL^" 


— tdv.-ard }.  Kcwi, 
Innrnaiional  Center  for  Commtimcaiior, 
at  San  Diego  Stale  Univeriit\ 


cent  of  customers 
would  choose  the 
900  service  again. 
^Ar.  Sientz  credits 
Packard  Bell's  staff 
for  this  success. 
"Our  people  love  solving  a  tough  problem,"  he  says, 
"and  they  have  the  resources  to  do  it  well." 

Other  companies  are  using  AT&T's  900  Service 
to  improve  customer  service  in  similar  ways.  For 
example,  in  addition  to  its  800  number  and  an 
Internet  help  site,  Nintendo  offers  a  900  number 
(900-288-0707),  for  $1.50  minute,  for  gameplayers 
needing  assistance  with  the  company's  video  games 
In  a  somewhat  different  vein,  the  Turner  Broadcast- 
ing System  (TBS)  employs  a  900  number  for  high- 
profile  call-in  promotional  events. 

But  one  of  the  most  innovative  applications  of 
900  numbers  comes  in  an  industry  long  plagued  by 
high  overhead  costs  and  intense  marketing  chal- 
lenges-charitable fundraising. 

Ronald  McDonald  House  Charities  (RMHC),  the 
Illinois-based  family  support  services  arm  of  the 
nationwide  fast-food  retailer,  recendy  signed  on  with 
AT&T's  900  Services  in  order  to  find  another  way  to 
make  things  "fast  and  convenient." 

"We're  always  looking  for  new  ways  to  raise 
money,"  says  Marty  Coyne,  Director  of  Developmen 
for  RMHC.  "And  we  recendy  tumed  to  our  long-timi 
partner  AT&T  to  see  if  they  could  help."  Help  they 
did.  Each  900  call  (to  900 -CALL  RMHC)  results  in  a 
$15.00  contribution  to  the  RMHC. 
A  donor  does  not  need  to  write  a  check,  find  a 
stamp,  or  receive  monthly  reminder  statements — 
it's  simply  a  charge  on  the  local  phone  bill. 

As  examples  like  these  illustrate,  the  promise 
of  900  service  is  great,  and  likely  to  become  even 
greater  as  new  applications  are  added.  Businesses 
soon  may  find  that  900  numbers  are  an  ideal — and 
increasingly  necessary' — companion  to  the  800 
numbers  they  have  long  used  to  provide  their 
customers  with  the  best  in  service  and  support. 


Written  by  Kevin  R.  Hopkins,  a  telecommunications  and 
technology  adviser  to  government  and  business. 
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With  AT&T  900  Service  and  this 
1 1  free  book*  you  and  your  customers 
come  out  on  top.  They  get  the  help 
they  need,  when  they  need  it,  with  less 
waiting  and  more  reliable  information.  You  get  a 
more  efficient  customer  service  center  and  a  new 
revenue  stream.  Companies  of  all  sizes  have 
It's  all  within  your  reach 
discovered  AT&T  900  Service.  Computer  companies 
use  it  for  tech  support,  banks  for  check  verification  and 
chanties  to  collect  donations.  How  ever  you  use  it,  one 
thing's  for  sure;  when  you  service  customers  on  the 
world's  most  powerful  network,  you  really  can't  lose. 

want  to   know  more? 

Call  I  800  843-  0934  or  visit  us  at 
www.att.com/business/900service 

©1997  AT&T  All  rights  reserved.  'Offer  valid  while  supplies  last. 
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THAILAND 


FOR  WHOM  THE  BAHT 
IS  A  BONANZA 

Electronics  makers  are  boosting  exports  and  investments 


Wiien  i-umors  staned  s\\irling 
late  last  year  that  the  Thai 
baht  eoiild  be  in  for  a  devalua- 
tion, most  of  Bangkok"?  busi- 
ness community  was  giipped  by  an.xiety. 
But  Xorio  Okumiu*a.  managing  director 
of  IBM  Storage  Pi'oducts  (Thailand),  was 
busy  lading  plans.  Figiuing  a  lower  baht 
would  soon  make  Thailand  a  far  cheaper 
production  base  for  foreign  investors, 
Okumiu"a  persuaded  IB>'  to  approve  a 
proposal  to  build  a  S^iOO  million  hai-d- 
drive  plant  in  Thailand.  The  himch  paid 
off.  On  Jtilv  2.  seven  months  after  IBM 


announced  the  project,  the  Bank  of 
Thailand  stopped  propping  up  the  baht. 
Since  then,  the  cmrency  has  fallen  by 
2o'~c  to  32.75  to  the  dollai\  slashing  pro- 
duction costs  for  IBM.  which  ab-eady  is 
shipping  fi"om  the  site. 

Arnid  the  carnage  of  failing  finance 
companies,  plummeting  stock  prices,  and 
mothballed  public  works,  a  silver  lining  is 
emerging  out  of  the  ciuTency  meltdown. 
For  companies  like  IBM  tliat  use  Thailand 
as  an  expoit  base,  the  plunging  baht  is  a 
boon.  Meanwliile.  investoi"s  who  foctis  on 
the  domestic  mai'ket.  such  as  Japanese 


cannakei"s.  ai"e  exponing  more  as  locj 
sales  dive.  As  a  result.  IXG  Baling?  Ltj 
pi-edicts  e.xpons  will  sui-ge  by  lO^c  thj 
yeai*  and  by  22<~f  in  199S  after  no  giT)%vt 
in  1996.  Tliat.  plus  the  refoi-ms  impost! 
by  the  International  Monetaiy  Fimd: 
S16  billion  bailout,  could  shai-ply  cut  Tin 
land's  huge  ciuTent-accotmt  deiicit 
ai-oimd  8*7  of  c-dp.  putting  the  econon' 
on  the  road  to  rocoveiy. 

Investment  is  picking  up.  too.  In  di; 
diives  alone.  Fujitsu  Ltd.  in  May  a: 
nounced  a  S250  million  plan  to  boo 
output  by  to  1.3  million  units  pr 
month,  while  Seagate  Technology-  Inc 
spending  SIT  million  to  expand  produ 
tion  of  hard-drive  components.  Dell 
Electronics  (Thailand),  a  locally  hste 
imit  of  a  Taiwanese  maker  of  monitor 
batteries,  and  other  computer  product 
is  building  a  new  plant. 

Thailand  has  a  long  way  to  go  b 
fore  it  can  be  regai"ded  as  Asia's  ne; 
high-tech  mecca  As  a  multinational  ba; 
for  design  and  final  assembly,  it  trai 
such  neighbors  as  Malaysia,  Singapor 
and  Taiwan.  And  because  only  half 
school  chOdi-en  make  it  past  sixth  gi-ad 
there  is  a  shonaee  of  skilled  worke: 


►  IBM  Storage  is 
building  a  S300  million 
plant  in  Praehinburi  to 
assemble  hard  disks  and 
sen  e  as  an  Asian 
management  center 


►  Seagate  Technologj-  is   ►  Fujitsu  is  investing      ►  Taiwan's  Delta  Elec- 


expanding  hard-drive 
subassemblies  in 
Xakhon  Ratchasima 
Pro™ce.  raising  its 
workforce  to  50.000 


■S250  million  to 
boost  hard-drive  capaci- 
ty by  60%,  to  1.3  miUion 
units  per  month 


tronic  Industrial  is 
expanding  its  6,000- 
worker  operations  that 
make  monitors  and  oth- 
er computer  peripherals 


Ebqpbrters 
Expanding 
In  HiaUand 
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!ded  to  run  state-of-the-art  plants. 
II,  Thailand  has  plenty  of  land  and 
nual  labor  for  assembly  industries, 
rhe  drop  in  costs  makes  Thailand 
re  atti'active.  Most  disk-diive  makers, 
example,  use  Thailand  as  a  base  for 
king  portions  of  the  drive  that  can  be 
embled  by  hand.  The  jobs  can  be 
le  by  workers  with  a  ninth-grade  ed- 
tion  earning  the  minimum  daily  wage 
iround  $4.  Seagate,  which  will  employ 
300  workers  when  its  new  plant 
ns  by  yearend,  makes  subassemblies 
rhailand.  Final  assembly  is  in  Singa- 
e  and  Malaysia,  where  Seagate  also 
kes  key  components. 
IPING  SHIP.  The  devaluation  also  is 
d  for  exporters  who  buy  raw  mate- 
s  and  parts  locally.  Delta  Electronics, 
1.2  billion  maker  of  computer  pe- 
lerals  for  Apple  Computer,  Dell  Com- 
er, Gateway  2000,  and  other  PC  ven- 
s,  is  expanding  its  6,000-worker  Thai 
rations.  Delta  uses  the  baht  to  buy 
Ti  Thai  supphers  around  60%  of  its 
ts — from  printed  circuit  boards  to 
5tic  cabinets.  But  98%  of  sales  are  in 
3.  dollars.  "So  far,  I  can't  think  of 
■  disadvantage  iti  the  devaluation  for 
'  says  Delta  Thailand  President 
les  Ng  Kong  Meng. 
rhere's  a  bright  side  in  the  retrench- 
nt  of  Thai  corporations  as  well  be- 
se  it  will  ease  the  skilled-worker 
rtage.  For  example,  multinationals 
eyeing  the  6,000  employees  of  chip- 
ker  Alphatec  Electronic  Co.  and  oth- 
companies  owned  by  Cham  Uswa- 
ke,  whose  industrial  group  collapsed, 
^ess  the  maximum  they'll  wait  be- 
e  jumping  ship  is  another  three 
aths,"  says  Seagate  Thailand  Vice- 
'sident  Pom  Piemsomboon. 
)f  course,  the  export  boost  fi"om  the 
aluation  won't  last  forever.  The  cur- 
cies  of  Indonesia,  Malaysia,  and  the 
lippines  also  are  tumbling.  And  the 
iker  baht  makes  imports,  which  ac- 
nt  for  40%  of  gdp,  more  expensive, 
inflation  could  hit  double  digits  by 
:t  year,  bumping  up  wages.  Warns 
rnard  Tan,  a  Merrill  Lynch  &  Co. 
ctronics  analyst  in  Singapore:  "A 
aker  currency  can  sometimes  result 
I  higher  domestic  cost  structure." 
Jnless  Thailand  can  address  funda- 
ntal  problems  such  as  education,  the 
ns  from  the  baht  crash  could  prove 
■ting.  With  the  coaUtion  government 
Premier  Chavalit  Yongchaiyudh  in 
iger  of  collapse,  dealing  with  such  is- 
■s  will  be  difficult.  But  for  now,  the 
:tronics  rebound  is  a  welcome  sight 
a  country  that  is  desperate  for  any 
id  news.  If  it  capitalizes  on  its  posi- 
1  as  one  of  Asia's  bargain  manufac- 
ing  locations,  Thailand  could  start 
ing  the  groundwork  for  recovery. 

By  Michael  Shari  in  Bangkok 


BUDDY.  CAN  YOU 
SPARE  A  PERRIER? 


One  recent  afternoon,  Kitti 
Euarchukiati,  a  travel  agent 
feeling  the  pinch  of  Thailand's 
currency  devaluation,  drove  his  girl- 
friend in  his  BMW  to  Bangkok's 
Armani  Exchange.  "My  girlfriend 
wanted  to  walk  around.  Otherwise,  I 
wouldn't  have  wanted  to  come  in 
here,  because  I  don't  have  money  and 
everything  is  very  expensive,"  says 
Kitti.  He  picks  up  a  pair  of  Armani 
socks  marked  down  to  a  steal  at  $8, 
squeezes  the  thick  cotton,  and  puts  it 
back  in  the  bin.  He  can't  afford  them. 
He  needs  the  money  to  buy  gasoline 
for  the  drive  home  through 
Bangkok's  notorious  traffic  jams. 


Such  is  the  cash  squeeze 
being  felt  by  Thailand's  new 
consumer  class  since  the  devalu- 
ation of  the  baht  in  July.  This 
generation  of  Thais,  aged  25  to 
40,  prospered  in  the  last  decade 
of  unparalleled  economic  grovi^th. 
Young  professionals— earning 
upward  of  $36,000  a  year — ac- 
quired expensive  tastes  they  can  no 
longer  afford  as  they  face  salary 
cuts,  layoff  threats,  and  far  higher 
prices  for  the  imported  luxury  goods 
they  consume. 

RIDING  THE  BUS.  The  spending  cut- 
backs have  hit  luxury  retailers  hard. 
Signs  offering  discounts  of  30%  to 
70%  cover  every  window  of  the  Siam 
Discovery  Center  mall  in  central 
Bangkok.  It's  better  to  make  less 
money  than  none  at  all,  the  retailers 
say.  On  the  ground  floor  at  Hair  De- 
cor 5,  a  salon  with  marble  floors  and 
a  miniwaterfall,  stylist  Maseedik 
Henpiya  used  to  do  four  or  five  $120 
perms  a  day.  But  now,  his  clients 


want  only  $8  haircuts.  "If  it  goes  on 
like  this,  it's  the  end,"  he  complains. 

Transportation  is  affected,  too.  At 
branches  of  the  Siam  Commercial 
Bank,  leaflets  stacked  up  at  tellers' 
vdndows  are  offering  discounts  on 
repossessed  1997  luxury  cars,  which 
fill  vast  parking  lots  on  the  outskirts 
of  Bangkok.  And  travel  habits  are 
changing.  Taxi  drivers  say  they're 
taking  home  about  $6  a  day — less 
than  half  their  noi-mal  earnings. 
More  well-dressed  passengers  than 
usual  are  fining  up  at  bus  stops. 

Some  companies  are  changing  how 
they  do  business,  and  doing  wefi  as  a 
result.  Right  after  the  devaluation, 
the  owners  of  Im- 
1     'J^^-^"""    ageries,  a  swank 
I   sJT^-t^^Ib  Bangkok  nightclub, 
brought  in  a  man- 
agement speciafist 
to  help  sell  600  bot- 
tles of  Hennessy 
vsop  cognac  and 
Johnnie  Walker 
Black  Label  whisky 
a  month,  a  quota 
established  under  a 
contract  with  the 
distributor.  The 
new  manager,  Jef- 
frey C.  Columbres, 
cut  prices  by  15%, 
to  $90  a  bottle  for 
the  Hennessy  and 
$78  for  the  Johnnie 
Walker.  Then  he 
sent  the  club's  loud 
American  rock  band 
on  a  two-month  va- 
cation and  hired  a 
cheaper  Thai  band 
to  play  soothing 
jazz.  The  switch  in  strategy  paid  off. 
"Business  has  actually  improved 
since  the  devaluation,"  says  Colum- 
bres. "Thais  are  under  so  much 
stress  they  need  a  place  to  relax." 

And  Thais  still  have  a  taste  for 
American  fast  food.  Bangkok-listed 
Minor  Group,  which  owns  Pizza  Hut, 
Swensen's,  Sizzler,  and  Dairy  Queen 
franchises  nationwide,  opens  a  new 
food  outlet  every  five  days.  "In  spite 
of  the  economic  situation,  we  still 
can't  cope  with  the  demand,"  says 
CEO  Bill  Heinecke.  After  all,  unfike  a 
pair  of  Armani  socks,  an  ice  cream 
cone  costs  less  than  a  dollar. 

By  Michael  Shan  in  Bangkok 


NO  SPREE 


Bangkok's  young 
professionals  can 
no  longer  afford 
the  luxuries 
they're  used  to 
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International  Business 


MEXICO 


SHOWTIME 
FOR  TELEVISA 

It  must  fend  off  a  strong  local  rival  as  it  takes  on  global  giants 


At  Grupo  Televisa,  the  Mexican  me- 
dia giant,  work  stopped  one  recent 
morning.  For  20,000  employees,  it 
was  time  to  meet  their  new  29-year-old 
chainnan.  Speaking  via  closed-circuit  tv, 
Emilio  Azcarraga  Jean  got  to  the  point: 
Televisa  was  going  global,  taking  on 
heavyweights  such  as  Walt  Disney  Co. 
and  Time  Warner  Inc.  "That  is  really 
our  competition,"  he  said. 

Despite  his  baby-faced  looks,  Azcar- 
raga has  the  ambitions  of  his  father, 
hard-charging  entrepreneur  Emilio 
Azcarraga  Milmo.  Before  his  death  in 
April  at  66,  "The  Tiger,"  as  he  was 
known,  had  begim  to  ti'ansfonn  Tele- 
visa, the  world's  largest  Spanish-lan- 
guage media  comjmny,  into  a  multina- 
tional. By  offering  Spanish  speakers 
original  progi'amming  producerl  in  their 
language  rathei-  than  dubbed  Hollywood 
fare,  AzcaiTaga  believed  Televisa  could 
go  directly  up  against  English-language 
competitors  with  everything  from  its 
telenoiwlas,  or  soap  operas,  to  business 
news. 

Televisa's  new  boss  will  need  more 
than  inherited  bravado,  though,  to  con- 
quer the  $88  billion  S])anish-language 
TV  market.  At  home,  an  upstait  rival 
network  is  grabbing  mai'ket  share.  Fu- 
ture expansion  will  have  to  come  over- 
seas, where  AzcaiTaga  Jean  is  untested. 
And  for  the  company,  which  posted  1996 
sales  of  $1.5  billion,  operating  under  the 


younger  Azcarraga's  collegial  style  will 
be  a  sharp  break  with  his  father's  auto- 
cratic rule. 

What's  more,  a  boardroom  power 
stniggle  has  undei-scored  Azcan-aga's  lim- 
ited command.  In  July,  his  cousin,  Ale- 
jandro Burillo,  a  major  shareholder, 
forced  the  resignation  of  Chief  Coi'po- 
rate  Officer  Guillermo  Caiiedo  White 
even  though  both  AzcaiTagas  had  publicly 
supported  liim.  By  tiimming  costs.  Cane- 
do  had  helped  lift  Televisa's  global  de- 
positaiy  shares  by  27%  so  far  this  year. 

Televisa  can't  afford  more  such  squab- 
bling. For  decades,  it  enjoyed  a  quasi- 
monoi)oly  in  return  foi'  supporting  the 
niling  Institutional  Revolutionaiy  Party. 
But  Television  Azteca,  a  former  state- 
owned  network  that  was  piivatized  in 
1993,  made  serious  mai'ket  inroads  last 
year — and  raised  $526  million  this  year 
from  an  Aug.  14  initial  public  offering. 


BEAMING:  Televisa's  business  channe 
broa d ca sts  from  four  countries 

Azteca  now  claims  one-third  of  Mex 
can  TV  ad  revenues.  Belatedly,  Televis 
is  reacting.  It  promises  new  shows  t 
fall  and  has  brought  in  a  savvy  ne 
chief  operating  officer:  Jaime  Davil 
who  was  chairman  of  Univision,  tl 
flourishing  Miami-based  Spanish-lai 
guage  network  in  which  Televisa  owns 
19.8%  stake. 

TURF  WAR.  Potential  may  be  great( 
abroad.  In  Latin  America,  Televisa 
partnered  with  a  gToup  led  by  Rupe: 
Murdoch's  News  Corp.  to  bring  direc 
to-home  (dth)  sateUite  broadcasting 
the  region.  The  venture,  Sky  Ente 
tainment  Services,  gives  Televisa 
outlet  for  what  it  does  best:  prograr 
ming.  Already,  Televisa  has  rolled  oi 
new  channels,  including  Conexion  F 
nanciera,  which  broadcasts  busines 
news  from  studios  in  Mexico  Cit 
Buenos  Aires,  Madiid,  and  New  Yor 
"This  is  the  fii'st  example  of  the  glob 
Televisa,"  says  Alejandro  Reynoso  d 
Valle,  a  former  central  bank  economi 
who  launched  the  channel. 

Meanwliile,  rival  Galaxy  Latin  Am' 
ica,  led  by  Hughes  Electronics,  has  i 
ready  introduced  dth  in  most  of  the  r 
gion,  while  Sky  is  available  in  ju 
Mexico  and  Brazil.  Both  groups  a: 
gambhng  that  the  Latin  middle  class 
prosperous  enough  to  make  DTH  pay  o 

In  Spain,  Televisa  has  joined  a  ve 
ture  led  by  Telefonica  de  Espaiia  • 
launch  dth  service  in  September.  But 
rival  Spanish-French  gToup  has  ab"ea( 
begun  broadcasting.  In  the  U.  S.,  Skj 
plans  to  launch  dth  are  on  the  ba( 
burner.  One  problem  is  a  potential  co 
flict  with  Univision  over  broadca! 
rights  to  Televisa  progTamming. 

Azcarraga  is  determined  to  put  hi 
stamp  on  Televisa.  Conceding  that  i| 
managers  had  been  high-handed,  K 
pledged  in  his  speech:  "AiTogance  fro 
any  boss  at  any  level  in  this  company ! 
unacceptable."  That's  just  the  first  ' 
many  expectations  he  must  fulfill. 

Bi/  Elisabeth  Malkin  in  Mexico  Ci\ 


Emilio 

Azcarraga 

Jean 


BORN  1968  in  Mexico  City 

FAMILY  Son  of  TV  mogul 
Emilio  Azcarraga  Milmo,  late 
chief  of  Televisa. 

EDUCATION  No  college  degree. 

CAREER  Joined  Televisa  in 
1988.  Named  vice-president 
for  programming,  1990; 
chief  operating  officer,  1996; 


chairman  and  CEO, 
March,  1997. 

INTERESTS  Scuba  diving. 
Holds  franchise,  with 
partners,  for  Mexico  City 
Hard  Rock  Cafe. 

GOAL  Make  Televisa  the 
world's  top  Spanish-language 
TV  power. 
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HE  COST  OF  CHANGE 
T  HOECHST 

le  dizzying  shift  into  a  drug  player  leaves  investors  confused 


Inly  last  year,  it  seemed  that  Jiirgen 
Dormann  could  do  no  wi'ong.  The 
chief  executive  of  Gennan  chemical 
I  drag  giant  Hoechst  saw  his  compa- 
3  stock  price  soar  81%  in  1996  as  in- 
tors  applauded  his  streamlining  sti'at- 
/.  He  was  hailed  as  Mr.  Shareholder 
lue — the  man  brave  enough  to  lay 
workers,  exit  weak  businesses,  and 
np  undervalued  subsidiaries. 


on  the  New  York  Stock  Exchange  on 
Sept.  24,  he  wall  need  to  reassui-e  the  in- 
vesting public  that  his  restructuring  is 
on  track. 

Dormann  must  play  catch-up  to  his 
industry.  World-class  drugmakers  from 
Britain's  Glaxo  Wellcome  to  Swiss  gi- 
ant Roche  have  jettisoned  noncore  busi- 
nesses and  teamed  up  with  biotech  star- 
tups. The  idea  is  to  focus  on  the 


tGEN  DORMANN:  Hoeclist's  CEO  needs  to  share  Ins  vision 


Suddenly,  his  winning  streak  ap- 
ired  to  end.  On  Mar.  12,  Hoechst 
;ted  a  fourth-quarter  loss,  surpi'ising 

market.  Then  Donnann  axed  a  plan 
take  ch-ug  unit  Hoechst  Marion  Rous- 

(HMR)  public  as  a  separate  entity. 
!  explanation  for  the  change  of  plans 
fused  investors,  who  ch'ove  Hoechst's 
ire  price  down  by  11%  in  thi-ee  days. 

Aug.  13,  when  the  stock  had  recov- 
■d,  Hoechst  released  poor  results  for 

•  first  half  of  1997.  Ti-aders  slammed 

•  shares  by  9%  (chart). 

vVhat's  going  on?  Answer:  one  of  the 
St  di-astic  restractui-ings  in  GeiTnany's 
itwar  corporate  history.  And  while 
echst  evolves,  investors'  patience  will 
tested.  Donnann,  57,  wants  to  trans- 
m  Hoechst  fi-om  an  old-line  chemical 
ker  into  a  predoininantly  life-sciences 
npany  by  2000.  But  as  he  prepai-es  to 
nch  the  road  show  before  Hoechst 
s  its  American  depositary  receipts 


lucrative  prescription- 
drug  market  and  put 
research  money  where 
the  big  payoff  is. 

Hoechst  may  have 
been  slow  to  catch  on. 
HMR  is  the  world's  sev- 
enth-largest drug  com- 
pany, and  it  ah-eady  ac- 
counts for  46%'  of 
Hoechst's  operating 
profits  from  only  25% 
of  sales.  Yet  its  oper- 
ating margin  of  14.2%  ti'ails  more  than 
20  other  competitors,  and  it  has  no 
blockbuster  ding  on  the  market.  Says 
Glaxo  CEO  Richard  Sykes:  "Hoechst  has 
just  missed  the  boat"  in  the  shift  from 
chemistry  to  biology. 

Dormann  is  racing  to  make  up  for 
lost  time.  Since  buying  a  beachhead  in 
the  crucial  U.  S.  market  with  its  1995 
purchase  of  Marion  Merrell  Dow  Inc., 


HOECHST  TAKES  A  HIT 


AUG.  6,  '97 
DOLLARS 

BLOOMBERG  FINANCIAL  MARKETS 


Hoechst  has  concentrated  on  bringing 
together  three  companies  under  hmr 
and  eliminating  overlap.  It  will  cut  8,000 
jobs  and  close  44  manufacturing  sites 
by  1998,  for  a  total  cost  savings  of  $600 
million.  The  tai'get:  operating-profit  mar- 
gins of  20%-  by  1999. 

hmr's  new  leadership  will  be  key  to 
its  success.  Richard  J.  Markham,  for- 
mer president  of  Merck  &  Co.  and  pres- 
ident of  Marion  Merrell  Dow,  took  over 
as  CEO  in  January,  1997.  His  goal  is  to 
turn  HMR  into  a  branded-drag  company 
in  the  same  league  as  Pfizer,  Merck,  or 
Glaxo.  Within  a  year,  he  expects  to  di- 
vest the  company  completely  of  generic 
chTigs  and  other  noncoi-e  businesses.  The 
drug  pipeline  already  looks  more 
promising.  Analysts  are  keenly  watching 
two  treatments  in  clinical  trials,  one  for 
heart-attack  patients  and  one  for  schiz- 
ophrenia, due  for  launch  in  1999  and 
2000.  Tlieir  amiual  worldwide  sales  could 
reach  $272  million  and  $1  billion, 
Markham  i)redicts. 

Still,  Donnann  must  work  full  time  to 
restore  his  reputation  for  attending  to 
the  bottom  line.  Since  taking  the  reins 
at  Hoechst  in  1994,  he  has  tried  to  repli- 
cate his  big  success  of  1991,  when  he 
spun  off  a  money-losing  unit  that  tiu-ned 
into  SGL  Carbon,  one  of  Germany's 
hottest  stocks.  But  as  late  as  mid-1996, 
after  selling  such  obviously  noncore  op- 
erations as  cosmetics,  Hoechst  still 
thought  of  itself  as  a  hybrid  chemical- 
and-drag  company.  It  was  only  in  Octo- 
ber, 1996,  that  management  decided  to 
aim  for  the  fat  profit  margins  and 
steady  growth  of  life  sciences. 

That  may  be  why  the  market  is  still 
easily  confused  by  Dormann's  moves. 
Investors  expected  an  initial  public  of- 
fering of  HMR  this  month.  Instead,  Dor- 
mann spun  off 
Hoechst's  specialty 
chemicals  business  and 
used  the  proceeds  to 
buy  the  rest  of  drug- 
maker  Roussel  Uclaf. 
The  IPO  was  no  longer 
necessary,  Dormann 
says,  and  hmr  became 
the  essence  of  the  new 
Hoechst.  But  investors 
didn't  understand  why 
the  offering  had  been 
canceled.  "We  could 
have  been  more  care- 
ful in  communicating,"  admits  manage- 
ment board  member  Horst  Waesche. 

Dormann  remains  unruffled  by  his 
stock's  volatility.  Now^  he  is  focusing  on 
ci'eating  a  long-term  incentive  scheme 
for  his  top  manager's  to  attract  world- 
class  talent.  But  only  the  market  can 
reappoint  him  as  Mr.  Shareliolder  Value. 

By  Karen  Lownj  Miller 
in  Frankfurt 


AUG.  20 
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Introducing  the  new  Toshiba  Tecra.  The  ultimate  portable  for  corporate  America. 

If  there's  one  thing  we  know  how  to  do  well,  it's  raising  portable  industry  standards  to  new  levels  Something 
we  couldn't  do  without  the  constant  challenge  of  not  only  meeting  your  needs,  but  surpassing  them 
Introducing  the  Tecra  530CDT  A  portable  packed  with  the  perfect  balance  of  performance,  portability  and 
expandability  Delivering  a  high-resolution  TFT  display,  large  storage  capacity  and  a  166MHz  Intel  Pentiunf' 
processor  with  MMX  "  technology  All  wrapped  up  in  a  sleek  new  design  The  Tecra  530CDT  Experience  the 
portable  that  will  take  the  business  world  into  the  next  millennium  When  you  do.  you'll  find  yourself  in  a  place 
where  staying  ahead  of  the  game  is  a  way  of  life.  With  one  clear  intention.  Always  Lead™ 


CUSTOMIZED  CONF^GURATIO^ 

Witli  tiie  SelectBay/"  configure  you 
systeni  to  meet  youi  needs  Swap  out^ 
]0X*  CD-ROM  with  a  floppy  disk  dnv 
optional  second  2GB  hard  diive  or 
optional  second  Lithium  Ion  battery 


Tecra  530CDT/520CDT    *  •  • 

■  12  1  (hn  Hctivfj-riiaU  IX  TFl  color  display 

•  1021  X  768  lesolvjlion  (53nCDTl 

•  eon  y.  600  resoluuon  f520CDT) 

■  I6BMH2  Peniiurn*  processor  with 
MMX'"  technology,  256KB  L2  cache 

-  2  1  billinn  hyti?  (=2  02GB) 
lomovabl'^  HDD 

•  32MB  hKjh  spec'cl  KDO  DRAM 


•  PCI  system-bus  aichitecture 

•  Selc-ctBay"'  supports  CD-BOM,  floppy 
disk  dnv^.  optional  second  hard  dnve 
or  optional  second  Lithiurn  Ion  battery 

•  Moflular  lOX-  CD-ROM 

■  HiOVidf^o'"  PCI  yiaphics  f-ontroller 
with  2MB  video  memory 
(4Mbjt  EDO  RAM) 

•  llniv^^^rMl  Spnal  Bus  (tJSB)  poil 


•  MPEG  playback  through  either 
software  ot  optional  ZV  Card 

•  16-bil  MIDI,  WAV  and  Sound  Blaster'  Pro 
compatible  with  stereo  speakers  and 
microphone 

•  Supports  two  Type  II  or  one  Type  II! 
16-bii.  PC  Cards,  ZV  Cards  or  32-bit 
CardBus  Caids 

•  Built-in  cellular-ready  33  GKbps.  V34 
voice.. 'data/ lax  modem 


•  Fast  Infrared  (FIR)  IrDA  compliant  pott 

•  Lithium  Ion  battery 

■  Optional  Desk  Station  V  Pius  docking 
station  or  NoteDock"^  il  Enhanced 
Port  Repbcator 

•  Windows'  95 

•  3  year  limited  warranty 

-  ToU-tree  technical  support  7  days 
a  v/ef?k,  24  hours  a  day 


pentium* 


ULTIMATE  PERFORMANCE 

Experience  accelerated  multimedia 
applications  with  MMX"''  technology 
32-bit  PCI  aichitectuie  and  32MB 
ot  memory,  standard, 


For  more  information,  visit  http://computers-toshiba.com,  or  call  1-800-457-7777. 


In  Touch  with  Tomorrow 

TOSHIBA 


EXPANDABILITY 

With  oui  one-touch  hot  docking  soluti<! 
you  get  additional  slots  lor  PC  Cards,  ij 
and  ISA  Cards  and  stereo  speakers.! 


.- 1957  Toshiba  America  infotmation  Systems,  Inc  Ail  spp'-ifications  and  avajlabiLty  aie  subjea  to  change  "lOX  average  speed  Ail  products  indicated  by  trademaih  symbols  are  tiademaiked  and/ 01  registered  by  their  respective  companies  Intel  Inside  Logo  a: 

Pentium  aie  registered  aademarks  and  MMX  is  a  trademark  of  Inte!  Corporation 


nternational  Outlook 


iTED  BY  JOHN  TEMPLEMAN 


AN  JIANG'S  REFORMS  LEAD 
HE  CHINESE  TO  PROSPERITY? 


(resident  Jiang  Zemin  moved  fast  to  consolidate  his  pow- 
er after  Deng  Xiaoping's  death  in  Fehniary.  Following  a 
month-long  conclave  of  Chinese  Communist  Party  brass 
the  Beidaihe  seaside  resort,  Jiang's  position  is  much 
)nger.  With  the  crucial  five-yearly  Party  Congress  due 
)egin  in  late  September,  Jiang  blocked  efforts  by  leftists  to 
ce  his  pro-market  and  privatization  reforms, 
iang  succeeded  because  he  is  offering  hard-liners  a  vision 
like:  an  authoritarian  society  promising  the  economic  suc- 
5  that  has  always  eluded  communist  China.  "The  model 
y  like  very  much  is  Singapore,"  says  one  Western  diplo- 
"where  the  economy  nms  well  and 
have  very  limited  democracy." 
MESTIC  BACKLASH?  Still,  Jiang  does 
yet  feel  home  free.  The  party  propa- 
da  machine,  which  he  now  controls. 
Is  his  policies.  But  it  also  issues  dii'c 
■nings  on  the  danger  of  halting  eco- 
lic  reforms,  as  if  he  fears  a  resur- 
ce  of  the  leftists.  In  one  typical  in- 
/iew,  for  instance,  leading  Propaganda 
)t.  theoretician  Li  Junru  recently  said: 

e  fixiit  of  refoiTn  could  be  destroyed  in  JIANG  ZEMIN:  He  needs  U.S.  support 


moment."   

luch  warnings  appear  to  be  intended  mainly  to  bolster  pop- 
"  support  for  Jiang  and  head  off  a  domestic  backlash 
inst  his  plans.  Urban  unemployment,  ah'eady  15%  in  some 
IS,  could  soar  as  his  mandates  for  widespread  restmctur- 
of  state-owned  industrial  behemoths  result  in  mergers  or 
closure  of  bankioipt  companies.  Labor  unrest  is  already 
wing.  In  July,  for  instance,  several  thousand  workers  in 
nyang  in  Sichuan  province  took  to  the  streets  in  some  of 
largest  known  demonstrations  in  years,  after  their  facto- 
went  bankrupt.  "There  is  widespread  discontent  about 
marketization  of  China  and  the  coiTuption  and  lack  of 
lie  morality  that  go  with  it,"  says  a  Chinese  academic, 
dl  the  same,  Jiang  is  now  confident  enough  to  push  an 


agenda  to  build  closer  ties  with  the  U.  S.  He  travels  to 
Washington  in  October  for  the  fii'st  U.  S.-Chinese  Presidential 
summit  since  the  1989  Tiananmen  Square  massacre.  He  told 
U.  S.  National  Security  Adviser  Samuel  R.  Berger,  who  vis- 
ited with  him  in  Beidaihe,  that  he  wants  to  develop  "a  long- 
term,  stable,  and  healthy  relationship  [with  the  U.  S.]." 

International  recognition — and  concessions  from  the 
U.  S. — would  play  well  at  home  and  help  Jiang  further  ce- 
ment his  position  as  China's  top  leader.  He  is  looking  prin- 
cipally for  help  to  strengthen  his  economic  reforms.  In 
Washington,  he  will  argue,  for  instance,  that  China  now 
deserves  early  entry  into  the  World 
Ti-ade  Organization,  a  bid  the  U.  S.  is 
cuiTently  blocking.  Admission  would  give 
China  permanent  most-favored-nation 
status.  He  will  also  ask  the  U.  S.  to  relax 
controls  on  exports  of  high-tech  and  nu- 
clear power  plant  equipment. 

Politically,  Jiang  wants  Washington  to 
reaffirm  its  "one  China"  policy  and  to 
slow  down  arms  sales  to  Taiwan.  That 
would  please  hard-liners  in  the  People's 
Liberation  Army.  Jiang,  with  no  signifi- 
cant  military  experience,  finds  it  hard  to 
deal  with  the  anny.  But  dmnng  his  eight  years  as  head  of  the 
Central  Military  Commission,  he  packed  the  pla's  top  ranks 
with  people  he  trusts,  naming  several  hundred  generals.  He 
is  now  trying  to  edge  his  supporters  onto  the  key  seven-mem- 
ber Pohtbvu'o  standing  committee,  the  supreme  policymaking 
body  for  both  the  party  and  the  state. 

Friends  in  high  places  are  important.  But  Jiang's  position 
depends  ultimately  on  delivering  prosperity,  not  shuffling 
personnel.  Jiang  and  economic  czar  Zhu  Rongji,  his  reformist 
ally,  have  engineered  a  soft  landing  for  China,  while  the  rest 
of  Asia  faces  economic  meltdown.  The  next  takeoff — and 
staying  aloft — will  matter  more. 

By  Dexter  Roberts  in  Beijing 


GLOBAL  WRAPUP 


URDER  ROCKS  MEXICO 

Mexican  officials  are  jittery  about 
e  Aug.  16  murder  of  banker  Alejan- 
•0  Ortiz  Martinez,  the  brother  of 
inance  Minister  Guillermo  Ortiz 
artinez.  Officials  insist  gunmen 
ere  attempting  to  steal  the  victim's 
ercedes-Benz  sedan  outside  his 
•me,  though  neither  the  car  nor  its 
ntents  were  taken.  But  speculation 
rife  that  the  killing  may  be  linked 
the  government's  recent  crackdown 
1  drug-related  money  laundering. 
Officials  were  worried  the  specula- 


tion might  hit  financial  markets.  After 
the  weekend  murder,  they  rushed  out 
favorable  economic  news  before  mar- 
kets opened  on  Monday.  Mexico  gi'ew 
8.8%  in  the  second  quarter,  data 
showed,  the  highest  jump  in  16  years 
and  a  sign  the  economy  has  emerged 
from  its  2!^-year  crisis. 

ISRAELI  UBOR  RESISTS  REFORM 

►  Israeli  labor  unions  say  they  will 
fight  government  plans  for  further 
privatizations  and  economic  reforms 
unless  workers  are  consulted  in 
advance.  The  government  hopes  to 


raise  $1.3  billion  next  year  by  selling 
shares  in  state-owned  companies  and 
banks  ranging  from  El  Al  Israel  Air- 
lines to  Bank  Leumi  and  Israel  Elec- 
tric Corp. 

Prime  Minister  Benjamin  Netan- 
yahu hopes  to  make  Israel's  economy 
more  competitive  through  wide-rang- 
ing structural  reforms.  Monopolies  will 
disappear  in  services  from  transporta- 
tion to  utilities,  as  well  as  industries 
such  as  cement  production.  In  the  fu- 
ture, railroad  and  private  power  plant 
consti'uction  conti'acts  will  be  open  to 
international  bidding. 
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l^'IW.EJor  a  Limited  Time. .  A  CD  ROM  Preview  of 

The  Top  New 
Data  Warehousing 
Software 


Datamation 


\Vlwn  200,000  IS  managers  were  asked  to 
choose  the  top  software  for  data  warehousing, 
their  answer  had  a  faniiliar  ring: 

SAS"  software  from  SAS  Institute. 

As  the  only  end-to-end  solution  for  rapid  data 
wai'ehoiising,  SAS  softwaie  delivers  eveiytliing 
you  need  to  manage,  organize,  and  exjjloit  your 
busitiess  data.  Tlie  tools  you 
use  to  huild  a  data  ware- 
house are  the  same  ones  used 
to  maintain  it...iam  it... and 
change  it.  And  what's  more, 
evei^tlung's  scalable.  ,limi|> 
iTglit  into  yoiu"  enterj)iise- 
wide  uilonnation  delivery 
a|»]»lii  ations...or  stai-l  small 
and  build  on  yom"  success.  '  r  '  ' 

SAS  softwaie  doesn't  consmne  overhead  for 
dataliase  featiu-es  you  don't  need.  Aid  once  you 
have  data  in  the  wai'ehouse,  you'll  find  evei-ytliing 
you  need  for  data  (p^ieiy  and  repoituig,  OLAP/ 
multi-dimensional  mialysis,  data  mining,  datal)ase 
mai-ketiiig,  data  visualizatiitn,  antl  much  more. 


DATAMATION 


PRODUCT 

OF  THE 

YEAR  1996 


ffif 


SAS  Institute 

Software  tor  Successful  Decision  IVIaking 

IMk.hc  919.677.82(K)     In  Canada  1.800.36.3.8397 

You  can  also  rciiucst  your  free  CD  ROM  hy  visiting 
us  on  tlif  World  Wide  Wcl»  at  lillp://ww'w.sas.coni/ 


E-mail:  bw@sas.com 


SAS  IS  a  registered  trademark  of  SAS  Institute  Inc.  Copyright  c  1997  by  SAS  Institute  Inc. 
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BOX 


EDITED 
BY 

EDITH  HILL 
UPDIKE 


HIGH  TECH 
BEATS  BIAS 


D 


ioes  technology  help  women 
business  owners  beat  bias?  So 
say  the  66  winners  of  Avon's 
Women  of  Enterprise  Awards. 
Avon  asked  them  what  made  them  successful.  The  over- 
whelming response:  technology.  Successful  women  push 
harder  to  learn  and  use  technology.  .Judith  Digon's  company 

sets  up  traffic  signs  and 


WHEN  IS  THE  SOONEST  YOU'VE 
HAD  TO  LET  SOMEONE  GO? 


1  DAY 
1  WEEK 
1  MONTH 
3  MONTHS 
6  MONTHS 
1  YEAR 


0  10 
►  PERCENT 


30 


barricades  and  was 
among  the  first  in  her 
industry  to  design  traf- 
fic flow  with  computers. 
"It  might  seem  a  no- 
brainer,  but  some  peo- 
ple in  my  industry  don't  even  use  computers,"  she  says. 
Deboi-ali  Rosado  Shaw  couldn't  afford  the  $150,000  soft- 
ware widely  used  by  rivals.  She  designed  a  similar  pro- 
gram for  $10,000.  She  also  hides  behind  gender-neutral 

E-mail  until  clients  trust  her 
JUDITH  DIGON:  ON        company.  "Once  they  learn  that 
it's  a  Hispanic  woman,  flags  go 
up,"  she  says.  "We  can't  let  those 
flags  go  up."  Avon  followed  with  a  national  poll  of  work- 
ing women:  70%  view  technology  as  an  equalizer  in  the 
workplace,  saying  their  technological  proficiency  was  a 
leading  factor  in  promo- 
tions and  raises. 


THE  FAST  LANE,  WITH 
COMPUTER  HELP 


WITH  FAX  USE  STILL  SOARING,  FAX 

service  companies  keep  adding  fea- 
tures that  promise  to  lower  costs  and 
improve  productivity.  All  the 
companies  offer  a  range  of 
services,  but  they  do  have 
specialties.  Since  most  small 
businesses  will  only  use  one 
or  two  features,  choose 


MAKING 
FAXING 
LESS 
TAXING 


through.  For  businesses 
with  20  to  50  employees, 
LAN  fax  servers  from 
companies  such 
as  RlghtFax  are 
also  catching  on 
because  deskto_ 
sending  is  so  easy.  But  if  sav- 
ing money  is  your  goal,  con- 


accordingly.   FaxSav's  sider  this:  Upgrading  from  .9.6 


strength  is  cheap  international  trans- 
mission, while  Xpedite's  forte  is  broad- 
cast, or  mass  mail,  faxing.  Two-year-old 
upstart  FaxNet  leads  in  "never  busy" 
service,  which  ensures  your  faxes  get 


kbps  to  14.4  kbps  can  save 
15%  to  50%  on  toll 
charges,  says  Busi- 
ness Consumer 
Guide. 


WORKERS 
COMPENSAT 
COSTS 

 I  ' 


0  — 

'91    '9?      93  '94 
▲  PERCENT  OF  PAYROLL 
DAIA  JOHN  BURIUN  Srt 
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SMALL  COMPANIES,  NOW  40%  OF  BUSINESS 


MINO  TOOLS  (http://www, 
mindtools.com) 
_     I    I  Enhance  your  best 
^^l^k   I      business  tool:  you; 
^^^^^        mind.  The  IVIincI 
Vjj^^v        Tools  site  is  a  pri- 
^^B^^  vate  project  of  Briton 
James  Manktelow,  mana 
er  at  a  small  British  software 
company.  He  writes  many  oft! 
no-nonsense,  sometimes 
almost  technical,  articles  on 
time  management,  brainstorr 
ing,  handling  stress,  and  morj 
The  site  won't  be  updated  for 
a  while,  as  he's  writing  a 
Mind  Tools  book,  but  there's 
lots  there. 

-il 
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le  Wrong  Stuff 

>,g  the  wrong  person  can  be  a 
roblem  for  any  business — es- 
lly  one  with  just  a  few  work- 
egardless  of  size,  80%  of  com  - 
nies  polled  this  spring  say 
've  found  ways  to  make  bad 
hires  work  out. 


HOW  LONG  DOES  IT  USUALLY  TAKE  TO 
REALIZE  YOU'VE  HIRED  THE  WRONG  PERSON? 


A  HEALTHY 
LOOPHOLE 


HOW  HAVE  YOU  SAVED  EMPLOYEES 
WHO  SEEMED  DOOMED  TO  FAILURE? 


SPECIFIC  PERFORMANCE 
SUGGESTIONS 

CHANGING  EMPLOYEE'S 
RESPONSIBILITIES 

STERN  WARNINGS  OR 
PROBATION 


FROM  A  SURVEY  OF  187 
COMPANIES  NATIONWIDE 
DATA:  CALIPER  INC, 


MENTORING 
PATIENCE 


20% 


19% 

18% 

15% 
12% 


I  ongi-ess  just  declined 
to  give  the  self-em- 
ployed a  100%  de- 
duction for  health  insur- 
ance, but  there's  a  back  door  for  some  small 
companies.  You  can  offer  medical  insui-ance  as  an 
employee  benefit,  employ  your  spouse,  and  let  youi- 
spouse  cover  the  family.  As  long  as  all  employees 
ai'e  eligible  imder  the  same  rules,  it's  100%  de- 
ductible. Many  accountants  ai'e  suspicious  of  this 
httle-known  loophole,  but  the  Internal  Revenue 
Sei-vice  admits  it's  legit.  lovi^a-based  Midvuest 
Financial  Sei-vices  Ltd.  (800  298-2923)  will  custom 
design  and  implement  a  benefits  plan  for  your  com- 
pany that  will  satisfy  the  iRS.  Midwest  also  guaran- 
tees to  pay  any  penalties,  fines,  or  interest  that 
might  result  from 


an  audit. 


For  more,  see  BW  Plus!  at 
www.businessweek.com  or 
America  Online  at  keyword: 
BW  Enterprise. 


RS'COMP:  PARING  PREMIUMS 

compensation  premiums  have  leveled 
I  decade  of  hefty  increases,  but  many 
s  feel  the  cost  is  still  too  high.  Enter 
reduction  consultants,  who  find  sav- 
agh  audits.  Such  firms  have  long 
I  utility  bills.  Now,  a  growing  number 
rs'  comp  analysis.  Len  Schiff  of  Work- 
)ensation  Services  Inc.  (303  368- 


8254)  spent  30  years  in  Colorado's  workers' 
comp  division.  He  says  insurers  and  their 
clients  often  miss  deductions  and  discounts. 
TMC/Premium  Analysis  Inc.  in  Babylon,  N.  Y. 
(516  422-3173)  says  it  has  found  75%  of  its 
clients  overpaying  on  premiums.  Fees  are  a 
percentage  (usually  about  50%)  of  what  the 
auditors  save  you. 

For  more,  see  BW  Plus!  at  www.businessweek.com 
or  America  Online  at  keyword;  BW  Enterprise. 


BOOK  REVIEW 


Frustrated  with  Win- 
dows 95  or  NT?  Windows 
Annoyances  can  help. 
The  humor  of  author 
David  A.  Karp  leavens 
250  pages  of  customiz- 
ing tricks  and 
trouble-shoot- 
ing tips  for  inter- 
mediate-plus 
users.  He  tells  you 
which  glitches  are 
bugs  and  which  are 
ust  bad  design. 
The  book  is  $29.95 
from  O'Reilly  &  Asso- 
ciates (800  998-9938  or 
www.ora.com,  with  a 
link  to  Karp's  Web  page 
on  the  subject) 


SAVINGS 
DONTADDUP 


ke  a  lot  of  mistakes  when  you  're 
id  dum  b. " 

tz,  Tokyo  cyberpreneur,  on  how  he  ran 
er  $3  million  in  nine  months  (page  24) 


ome-based  business  owners  say  saving  for  retire- 
ment is  even  more  important  than  growing  the 
business,  according  to  a  Fidelity  Invest-         /  y 
ments  poll.  But  building  a  nest  egg  is 
igh.  Some  75%  gross  less  than  $100,000  a  year  and  55%  have  saved  less  than 
),000.  Nearly  20%  of  those  in  business  more  than  11  years  say  they  haven't  yet 
de  enough  money  to  set  any  aside.  Even  those  already  saving  could  do  it 
arter,  though.  While  61%  have  iras,  68%  were  unaware  of  sep-iras,  designed 
the  self-employed,  sep-iras  allow  $20,000  more  in  tax-deferred  savings 
m  regular  iras. 


SO  THEY  SAY 


0  IN  WEB  PURCHASES  LAST  YEAR,  SAYS  A  FIND/SVP  STUDY. 
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ENTERPRISE 


Resources 


WHEN  BUREAUCRATS 
ARE  A  BOON 

State  and  local  governments  offer  help  ranging  from  training  to  finance 

The  stereotype:  Mention  govern- 
ment to  a  small-business  owner, 
and  you'll  get  an  eaifiil  about  red 
tape  and  lazy  time-senders. 
The  reality:  Savvy  small  businesses 
are  taking  advantage  of  hundreds  of 
state  and  local  government  progi'ams 
geai'ed  to  making  theii'  companies  more 
competitive. 

Consider  the  experience  of  Jean 
Jaffess,  Sioux  Jennett,  and  Mari  Sinazze. 
Earlier  this  year,  when  they  formed 
Mambo  Design  &  Consulting,  a  Sai-atoga 
(Calif.)  business  providing  Web-site  de- 
velopment and  promotion  for  small  and 
midsize  businesses,  they  needed  help 
getting  their  company  off  the  gi-ound. 
VERNMENT    "As"  silly  as  it  may 

  soimd,  choosmg  an  m- 

surance  policy  was  one  of  om*  main  prob- 
lems," says  Jaffess.  "And  we  had  no  idea 
how  to  deal  with  our  tax  situation." 
Jaffess  and  her  associates  turned  to  the 
Silicon  Valley  Small  Business  Develop- 
ment Center,  one  of  the  nearly  1,000 
SBDCs  nationwide,  for  assistance.  The 
Silicon  Valley  ,sbdc  is  funded  by  the  Cal- 
ifornia Ti-ade  &  Commerce  Agency,  the 
West  \alley-Mission  Commimity  College 
District,  and  the  Small  Business  Admin- 
istration. Jaffess  attended  a  four-hour 
seminar  on  how  to  wiite  a  business  plan, 
find  a  location,  analyze  the  competition, 
make  plans  for  future  gi'owth,  adver- 
tise, and  much  more.  She  also  w^orked 
with  an  accountant  at  the  sbdc  on  tax 
and  balance-sheet  basics  and  got  help 
on  her  insiu-ance  questions.  Today,  Mam- 
bo Design  has  monthly  sales  in  the 
S20,0()0-to-S2o.000  range! 
IMAKING  JOBS.  Cities  and  states  across 
the  nation  are  offering  small  business 
help  in  everything  fi'om  raising  cheap 
capital  to  upgi'ading  workforce  skills  to 
learning  about  new  technology'.  They  got 
into  the  economic  development  business 
in  a  big  way  starting  in  the  1980s,  when 
brutal  global  competition,  high  unem- 
plo^Tnent,  and  haiTowing  coi^porate  re- 
structuring drove  them  to  action.  En- 
terprising government  officials  began 
tai'geting  more  resouixes  for  small  busi- 
ness as  economic  research  suggested 
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t  entrepreneurial  outfits  accounted 
the  bulk  of  new  job  creation. 
)f  coui'se,  government  progi'ams  still 
■act  a  fair  amount  of  criticism.  Even 
porters  concede  that  government 
Id  help  the  most  by  streamlining  reg- 
;ions,  improving  public  services,  and 
plifying — if  not  reducing — taxes, 
all-business  owners  often  find  it  mad- 
ingly  difficult  to  learn  about  these 
grams.  And  few  have  the  patience 
the  tortoise  pace  of  many  local  offi- 
cials. "We  don't  have  the  bureau- 
cratic luxuiy  of  taking  until 
tomorrow  to  get  something 
done,"  says  Michael  F. 
Ghareeb,  vice-president 
for  sales  and  marketing 
at  Stan  Allen  Co.,  a  Lud- 
low (Mass.)  maker  of  cus- 
:om  tools. 

Yet  why  not  take  ad- 
vantage of  the  many  good 


The  federal  gov- 
ernment, though 
sprawling,  can 
be  another  good 
soiu'ce.  Chck  on  the 
Small  Business  Ad- 
ministration Web 
site  and  you'll  see  a 
rich  array  of  offer- 
ings. The  U.  S.  Export-Import  Bank, 
long  seen  as  the  federal  govemment's 
banker  for  politically  savvy  multina- 
tional corpoi'ations,  offers  several  pro- 
grams geared  toward  smoothing  the 
overseas  path  of  small  business. 

For  many  small  companies,  the  best 
way  to  gain  access  to  a  federal  progi'am 
seems  to  be  through  a  local  agency 
acting  as  a  conduit  or  expediter  to 
Washington.  For  example,  Pico  Systems 
Inc.,  a  maker  of  progi'ammable  minia- 
turized electronic  circuits,  recently 
moved  its  25  employees  into  an  aging. 


FOREIGN  AID:  Local 
agencies  gather  facts 
about  conditions  overseas 


HOW  LOCAL  GOVERNMENT  CAN  HELP 


REGULATIONS 


Streamline  new  and  ex- 
isting regulations  on  be- 
half of  small  business;  act 
as  guides  through  the  li- 
censing and  regulatory 
process. 


FOREIGN  TRADE 


Arrange 
education  and  training  se- 
minars, counsel  business  on 
overseas  markets,  and  offer 
export  finance  assistance. 


TECHNOLOGY 


Provide 
access  to  ne\N  information 
technology,  the  latest 
research  and  development, 
training  techniques,  and 


management  knowhow 
to  boost  productivity  and 
quality. 


FINANCE 


Offer 

small  businesses  low-cost 
money,  tax-exempt 
financing,  and  tax 
abatements.  Enterprise 
zones  give  steep  tax  breaks 
in  return  for  locating  in 
depressed  areas. 


TRAINING  &  RECRUITING 


Help  train  less  skilled  and 
undereducated  workers; 
connect  employee-hungry 
companies  with  would-be 
workers. 

DATA:  BUSINESS  WEEK 


programs  that  exist?  Even 
Ghareeb  admits  that  Stan 
Allen  has  benefited.  To  screen 
job  applicants  and  acquire 
training  assistance,  the  tool- 
maker  has  used  the  Massa- 
chusetts Career  Development 
Institute,  which  runs  job- 
training  programs  for  a  state- 
funded  consortium  in  Springfield, 
Mass.  The  company,  which  employs 
people,  has  hired  five  new  machine 
rators  through  the  institute  over 
past  five  years.  "The  consortium 
'ened  candidates  successfully,  which 
*  an  immense  help  to  us,"  says 
ireeb. 


four-story  inner-city  facility  in  Toledo. 
A  portion  of  the  building  was  turned 
into  a  12,000-square-foot  "clean  room" 
production  facility  with  more  than  $3 
milhon  in  fimds  (incluchng  working  capi- 
tal and  equipment-acquisition  money) 
from  various  soiuxes;  these  included  the 
federal  government's  Housing  &  Urban 
Development  Dept.,  the  Toledo  Devel- 
opment Dept.,  the  state  of  Ohio,  the 
Northwest  Ohio  Venture  Fund,  River 
Cities  Capital  Fund,  and  Neighborhoods 
in  Partnership,  a  nonprofit  coiporation. 
Toledo's  economic  development  depart- 
ment did  a  lot  of  the  "hands-on"  work 
finding  and  coordinating  all  the  money, 
says  Dennis  A.  Perna,  vice-president 


for  finance  and  administration  at  Pico. 

In  general,  government  seems  to  be 
most  helpful  when  its  progi'ams  take 
advantage  of  the  public  sector's  ability 
to  marshal  vast  quantities  of  infomia- 
tion,  contacts,  and  advice  that  is  made 
available  to  entrepreneurs  at  little  or 
no  cost.  State  and  local  governments 
are  also  more  effective  when  they  act  in 
concert  with  other  organizations,  such  as 
industiy  gi'oups,  educational  institutions, 
and  nonprofit  organizations.  "Govern- 
ment has  geographical  networks  and 
connections  that  small  business  doesn't 
have,"  says  William 
Parent,  executive  di- 
rector of  the  Innova- 
tions in  American 
Government  progi'am 
at  the  J.  F.  Kennedy 
School  of  Government 
at  Harvard  Universi- 
ty. "These  progi'ams 
work  best  when  small 
business  gets  to  take 
advantage  of  these 
networks." 
LOOK  IT  UP.  Many 
states  and  major 
metropolitan  areas, 
for  instance,  gather 
extensive  facts  about 
market  conditions 
overseas  for  potential 
small-business  ex- 
porters. Public  li- 
braries are  devoting 
more  space  and  re- 
soiu'ces  to  issues  that 
concern  small  business.  New  York  City's 
state-of-the-art  Science,  Industry  & 
Business  Library — one  of  the  largest 
public  business-infonnation  facilities  in 
the  world — has  already  handled  more 
than  600,000  research  requests  since  it 
opened  last  year.  And  then  there  are 
technology  centers,  which  link  industry 
with  academia  and  government  to  ac- 
celerate the  diffusion  of  data  on  the  lat- 
est research  and  development. 

The  Business  &  Industi-y  Afl'airs  Dept. 
in  Littleton,  Colo.,  a  subm-b  of  Denver, 
uses  databases  and  research  to  develop 
competitive  intelligence  for  its  local  busi- 
nesses. The  city's  economic  development 
department  subscribes  to  seven  com- 


MANAGEMENT 


Act 

as  a  management  in- 
formation clearinghouse, 
helping  budding  entre- 
preneurs learn  how  to 
create  a  balance  sheet, 
meet  a  payroll,  price  a 
product,  or  figure  out  how 
much  to  spend  on 
marketing. 


INFORMATION 


Offer 

everything  from  competi- 
tive intelligence  to  trade- 
mark databases.  State  and 
local  governments  are 
putting  more  data  and 
information  online. 
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mercial  computer  database  services.  It 
also  subscribes  to  Dun  &  Bradstreet 
Coi^p/s  list  of  14  million  businesses  in 
the  countiy  and  vaiious  geogi-aphical  and 
real  estate  infonnation  systems.  Its  tasks 
this  year  include  developing  a  list  of 
south  metro-ai-ea  homes  built  within  the 
past  three  yeai"s  that  have  changed  own- 
ership since  the  second  quarter  of  1996 
(this  for  a  small  insurance  company); 
background  profiles  on  potential  cus- 
tomers in  Iowa,  Colorado,  Pennsylvania, 
Texas,  and  Georgia  for  a  foundry;  and 
the  monitoring  of  public-contract  oppor- 
tunities for  a  local  ai'chitectiu-e  fiiTn.  The 
first  $150  worth  of  reseai'ch  is  provided 
free  of  charge,  though  some  companies 
pay  $2,000  to  $3,000  a  year  for  the  ser- 
vice, says  Christian  Gibbons,  the  depart- 
ment's du'ector 

LOOKING  ABROAD.  Government  agencies 
can  be  a  particularly  useful  place  to 
start  for  prospective  entrepreneui's.  A 
popular  publication  from  the  Fort 
Wayne  (Ind.)  Economic  Development 
Dept.  is  its  40-page  handbook  providing 
information  on  everything  a  small-busi- 
ness owner  needs  to  know  to  sui-vive 
the  regulatory  and  licensing  processes. 
Minnesota's  Tj-ade  &  Economic  Devel- 
opment Dept.  publishes  a  275-page 
guide  to  starting  a  business  in  the  land 
of  10,000  lakes. 

State  governments  are  also  eager  to 
introduce  small  business  to  the  nuts  and 
bolts  of  exporting.  The  Ohio  Interna- 
tional Ti'ade  Div.,  for  example,  is  a  state 
agency  with  a  staff  of  40  pi-ofessionals,  a 
budget  of  $5  million,  and  seven  loca- 
tions around  the  world,  including  Hong 
Kong,  Brazil,  and  Mexico.  Susan  Baker, 
founder  and  owner  of 
Ohio  River  Bear  Co. 
in  Middleport,  Ohio, 
turned  to  the  trade 
agency  when  she  de- 
cided it  was  time  to 
investigate  export- 
market  opportunities. 
Baker  attended  semi- 
nars on  selling  abroad,  met  with  Ohio 
trade  representatives  from  various  over- 
seas offices,  and  attended  several  for- 
eign-trade shows  held  in  Ohio.  Her  com- 
pany, with  six  full-time  employees  and 
34  pait-time  workei's,  manufactui'es  ted- 
dy bears  for  the  adult  collector  market 
and  currently  exports  a  sixth  of  its 
60,000  teddies  to  Japan,  Hong  Kong, 
Singapore,  Britain,  and  Canada.  "Maybe 
I  could  have  started  expoiting  without 
help  fi'om  the  state,  but  surely  not  as 
quickly  or  easily,"  Baker  says. 

A  number  of  programs  go  far  beyond 
information  and  networking.  Business 


Resources 


incubatoi-s,  for  example,  ai"e  private/pub- 
lic paitnerships  that  offer  a  facility  with 
low  rent  to  brand-new  and  growing 
businesses.  Entrepreneurs  keep  costs 
down  by  sharing  services  and  equip- 
ment, such  as  telephones.  They  also  get 
access  to  a  wide  range  of  technical  ex- 
pertise. The  Jackson  Enterprise  Cen- 
ter, a  small-business  incubator  in  Jack- 


RESEARCH:  A  New  York  business 
library  has  handled  over  600,000 
requests  since  it  opened  in  '96 


son.  Miss.,  is  a  joint- ventui'e  project  run 
by  the  Mississippi  Economic  &  Com- 
munity Development  Dept.,  with  much 
of  its  fimding  coming  from  a  local  con- 
struction company.  The  Jackson  State 
University  Small  Business  Development 
Center  works  out  of  the  incubator  so  it 
can  more  easily  help  entrepreneui's  with 
their  business  plans. 

Charles  Doty  is  an  enthusiastic  gi-ad- 
uate  of  the  incubator  When  he  started 
Lextron  Corp.,  an  electronics  manufac- 
turing company,  in  1990,  he  was  able 
to  rent  400  square  feet  of  incubator 
space  at  rates  below  market.  Hinds 


Community  College  screened  job  app 
cants  for  him,  and  the  incubator's  bu! 
ness  experts  guided  him  to  a  stat 
backed  project  that  paid  part  of  1: 
employees'  salaries  diuing  their  traini] 
week.  Today,  his  72  employees  bui 
electronic-wire  harnesses  and  siu-ge  pr 
tectors  for  BellSouth  Corp.  and  ATS 
Lucent  Technologies  Inc.  at  one  pla 
and  auto  parts  for  Delp 
Packard  Electric  Syster 
at  another. 

The  public  sector  can  a] 
be  surprisingly  helpl 
where  it  counts  most — wi 
money.  Most  states  offer 
digenous  small  business 
loan  subsidies  for  ne 
plants  and  equipment,  wor 
ing  capital,  export  trad 
and  startup  seed  mone 
The  capital  is  especial 
forthcoming  if  the  busine 
is  in  a  depressed  rui'al  ar 
or  a  downtrodden  urb 
one.  Often,  it  can  be  an  e 
trepreneur's  Ufeline. 
SALAD  DAYS.  Certainly,  th 
was  the  case  with  Bu( 
Salads  Inc.,  a  nine-employ 
processor  of  fresh-cut  fn 
and  vegetable  salads  in  D 
las.  In  1991,  Bud's  landlo 
put  its  facility  up  for  sa 
and  owner  Rosalie  Budn- 
was  overwhelmed  at  t^ 
thought  of  bujang  proper 
and  assuming  responsibili 
for  a  mortgage.  "We  we 
financially  solid,  but  I  did: 
know  anything  about  loa 
or  financing,"  she  says.  Bi 
noff,  on  the  advice  of  a  ( 
sual  acquaintance,  turned 
the  Southern  Dallas  Dev 
opment  Corp.,  a  not-f( 
profit  agency  pailially  fur 
ed  by  the  city  of  Dallas 
promote  economic  grow 
in  its  stagnant  souths 
metro  area.  The  sddc  helped  her  fine 
new  workspace.  It  also  put  together  a 
nancing  plan  that  included  a  first  mo: 
gage  from  Bank  One  Corp.  and  a  seco 
mortgage  fi-om  the  sddc.  Bud's  now  e: 
ploys  85  people  and  has  quadrupled 
sales  in  less  than  five  years. 

Hard  to  believe,  perhaps,  but  wi 
perseverance,  any  smart  small-busine 
owner  can  get  a  leg  up  on  the  compe 
tion  or  help  solving  a  problem  by  tiu 
ing  to  government.  No,  that's  not 
oxymoron.  That's  good  business. 

By  Christopher  Farrell  in  St.  Pa 
Minn.,  with  bureau  reports 
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IT'S  NOT  THE 


Paper  jams  always  seem  to  happen  at  the  Hammermill  copy  paper,  on  the  other  hand, 

worst  possible  time.  And  it's  always  the  poor  has  the  stiffness  and  weight  to  glide  easily 
copier  that  gets  blamed.  So  it  might  surprise  you  through  even  the  fastest  copiers.  And  gives  you 
to  learn  that  most  paper  jams  are  caused  bv,  the  crisp,  sharp  copies  you  chose  vour  copier  for. 
well,  paper.  Some  papers  are  too  light  or  too  I^^^^^^H  Now  if  there's  ever  a  jam,  chances  are  it 
limp  to  run  through  the  copier  smoothly.  IHinH^B  really  is  the  copier's  fault. 

For  free  samples  and  information,  call  1-800-242-2148  or  go  to  www.hamniermillpaper.com.  international(^  paper 
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Government 


THE  PUZZLE  OF  WHO 
IS  A  CONTRACTOR' 

How  a  simpler  definition  got  lost  in  the  budget  deal 

Since  1978,  Congi'ess  has  strug- 
gled unsuccessfully  to  answer 
what  sounds  like  a  simple 
question:  What  is  the  legal  distinc- 
tion between  an  employee  and  an 
independent  contractor?  The  con- 
fusion has  come  at  a  steep  price, 
especially  for  small  companies.  In 
the  past  eight  years  alone,  they've 
been  the  target  of  more  than 
13,000  audits  by  the  Internal  Rev- 
enue Service,  which  has  converted 
527,000  "contractors"  into  employ- 
EGISLATION    ees-and  levied 

  more  than  $830 

miUion  in  back  taxes  and  penalties. 

Last  month,  a  legislative  solu- 
tion came  within  a  whisker  of  pass- 
ing. But  it  foundered  after  labor 
groups  complained  that  it  would 
foster  a  two-tier  workforce,  the 
Administration  sympathized  with 
those  concerns,  and  Republican  ad- 
vocates showed  no  interest  in  com- 
promising. For  the  full  story  of 
squandered  opportunity,  read  on. 
LONG  TEST.  As  anyone  who  is  lun- 
ning  a  small  business  knows,  the 
decision  to  classify  someone  as  an 
independent  contractor  derives 
from  a  "20-factor  test"  that  the 
IRS  created  by  distilling  hundreds 
of  court  rulings.  It  considers  fac- 
tors such  as  whether  workers  pro- 
vide their  own  equipment  or  take 
a  financial  risk  in  their  work.  But, 
as  the  audit  figiu-es  show,  that  test 
still  leaves  plenty  of  room  for 
interpretation. 

When  the  r,op  took  over  Con- 
gi'ess  in  1995,  Representative  Jon 
Christensen  (R-Neb.)  and  Senate 
Small  Business  Committee  Chairman 
Christopher  S.  Bond  (R-Mo.),  attempted 
to  rectify  the  situation  with  a  simpler, 
three-factor  version  (table).  That  plan 
didn't  make  much  headway  until  this 
year's  budget  deal,  when  Christensen 
attached  it  to  the  House's  tax-cut  bill. 

For  procedural  reasons,  the  Senate 
left  the  measure  out  of  its  tax  bill.  And 
Bond  decided  to  concentrate  on  items 
that  had  a  better  chance  of  passing.  But 


posal,  by  contrast,  would  have  impost 
three  conditions — including  the  contra 
tor's  opportunity  to  take  profits  or  los 
es — to  prove  economic  independenc 
"Bond's  bill  would  have  undercut  mo 
of  labor's  objections,"  says  James  Mo 
rison,  a  lobbyist  for  the  National  Ass 
elation  for  the  Self-Employed. 

But  the  House  stuck  with  Chrij 
tensen's  tougher  version — and  that  ga\; 
labor  its  opening.  While  congi-ession^ 
tax  experts  figured  about  1  million  e: 
ployees  would  b 


CHRISTENSEN: 

His  proposed 
changes 
scared  labor 


I 


INDEPENDENT  OR  NOH 

[hider  a  Home-passed  bill,  tlie  IRS's  20-factor  test  for 
ckissifying  workers  as  independent  contractors  would 
be  replaced  ivith  a  three-part  test.  Here  are  examples 
of  condUions  that  migh  t  be  met  in  each  area: 


CONTRACTOR'S  ECONOMIC  INDEPENDENCE 


Invests  in  assets  or  training; 
Incurs  significant  unreimbursed  expenses; 
Is  paid  by  commission;  or 
Works  for  a  set  time  or  to  complete  a  set  task 


CONTRACTOR'S  WORKPLACE  INDEPENDENCE 


Has  a  principal  place  of  business; 
Works  at  more  than  one  client's  site; 
Pays  rent  for  use  of  client's  facilities;  or 
Is  free  to  seek  work  from  others — and  has 


A  WRITTEN  CONTRACT 


Between  the  contractor  and  the  client 

DATA  SENATE  SMALL  BUSINESS  COMMinEE 


that  removed  Bond,  who  had  drafted  a 
new  proposal  to  meet  some  labor  ob- 
jections, as  a  moderating  force.  To  prove 
that  contractors  enjoy  economic  inde- 
pendence, Christensen  would  merely 
have  requii'ed  the  company  to  show  that 
its  workers  had  invested  in  their  own 
training.  The  afl-cio  ai'gued  that,  under 
that  standai'd,  any  worker  with  a  college 
education  could  be  converted  from  em- 
ployee to  contractor  Bond's  latest  pro- 


come  contracto: 
under  the  bill,  tli 
Ti-easmy  Dept.  ei 
timated  that  moij 
than     twice  ;| 
many  could  be  forced  to  shift.  Arl 
wliile  advocates  insisted  that  moj 
new  contractors  would  be  profe 
sionals  enjoying  the  freedom 
self-employment,  the  afl-cio  mai 
tained  that  legions  of  low-skill( 
wt)rkers  would  lose  their  benefiti 
Labor  raised  another  issue:  Er 
ployees  enjoy  more  protection  thi 
contractors  under  a  host  of  law 
from  minimum-wage  and  overtin 
rules  to  bans  on  racial  discrimin 
tion.  The  afl-cio  argued  that  eas 
er  standards  would  undercut  labo 
law  enforcement.  That  concei 
weighed  heavily  on  Clinton's  Tre 
sury.  "Business  has  to  realize  th 
we  can't  separate  the  tax  questi( 
from  labor  issues,"  says  a  senii 
Treasury  official. 
A  SWAMP?  In  the  budget  talk 
Clinton  aides  named  killing  the  co 
tractor  rale  as  one  of  their  top  p] 
orities.  "President  Clinton  had 
choice  of  helping  small-busine 
America  or  satisfying  the  lab' 
unions,"  declares  Christensen.  "Ai 
the  AFL-CIO  won."  gop  leadei 
sensing  a  good  bargaining  chj 
kept  the  contractor  proposal  ali' 
until  the  budget  talks'  last  roun 
when  they  used  it  to  help  win  lo^ 
er  tax  rates  on  capital  gains. 

The  outcome  leaves  small  bui 
ness  in  the  same  swamp  as  befoi 
Even  the  afl-cio  agrees  th 
worker-classification  miles  need  to 
clarified — and  says  it's  willing  to  coi 
promise.  That  may  be  distasteful  I 
small-business  advocates.  But  as  loii 
as  labor  has  the  ear  of  the  Preside)! 
negotiation  may  be  the  only  hope. 
By  Mike  McNamee  in  Washingti\ 


More  information  on  this  story  can  be  found  in  I 
Plus!  at  www.businessweek.com  or  on  Ameri 
Online  at  keyword:  BW  Enterprise. 
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The  Uldinate  Glmumy: 

Make  y< 


40 


O/o  more  productive 


r 


A  Network. 

Just  a  tancv  name  for  a  system  that  lets 
computers,  taxes,  prmters  and  other 
electronic  devices  talk  and  work  together 
By  shai  ing  Hies  and  hardware,  you 
can  mcreaseyour  office  productivity 
up  to  40'Mi.  No  more  running  around 
trading  tlopp\'  disks.  No  more 
waiting  to  print  at  a  designated 
computer  printing  station.  No  more 
mo\  ing  to  a  different  computer  to 
access  someone  else  s  database. 

Enter  the  Ultimate  Connection  and 
win  a  fully-installed  3Com  Network  for  yom'  office, 
or  one  ot  over  100  other  prizes. 


r  ^      And  if  you  are  an  internet  user,  a  network  can  reduce  the 
—       costs  you  pay  to  your  internet  service  provider  by  letting 
multiple  computers  share  a  single  connection.  If  your 
employees  need  to  work  at  an  off-site  location,  they  can  easily 
access  information  and  then  send  it  back  to  computers  at  your 
home  office.  Or  even  send  information  to  a  customer.  Networking. 
It's  not  )ust  simple,  it's  really  practical.  For  more  information  and  to  enter  the  Ultimate  Connection 
contest,  simply  call  the  number  listed  below  or  visit  our  Ultimate  Connection  website. 

w  to  enter:  Limit  of  one  entry  per  eligible  business.  To  enter,  complete  and  mail  the  postage  paid  business  reply  card,  or  fax  to 
!88-303-9774.  You  may  also  enter  through  the  3Com  Ultimate  Connection  Website  at  www.3com.com/ultimateconnection,  or  by 
iing  the  3Com  Ultimate  Connection  number  at  1  -888-303-9782.  Entries  submiued  by  fax,  phone  or  via  the  internet  must  be  received  by  1 2:00  PM  (CST) 
:ober  31,  1997  and  entries  received  by  mail  must  be  postmarked  by  October  31,  1997  and  received  by  November  10,  1997.  Eligibility;  Sweepstakes  is  open  to  U.S.  and 
ladian  small  businesses  with  less  than  100  employees  that  have  between  2-20  personal  computers  at  the  commencement  of  the  promotion,  \foid  where  prohibited  by 
.  Official  rules:  Sweepstakes  sub|ect  to  official  rules.  For  a  copy  of  the  official  rules,  send  a  self-addressed  stamped  envelope  by  November  1 ,  1 997  to  3Com  Rules,  Dept  1 , 

Box  3280,  St-  Cloud  MN  56397-3280,  or  see  our  website.  Prizes:  Grand  Prize  (1):  Complete  3Com  networking  system  for  office  —  up  to  S20,000  value.  First  Pnze 
0):  OfficeConnect  Networking  Kit  —  ARV  $299.00.  3Com  is  a  registered  trademark  and  OfficeConnect  is  a  trademark  of  3Com  Corporation  '40%  number  includes 

following  variables:  increased  individual  productivity,  cost  avoidance  savings  and  communications  cost  savings.  Source,  1997  Progressive  Strategies,  Inc. 
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HOW'M  I  DOING? 
NO.  REALLY 

The  boss  needed  feedback.  His  employees  gave  it  to  liim 


As  the  owner  of  a  Silicon  Valley 
public-i'elations  fimn,  Lou  Hoffinan 
felt  something  was  missing  in  his 
work  life — a  boss  to  tell  him  how 
he  was  doing.  Just  because  he  was  top 
dog,  Hoffman  figin-ed,  didn't  mean  he 
was  above  the  need  for  an  annual  re- 
view. And,  like  most  small-business  own- 
ers, he  had  no  board  of  directors  to  tell 
liim  if  he  was  screwing  up. 

So  where  did  he  turn?  In  a  vdld  leap 
of  faith,  Hoffman  gave  the  MANAGEMENT 

job  to  . . .  his  employees.  In   

the  spring  of  1995,  consultant  Allison 
E.  Hopkins  moved  into  the  San  Jose- 
based  Hoffman  Agency  for  sevei-al  days 
with  an  unusual,  mandate:  to  conduct 
confidential  employee  interviews  and 
hand  Hoffman  a  report  card  that  he 
promised  to  share  with  his  staff. 
"EARLY  WARNING."  Clearly,  this  is  not 
an  exercise  for  the  faint  of  heart.  Al- 
though generally  positive,  Hoffman's 
workers  trashed  their  genial  boss  for 
his  internal  communications  skills,  rat- 
ing him  a  dismal  three  out  of  10.  "My 
first  review  was  not  a  real  pleasant  ex- 
perience," notes  Hoffman,  89.  "But  you 
get  over  it."  Indeed,  he  has  just  had 
Hopkins  back  to  do  a  third  review,  and 
this  time,  he  agreed  to  jiresent  his  re- 
port card  to  the  world  (table). 

That's  because  he  has  become  a  bit  of 
an  advocate  for  such  evaluations.  His 
41 -employee  company  posted  $;i6  million 
in  revenue  last  year,  a  sum  Hoffman 
swears  he  could  not  have  reached  with- 
out the  critiques.  "I  would  likely  have 
missed  some  of  the  early  warning  signs 
of  problems,"  he  says."  The  $7,500  he 
spent  on  the  process  this  year  is  worth 
every  penny,  he  says. 

It  was  hardly  desperation  that  drove 
Hoffinan  to  call  on  Hopkins,  president  of 
Core  Elements  Inc.,  a  Saratoga  (Calif.) 
human-r'esources  con- 
sulting firm  that  advis- 
es small-to-midsize 
businesses.  His  agency 
was   doing  well  and 
gi'ovwng  smartly,  repre- 
senting such  high-tech 
chents    as  Hewlett- 


Packard  Co.  and  chipmaker  Cyiix  Corp. 
But  Hoffman  knew  that  a  solid  bottom 
line  doesn't  mean  that  all  is  well — or 
that  things  couldn't  be  better.  The  re- 
views are  meant  to  provide  a  reality 
check  on  Hoffman's  leadership  and  make 
sure  there  is  nothing  brewing  in  the 
ranks  that  he  should  know  about. 

And  so,  mid-morning  on  May  16, 
Hopkins  settles  into  one  of  two  comfy 
oversize  chairs  in  a  windowless  confer- 
ence   room.    Over  the 

  course  of  the  day,  four 

workers — two  of  Hoffman's  top  execu- 
tives, one  account  manager,  and  a  re- 
cent junior  hire — each  take  a  turn  in 
the  second  chair  for  an  interview  that 
lasts  roughly  an  hour.  Over  a  week, 
Hopkins  will  conduct  similar  meetings 
with  half  the  staff.  The  other  half  will 
participate  by  filling  out  a  54- 
question  survey  completed  ^ 
by  all  employees. 

In  a  warm,  encouraging 
voice,  Hopkins  plies  them 
with  questions  about  both 
Hoffman  and  his  nine- 
yeai'-old  agency.  A  box  of 
tissues  stands  ready,  but 
today  the  emotions  are 
at  a  fairly  low  wattage. 
Hopkins,  part  business 
analyst,  part  lay  psy 
chologist,  leads  discus- 
sions that  range  from 
the  adequacy  of  the  li- 
brary to  feelings  about  the 
job.    With    one  senior 
managei-,  she  probes 
one  of  last  year's 
hot  issues:  that 
Hoffman  takes 
too   long  to 
resolve  un- 


personnel  issues,  such  as  firing  no 
performers.  "I  think  he's  gotten  b 
ter  at  that,"  the  manager  says.  Hopkb 
scribbles  notes  in  a  spiral-bound  p 
and  leans  forward,  Oprah-like.  "Are 
nancial  results  more  available,  or 
Lou  still  holding  on  to  that  inform;  j 
tion?"  she  asks.  "He  will  share  theij 
with  me  and  [another  senior  manail. 
er],  but  he  doesn't  want  to  share  thei| 
with  the  agency  overall,"  the  employe! 
answers.  1 
Hopkins  asks  another  manager  wh; ; 
Hoffman's  pnorities  should  be,  and  sh , 
answers  with  a  laugh:  "He  should  spciil 
more  time  with  his  family."  Hopkir : 
presses  on,  fast-paced  and  upbeat.  "I) 
you  think  you  need  to  be  a  workahnl; 
to  keep  up?"  The  worker  says  no.  l)i 
adds  that  less-senior  people  may  r<  < 
compelled  to  follow  Hoffman's  exampk 
She  then  adds:  "It  bothers  me  when 
get  E-mails  on  the  weekends." 

Throughout  THEC0NSULTAN1 

"There  is  some- 


the  day,  the 
employees 
identify  some 
serious  issues 
they  feel  Hoff- 
man must  deal 
with:    He  is 


thing  going  on, 
and  you  have  to 
analyze  it" 


pleasant 


THE  OWNER 

"My  first  review 
was  not  a  real 
pleasant 
experience" 
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lied  in  too  many  directions,  especial- 
with  the  opening  of  a  new  office  in 
igapore,  and  he  hasn't  designated  a 
;ond-in-command  to  take  over  when 
's  gone.  Employees  feel  that  career 
ths  at  the  agency  are  not  clearly 
fined. 

Suspicious  at  first  that  the  process 
luld  lead  nowhere — and  that  Hopkins 
ght  betray  their  confidences — many 
iployees  now  feel  empowered  by  the 
erviews.  Account  manager  Rachel 
Ison  says  it's  healthy  to  vent  prob- 
ns  in  a  safe  and  constructive  setting, 
count  executive  Pamela  E.  Rupert 
/s  Hoffman's  review  gets  everyone 
king  about  change.  "People  are  defi- 
ely  buzzing,"  she  says.  Account  exec- 
ve  Jacob  Rice  says  such  openness  "is 
i  kind  of  thing  that  makes  me  want 
work  here." 

But  experts  are  divided  on  the  value 
the  process. 

THE  EMPLOYEE 

"It's  kind  of  like 
a  buffer  zone. 


lliam  M. 
ckrum,  an 
unct  profes- 
at  the 
m  E.  An- 
rson  Gradu- 
School  of 


It's  more  open, 
honest  input" 


Management  at  the  University  of 
California  at  Los  Angeles,  says 
subordinates  rarely  have  the  ex- 
pei'ience  to  evaluate  a  boss  prop- 
erly. "No  question,  they  will  have 
an  opinion.  But  is  that  opinion 
valid?"  he  asks.  David  L.  Brad- 
ford, a  senior  lecturer  at  Stanford 
University's  Graduate  School  of 
Business,  warns  that  such  outsider- 
initiated  evaluations  might  dis- 
courage workers  fi'om  confronting 
their  superiors  when  problems 
arise.  "People  may  pull  their 
punches  and  wait  until  the  consul- 
tant comes  back."  More  positive 
is  James  E.  Schi'ager,  a  senior  lec- 
tiu-er  in  business  policy  at  the  Uni- 
versity of  Chicago's  Graduate 
School  of  Business.  Small-business 
owners  often  become  isolated  and 
blind  to  the  need  for  change,  he 
says.  Seeking  employees'  opinions 
provides  valuable  information  and 
at  the  same  time  boosts  morale. 

Hopkins  says  she  has  done  sim- 
ilar evaluations  for  about  a  half- 
dozen  companies,  including  pubhc 
relations,  law,  and  advertising  firms. 
(None  agreed  to  be  identified.)  Only 
Hoffman  has  invited  her  back  yeai-  after 
year.  Most  don't  see  the  need,  reserving 
i-eturn  engagements  for  "crisis  situa- 
tions." And  not  all  clients  handle  the 
feedback  maturely,  she  says.  One  owner 
found  her  negative  review  so  upsetting 
that  she  refused  to  share  the  results 
with  her  workers,  a  tactical  en-or  that 
I'esulted  in  ill  vdll  and  even  some  em- 
])loyee  resignations.  "People  were  ftuious 
that  she  had  pulled  the  rug  out  from 
under  them,"  says  Hopkins,  who  now 
requires  all  clients  agree  beforehand  to 
share  the  evaluation  I'esults. 

That's  not  a  problem  with  Hoffman. 
A  quiet,  intense  man  who  values  others' 
opinions,  he  says  his  employees  have 
taught  him  that  he  needs  to  delegate 
more,  communicate  better  with  his  staff, 
and  handle  confrontation  more  directly. 
So  when  he  meets  with  Hopkins  to  get 
the  results,  he  listens  intently,  taking 
notes.  She  hands  bulleted  charts  across 
the  conference  table,  stopping  at  one 
titled  Lou's  Quantitative  Measm-ements, 
which  displays  scores  from  the  written 
survey,  highlighted  with  little  sunbursts 
beside  those  qualities  that  have  im- 
proved since  last  year. 

The  news  is  mostly  good — scores  are 
up  overall,  though  down  in  spots.  Hop- 
kins has  identified  two  top  challenges 
for  the  year:  managing  the  agency's 
growth  and  Hoffman's  expanded  re- 
sponsibilities (a  "personal  bandwidth" 
issue,  she  calls  it),  and  defining  career 
paths  for  his  staff. 


MAKING  THE  GRADE? 

Here's  how  the  staff  of  the  Hoffman  Agency 
rated  its  owner  on  a  scale  of  1  to  10 


1995 

1996 

1997 

LEADERSHIP 

8 

8 

8 

MANAGEMENT  SKILLS 

7 

8+ 

7 

STAFF  DEVELOPMENT 

7 

5 

7 

CLIENT  COMMUNICATION 

8 

9 

8 

INTERNAL  COMMUNICATION 

3 

6 

7 

P.R.  SKILLS 

9+ 

9+ 

8 

TEAMWORK 

8 

7 

7 

CONFRONTATION 

7 

5 

8 

BUSINESS  ACUMEN 

9 

9 

9 

DELEGATION 

6 

8 

9 

OVERALL  SCORE 

7.2 

7.4 

7.8 

DATA  CORE  ELEMENTS  INC 


(L  TO  R)  HOFFMAN,  HOPKINS,  AND  RICE 


Hoffman  brightens  at  her  suggestion 
that  he  hii-e  a  controller  and,  pei-haps 
later,  a  chief  operating  officer  to  handle 
moi-e  routine  internal  matters.  "My  life 
would  get  easier  real  fast,"  he  says.  A 
controller  would  help  Hoffman  deal  with 
another  identified  problem:  Many  em- 
ployees think  he's  too  nice  and  trust- 
ing of  his  workers.  A  controller  could 
assume  the  role  of  the  tough  manager, 
holding  the  line  on  unreasonable  em- 
ployee requests. 

RESOLUTION.  But  Hoffman  is  irked 
about  that  career-path  complaint — 
voiced  by  28  of  the  81  workers  sur- 
veyed. "The  agency  lets  people  define 
then-  own  career  paths,"  he  shoots  back, 
his  face  tightening.  Hopkins  does  not 
disagi-ee  but  points  out  vWth  therapeutic 
calm:  "There  is  something  going  on,  and 
you  have  to  analyze  it." 

Hoffman  decides  to  put  off  that  par- 
ticular analysis  until  later  but  tackles 
some  of  Hopkins'  findings  at  the  semi- 
annual state-of-the-agency  meeting  in 
June.  He  announces  that  he  will  expand 
the  senior  management  team  fi-om  thi-ee 
to  five  and  hire  a  controller  in  the  next 
few  years.  Then,  just  a  month  later,  he 
deals  with  the  career-path  question.  A 
senior  manager  has  been  charged  with 
defining  the  skills  and  responsibilities  of 
each  position  in  the  firm  so  that  the 
route  to  advancement  is  daiified.  A  writ- 
ten report,  to  be  drafted  with  Hopkins, 
is  scheduled  for  completion  in  October. 

Does  Hoffman  plan  to  put  himself  in 
the  hot  seat  again?  Of  course.  He  be- 
lieves that  that's  whei'e  a  boss  belongs — 
at  least  once  a  year. 
By  Susa?i  M.  Beck  in  San  Jose,  Calif. 
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Marketing 


ELLEN  WESSEL 
IS  TRYING  TO 
CRACK  THE 
CHAIN  STORES 


OUR  SPORTS  GEAR. 
OURSELVES 

Women  entrepreneurs  mined  a  niche  the  big  boys  ignored-until  now 


Gimmick  peddler.  That's  what  Ellen 
Wessel  figxu'es  store  owners  con- 
sidered her  when  she  pulled  up 
with  a  carload  of  women's  run- 
ning apparel  in  1977 — the  year  she 
launched  Moving  Comfort  Inc.  "I  felt 
like  I  was  selling  snake  oil,"  she  says. 

But  two  decades  later,  Wessel's  sales 
have  reached  $12.5  million,  and  now 
she's  not  alone.  There's  former  Yale 
University  athlete  Missy  Park,  whose 
$10-million-a  year  catalog  business,  Title 
Nine  Sports,  grew  out  of  her  frustration 
in  tiying  to  cope  with  men's  sports  geai' 
that  didn't  fit  right. 

Wessel  and  Park  are  part  of  a 
savvy  gi'oup  of  female  entrepre 
neurs  who  are  setting  the  pace 
in  the  fast-gr'owing  .$21  billion 
women's  sports  equipment 
and  apparel  market  by  listen- 
ing to  their  customers,  hiring 
women  athletes  as  advisers,  and 
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paying  attention  to  female  physiology. 
They're  selling  such  woman-friendly 
gear  as  sleeping  bags  with  extra  insu- 
lation, sports  bras  that  fit  all  NICHE 
shapes  and  sizes,  and  bike  PLAYERS 
seats  that  don't  chafe.   


Witnessing  the  popularity  of  women' 
pro  sports  and  facing  a  mature  men' 
market,  Nike  recently  declared  it  plan 
to  double  its  sales  of  women 
geai-,  to  $2  billion,  in  the  nex 
five  years,  and  has  hired 


Their  success  has  been  due,  in  part, 
to  past  neglect  by  the  Nikes  and 
Champions  of  the  world.  "We  might 
have  had  more  insight  into  what 
women  needed  if  we  had  [hired]  more 
women  in  the  past,"  concedes  Maria 
Murray,  general  manager  of  women's 
footwear  for  Nike  Inc. 


TALL  IN  THE  SADDLE 


The  Liberator  bike 
seat  has  a  recess 
for  greater 
comfort 


dozen  women  for  its  new  women 
sports  marketing  division.  It  even  con 
missioned  female  basketball  pro  Sherj 
Swoopes  to  help  design  "Air  Swoopes. 
PERIPHERAL  VISION.  In  tm  n,  entrepn 
neurs  like  Wessel  are  thinking  abou 
marketing  strategies  and  trying  everj 
thing  fi'om  broadening  product  Unes  t 
finding  new  distribution  channel; 
"Nike's  eyes  are  a  lot  bigger  than  our: 
They  want  to  satiu^ate  global  markets, 
says  Wessel.  "We  want  to  be  a  nich 
player.  But  we  still  can't  help  but  loo 
over  at  them  in  the  lane  beside  us." 

One  company  that  is  looking  over  it 
shoulder  is  Teny  Precision  Bicycles  In< 
Started  in  1986  by  Georgena  Terry, 


happen  so  quMj."   |  Ajobef  ageMjlJ 


Two  weeks  ago, 

I  heard  of  Adobe  PageMill. 

r,  the  whole  world- 
has  heard  about  me. 


Let  the  whole  world  hear  about  your  business,  too.  It's  easy  to  build  your  business  on-line  with  Adobe"  PageMill software. 
Just  drag  and  drop  text  and  images  into  place,  and  watch  youi'  Web  pages  take  shape  before  youi-  eyes. 
You  don't  have  to  know  HTML  to  get  that  professional  look.  ^  And  for  a  limited  time,  Adobe  PageMill  also  comes 
«th  Adobe  Photoshop*  LE  —  plus  Bonus  'Web  Content  with  more  than  I,000  ready-to-use  images,  sounds,  animations, 
and  more.  All  for  just  $99  —  Windows"  or  Macintosh.  Don't  wait  another  minute  to  start 
building  your  business  on  the  Web.  Call  us  at  I-800-4.II-8657,  extension  32806 

Adobe 

orvisit  oui- Website  at  www.adobe.com/special/pagemill/smbusiness/  If  you  can  drea)u  it,  you  can  do  it.* 

Adobe  PageMill    Thefastpst.  pasipsf  way  to  gptjnijrh\iS,\ne^R  nn  fhpMleh, 

©1997  Adobe  SysiemA  Incoiportted,  .'Xdobe,  die  Adobe  Ic^,  PageMill.  the  PageMiU  logo,  Photoshop,  and  "IfyoucJii  dj-eani  n,  you  can  do  it"  are  trademaj-ks  of  Adobe  Systems  Incoipoiaied 
Windows  is  either  a  trademark  or  a  registered  trademark  of  Microsoft  Corporation.  Maantosh  is  a  trademark  of  Apple  Computer.  Inc.,  registered  in  the  U.S.  and  other  countries. 
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former  mechanical  engineer  at  Xe- 
rox Corp.,  the  Macedon  (N.  Y.)-based 
company  developed  The  Liberator  cy- 
cling seat,  which  features  a  hollowed  out 
oval  in  the  nose  to  give  women  riders 
gi'eater  comfort.  But  larger  foes  such 
as  Velo  Manufacturing  are  knocking  off 
her  desigTi,  and  Teny  realized  she  need- 
ed to  strengthen  customer  loyalty.  So 
she  stalled  sending  mail-order  catalogs 
to  her  former  customers,  netting  a  6% 
response  with  $70  average  sales.  Then 
she  increased  her  customer  base  by 
renting  lists  ft'om  cycling  magazines  for 
5c  per  name,  fi'om  which  she  sees  a  2% 
return  and  a  $70  average  sale. 
WRONG  FIT.  Wlien  Park  started  her  Title 
Nine  catalog  business  in  1990,  she  was 
inspired  by  the  civil-rights  law  that 
pried  open  the  door  to  equality  for 
women  in  school  athletics  and  her  own 
vivid  memories  of  wearing  ill-fitting 
men's  basketball  uniforms  and  tennis 
shoes.  Only  the  kilt  of  her  lacrosse  out- 
fit fit  right. 

To  fulfill  her  long-held  goal  to  become 
the  "women's  Nike,"  Park  is  revving  up 
her  catalog  business  and  expanding  into 
retail.  In  July,  she  opened  a  3,900  squai'e 
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record  for  swimming  across  the  Eng- 
lish Channel  while  another  played  on 
Britain's  women's  rugby  team. 

Superior  customer  sei-vice  and  atten- 
tion to  the  smallest  detail  also  help  Mov- 
ing Comfort  keep  its  edge.  Wessek 
draws  upon  the  expertise  of  her  female 
employees,  including  many  athletes  who 
test  products  out  of  the  company's  head- 
quarters in  Chantilly,  Va.  The  approach 


Wessel's  next  step  is  to  expand  1 
retail  presence.  While  she  has  focus 
on  specialty  stores,  her  new  appros; 
has  led  her  to  target  larger,  all-purpc 
sports  chains  such  as  Sports  Authoii 
And  as  many  chains  begin  devoti 
more  floor  space  to  women's  produc 
Wessel  is  hopeful  her  company's  pj 
sales  record  will  persuade  retailers 
give  more  of  that  space  to  her 


PROTECTING  THEIR  TURF 

Four  female  entrepreneurs  broke  the  mold  of  unisex  gear  by  running 
women  friendly  companies.  But  they've  awakened  the  sleeping  giants — 
large  manufacturers  who  want  a  piece  of  the  action.  How  do  they  plan  to 
keep  Goliath  at  bay? 


ELLEN  WESSEL  Her  $12.5  million  Moving  Comfort,  a  running-apparel 
manufacturer,  plans  to  broaden  her  line  to  appeal  to  "multisport"  users. 

MISSY  PARK  Title  Nine  Sports  mail-order  catalog  will  add  a  toll-free  line 
this  fall.  The  $10  million  company  also  just  opened  its  first  retail  outlet, 
in  Berkeley,  Calif. 


GEORGENA  TERRY  Her  $10  million  Terry  Precision  Bicycles  started  a 
quarterly  mail-order  catalog  this  year  and  just  added  the  Women's  Libera- 
tor cycling  seat  to  its  line. 


SALLY  McCOY  Sierra  Designs,  a  $16  million  company,  will  publish  a  70- 
page  book  this  fall  to  help  specialty  retailers  sell 
more  effectively  to  women. 


foot  store  in  Berkeley,  Calif,  iJU.l.Ti  UvlfJ 'L-J^M  P^^^  off:  "Their  sports 
a  mile  away  from  Title  riliili'ii  I  Til  lir^^M  bi-as  fit  the  most  women  the 
Nine's  warehouses.  And  this  These  sleeping  bags  best,"  says  Lisa  Voorhees, 


fall,  she  will  launch  a  toll 
free  line  for  the  catalog — 
the  "price  of  admission"  to 
play  seriously  in  the  mail- 
order market.  She  has  also 
ramped  up  the  catalog's  pri- 
vate-label production  of 
sports  bras  and  tank  tops  and  aims  to 
expand  such  sales  from  10%  of  catalog 
revenues  to  as  much  as  30%. 

The  catalog,  launched  in  1990,  fea- 
tures products  fi-om  other  women  much 
like  Park — serious  female  athletes,  in- 
cluding Wessel  and  Terry,  who  have 
tiUTied  into  leading  sports  entrepreneui's 
for  their  gender.  "We're  selling  infor- 
mation, not  just  products,"  Park  says.  In 
fact,  every  customer  service  rep  at  Title 
Nine  competes  athletically.  One  em- 
ployee, she  says,  holds  the  women's 


are  contoured  to  fit 
and  have  extra  insu- 
lation to  keep 
women's  feet  warm 


owner  of  Denver-based 
Sporting  Woman,  where 
Moving  Comfort  products 
outsell  Champion  Products 
Inc.'s  Jogbras  3  to  1.  Unlike 
most  sports  bras,  many  of 
Moving  Comfort's  are  sized 
to  a  DD.  (The  average  American  woman 
wears  a  size  36C.) 

But  Wessel  still  worries  that  Nike 
will  emulate  her  success,  so  she's 
broadening  her  appeal  to  nonrunners. 
Time-pressed  women,  she  figures,  want 
to  dash  into  a  store  and  buy  garments 
they  can  use  for  many  sports,  not  just 
running.  So  she  took  the  i-unning  ref- 
erences off  the  tags  on  tank  tops, 
shorts,  and  other  items.  That  new 
strategy,  says  Wessel,  is  driving  a  20% 
increase  in  sales  this  year. 


Sally  McCoy,  managing  direct 
of  SieiTa  Designs,  an  outdoor  cor 
pany  known  for  its  sleeping  bag 
also  plans  to  concentrate  on 
tail  distribution  to  stave  off  larj 
rivals  like  North  Face  and  Nik 
It  will  pubhsh  a  70-page  book  th 
fall  to  train  specialty  retailers  ho 
to  be  more  helpful  and  less  intimida 
ing  to  female  customers. 

Sierra  Designs  first  focused  on  tl 
women's  market  soon  after  McCoy  a^ 
rived.  She  realized  on  a  trip  up  M^ 
Everest  that  females  wouldn't  fit  rigl; 
or  stay  warm  enough  in  the  company! 
sleeping  bags.  She  encouraged  produ(| 
developers  to  begin  stuffing  15%  moil 
insulation  in  the  torso  and  feet  area 
since  women  have  slower  metabol 
rates  than  men.  And  she  ordered  nai 
rower  constiaiction  in  the  shoulders  an 
more  width  in  the  hip  area  of  women 
bags  and  gave  them  tongue-in-chee 
names  like  the  Annie  Oakley,  the  The 
ma,  and  the  Louise.  Since  fij-st  develoj 
ing  women's  bags  in  1995,  sales  hav 
doubled,  to  36,000  units  a  year 

With  growth  like  that,  these  sport 
entrepreneurs  have  a  good  head  star 
But  surviving  a  marathon  with  th 
likes  of  Nike  will  require  some  res 
stamina. 

By  Brad  Wolverton  in  Atlant 
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Ask  over  1  million  small  business 
owners  how  they  get  big  discounts. 
Odds  are,  you  11  get  one  answer 
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II^HILLER  &  ASSOCIATES 


THE  AMERICAN  EXPRESS"  CORPORATE  CARD  EOR  S.MAEE  IR  SINESS. 


kinko's 


Mobil 


I    T  I 


SAVE  10%  AUTOMATICALLY,  right  at  the  register,  on  Kinko's  products 
and  services  when  you  use  the  Corporate  Card.  You'll  find  all  the 
latest  office  technologies  at  more  than  800  Kinko's  locations  nationwide! 

SAVE  AN  AUTOMATIC  3%  on  Mobil  gasoline  every  time  you  use  the 
Corporate  Card  for  Small  Business  at  participating  stations* 

SAVE  10%  on  UPS  guaranteed  overnight  delivery  by  10:30  AM  within 
the  U.S.,  and  20%  on  guaranteed  international  express  delivery  from 
the  U.S.  and  Puerto  Rico  to  over  200  countries.** 

SAVE  UP  T0 15%  off  Hertz  car  rentals  and  enjoy  fee-waived  membership 
for  one  year  in  Hertz  #1  Club  Gold'."* 

SAVE  BETWEEN  10%  AND  25%  at  over  200  participating  U.S.  Hilton 


'^^/f^^^'^^^^^^'^^^  hotels.  Plus,  enroll  free  of  charge  in  Hilton  Executive  HHonors'  to 
earn  free  travel  faster.* 


WITH  THE  CORPORATE  CARD  FROM 

American  Express,  you  can  save 
substantially  on  some  of  your  most 
common  business  expenses. 
Because  every  time  you  use  the 
Corporate  Card  with  one  of  our 
partners,  you  enjoy  the  savings 
through  our  Privileged  Rates 
program.  And  that  helps  you  stay 
on  top  of  your  bottom  line.  The 
Corporate  Card  -  it  not  only  helps  you 
do  more,  it  helps  you  save  more. 


III  M'I'I  \  I  oil  I  III'  (nurnll  \l  I'  i:\l:l)  i:\l  l 


i-800-sl:ccess 


w  w  w  iiiiii-t  iriiiicxiiiv^^.riiiiiAiiiiilibiiHini  s- 


Ali  marks  depicted  are  the  registered  trademark  of  their  respective  owners  and  are  used  by  permission, 
*  Special  terms,  conditions  and  exclusions  apply.  Approved  enrollment  is  required  for  memberships. 
*'  Call  UPS  for  guaranteed  details.  ©  1997  American  Express  Travel  Related  Services  Company,  Inc. 
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Small  Business 
Services 


Free  copies?  Hah.  « 
Free  mailbox  rental?  Boiing. 
Free  shipping?  Ditto, 
lile  thought, 
I  "Houi  could  uje  leallii 
i  shoui  QUI  support  for 
small  business  ?" 


MAIL  BQKES  etc: 
(       SEE  YOUR 

'  SMALL 


It's  the  biggest  thing  we  could  think  of. 
A  chance  to  promote  your  small  business 
during  MBE's  commercial  on  the  Super  Bowl", 
the  largest  national  media  event  of  the 
year.  We'll  even  throw  in  a  $10,000  grand 
prize.  $1,000  if  you're  a  runner-up.  Just  tell 
us  in  a  hundred  words  or  less  why  your 
business  should  be  on  the  big  game.  And 
come  January,  you  could  be  making  your 
pitch  to  130  million  people. 

Of  course,  we  don't  want  to  downplay  free 
copies  and  mailbox  rental.  Or  the  fact  that 
I  ^  I  you  can  ship  just  about  anything 

[UDSl 

with  UPS.  But  when  it  comes  to 
showing  our  commitment  to  small  business, 
offering  coupons  just  didn't  seem  big  enough. 

So  stop  by  your  neighborhood  Mail  Boxes 
Etc.  Center  and  enter  our  "See  Your  Small 
Business  on  the  Super  Bowl""  Search  before 
October  31,  1997.  Who  knows,  your  business 
may  not  be  small  for  long. 


MAIL  BOXES  ETC. 


MAKING  BUSINESS  EASIER? 
WORLDWIDE. 

1-800-789-4MBE  www.mbe.com 


OH  H><aXlI^THE 


SUPER 

BOUfL 


SEARCH 


Rules/entry  details  at  participating  MBE  locations.  No  purchase  necessary.  Void  where  prohibited.  Contest  ends  10/31/97.  Business  must  have  twenty  or  fewer  employees. 
"Super  Bowl"  is  a  registered  trademark  of  the  National  Football  League.  UPS  and  shield  device  are  registered  trademarks  of  United  Parcel  Service  of  America,  Inc.  UPS'  Authorized  Shipping  Outlet. 
Mail  Boxes  Etc?  Centers  are  owned  and  operated  by  licensed  Franchisees  of  Mail  Boxes  Etc.  USA,  Inc.  Services  may  vary.  Restrictions  apply.  At  participating  MBE  Centers  only.  ©1997  Mail  Boxes  Etc;  7/97 
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PICKING  THE  RIGHT 
NET  PROVIDER 

They  can  vary  widely  in  reliability,  cost,  and  services 

The  15  employees  of  Media  Pulse 
Inc.,  a  St.  Louis  company 
that  tracks  TV  broadcasts 
for  companies  in  the 
news,  got  used  to  the  cheeiy 
voice  announcing,  "You've 
got  mail!"  on  America  On- 
line. But  when  AOL  went 
to  flat-rate  pricing,  the 
lines  were   so  jammed 
they   could    never  get 
through.    So  President 
John  Stephens  switched 
his  Internet-dependent 
business  to  Southwest- 
ern Bell  Internet  Ser- 
vices. Now,  his  employ- 
ees send  chents  E-mail 
and  video  clips  almost 
instantaneously  on  a 
faster  isdn  (integi'ated 
services  digital  net- 
work) line. 

As  Stephens'  experi- 
ence shows,  there's  al- 
ways another  hungiy 
Internet  service  pro- 
vider (isp)  ready  to 
step  in  when  a  competi- 
tor falters.  More  than 
5,000  ISPS  in  the  U.  S.  vie 
to  sei^ve  small  businesses 
with  a  dizzying  aiTay  of 
options.  They  range  from 
small  and  midsize  local 
ISPS,  who  can  offer  hand- 
holding  but  may  fold  just 
when  you  need  them  most, 
to  r-egional  telephone  compa- 
nies—many with  superior  reli- 
ability and  sei^vice  records — to 
big  national  online  sei^vices,  such 
as  AOL,  CompuServe,  Microsoft  Net- 
work, and  Pi'odigy.  The  majoi"s  thi'ow  in 
plenty  of  their  own  content  along  with 
Internet  access,  but  may  give  slower  con- 
nections and,  yes,  busy  signals. 

"It's  really  a  crapshoot,"  says  Kate  Del- 
hagen,  a  senior  analyst  at  industiy  re- 
searcher FoiTester  Research  Inc. 
in  Boston.  "A  lot  of  people  just  go 
thr-ough  tiial  and  eiTor  with  different  ser- 
vices until  they  find  someone  they  like." 


In  choosing  an  isP  for  your  business, 
consider  such  criteiia  as  the  reliability  of 
the  network;  the  modem  speeds  it  sup- 
ports; the  range  of  services  provided, 
such  as  hosting  Web  sites;  the  quality  of 
technical  support;  the  coverage  area  in 
which  local  telephone  access  is  avail- 
able; and  pricing  policies. 


Small-business  owners  say  reUabili 
tops  the  hst.  A  guarantee  of  ai-oun 
the-clock  service  "with  absolutely 
downtime"  is  essential,  says  Fred  Nad 
who  is  shopping  for  an  isP  to  support  1 
small  public-relations  and  mai'keting  fii 
in  Scotts  Valley,  CaHf  Likewise,  Jol 
J.  Nail  and  Michael  Seckler,  who  n 
Employease  Inc.,  a  15-person  himian-i 
soui'ces  and  benefits-administration  fii 
operating  entii'ely  on  the  Web,  can't  ri 
busy  signals  for  chents  who  tiy  to  d 
in.  So  they  chose  to  place  Employea 
and  its  40-odd  national  clients  on  t' 
same  national  isp,  Earthlink.  That  wj 
Employease  and  its  chents  have  du-e 

THE  INTERNET  ^^""^ctions 

  each  other.  "Y( 

never  need  to  go  thi'ough  mul 
pie  sei'vers  and  access  points, 
you  do  with  an  onhne  se 
\ice,"  says  Seckler. 
TESTING,  TESTING.  To  gau 
the  network  reliabihty  ar 
service  of  the  largest  isi 
BUSINESS  WEEK  Used  da 
provided  by  Inverse  Ne 
work  Technology,  a  S 
Jose  (Cahf )  finn  that  me 
sures    Internet  perfo 
mance  for  its  chent  isr 
The  call-failure  rates  ai 
Web  page  downlos 
times,  or  throughput, 
20  ISPS,  all  clients  of  I 
verse,    were  analyze 
They  included  major  n 
tional  carriers  as  well 
the  regional  telephoi 
companies.  From  Jui 
10  to  June  24,  Inver 
made  4,500  business-hoi 
calls  to  40  different  acce; 
numbers  for  each  isp. 
The  results:  Four  regio: 
al  phone  companies — Souti 
western  Bell,  Pacific  Be 
Ameritech,  and  Bell  Atlantic- 
had    the    lowest  call-failui 
rates — all  less  than  5% — durii 
business  hours.  Earthhnk,  Glob 
Network,  Internet  MCi,  and  Min 
spring  scored  worst,  with  failu 
rates  of  12%  for  Earthhnk  to  18%  fl 
Mindspring. 

But  when  Inverse  measiu'ed  thi-oug 
put  to  10  popular  Web  sites,  a  differei 
set  of  winners  showed  up.  Sprint,  IBI 
and  UUNET  topped  the  hst.  aol  score 
worst,  with  a  speed  about  25%  slower 
Also,  keep  in  mind  that  scores  a 
differ  dramatically  if  nighttime  perfo 
mance  is  measured.  For  e.xample,  Ii 
verse  finds  that  ibm  often  has  the  hig 
est  call  success  rate  after  business  hou 
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rjil 

Jjfi^  9230497096 

(Clockwise  from  top  left)  1993  Australian  10-dollar  note.  1992  West  African  States  5,000-franc  note.  U.S.  military  payment  certificate. 

1992  Albanian  1,000-leke  note.  1992  Bahamian  dollar  bill.  Icelandic  S.OOO-kronur  note.  1986  CFP  10,000-franc  note. 


.  how'  many  hats     ^  You  start  out  in  your  business  focused  on 

D  o  E  s  A  s  M  A  L  L  B  u  s  I N  E  s  s  cloiug  ou  c  thiug.  Doiog  it  liettcr.  Doing  it 

'■■.OWNER  WEAR?  riglit.  Thcn  you  discover  that  tlie,  more 

■  successfiil  your  business  becomes,  the 

: '  \  more  time  you  spend  on  things  not 

'.  directly  related  to  your  business.  •  Which  is  why  First' Union  offers 

small  biisinesses  things  like  24-hour  loan  approval,  a  daily  faxed 
'■■  account  statement  and  an  asset  management  account  called.' 

Business  CAP.  So  you  can' invest  your  time  where  its  needed  the 
■vmost,  back  into  your  business. .®  To. find  out  what  else  First 
iv  Union  can  d,o  for  you.  and  yo.ur  ^  small  business,,:visit  a  branch  .or 

log  onto  our  Web  site  at  www.firstunion.com/smallbusinciss 

©1997  First  Union  Corp. 
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Check  your  regiona 
shop,  here's  how  1 


but  does  poorly  fi'om  9  a.m.  to  5  p.m. 

Whether  you  choose  an  isP  with  a  low- 
er rate  of  call  faihu-e  or  a  better  Web 
comiection  speed  depends,  to  some  de- 
gi'ee,  on  yoiu"  neefls:  Is  it  more  important 
to  get  thi'ough  on  eveiy  call  or  to  do\\Ti- 
load  W'eb  sites  more  quickly? 
MODEM  MANNERS.  Another  important 
factor  in  reliability  is  the  number  of 
subscribers  per  modem.  As  a  nile,  an 
ISP  shouldn't  cany  more  than  10  users 
per  modem  in  a  moderate-usage  ai"ea;  in 
large  cities  with 
high  usage,  look  for 
a  lower  5:1  ratio. 
Consider,  too, 
whether  the  isP  of- 
fers premium-ser- 
vice guarantees  to 
small  businesses. 
For  example,  in  the 
fall,  Santa  Clara 
(CaHf.)-based  Net- 
com plans  to  offer, 
for  an  e.Ktra  chai'ge, 
a  package  that  will 
guarantee  a  refimd 
of  the  month's  ac- 
cess charges  if 
problems  occm-.  The 
price  hasn't  been 
announced  yet. 

Perhaps  the  haixl- 
est  call  is  assessing 
the  iSP's  stability. 
"There  are  compa- 
nies out  there  that 
are  so  small  and 
fi'agile,  you  can  find 
yoiu'self  \\orking 
with  them  and  sud- 
denly [they  will]  be 
out  of  business," 
says  Seth  Weisser, 
president  of  WTiat 
Comes  Aj'ound  Goes 
Ai'ound,  a  10-em- 
ployee,  New  York 
City-based  piu'\-eyor 
of  \intage  clothijig  that  maintains  a  W'eh 
site  thi'ough  Eartlilink.  "If  you  want  con- 
sistency in  your  business,  you  need  a 
lai'ger  isP  to  get  a  sense  of  seciuity." 

Large  national  isPs  offer  another  ad- 
vantage: lots  of  POPS,  or  points-of-pres- 
ence.  These  ai'e  remote  telephone  num- 
bers that  enable  a  user  to  dial  into  an 
iSP's  network  on  the  road  without  pay- 
ing for  a  long-distance  call.  isPs  with 
the  gi'eatest  number  of  pops  include  aol 
as  well  as  national  providers  such  as 
Netcom,  uunet  Technologies,  and  MCi. 

WTien  it  comes  to  modems,  all  isPs 
handle  at  least  28.8  kbps  modems,  but 
only  some  support  higher-speed  ISDX 


Technology 


lines  (about  4.5  times  faster)  or  the 
much  faster  Tl  (about  51  times  faster) 
and  ultrafast  T3  lines  (about  155  times 
faster). 

Speed  has  a  price:  It  costs  an^-Avhere 
from  .S70  for  a  basic  ISDX  line  up  to 
.S3,000  per  month  for  a  T.3  line.  But  the 
extra  expense  may  be  worthwhile  for 
companies  that  do  a  lot  of  business  on- 
Une  or  have  multiple  users  who  need 
to  go  onhne  simtiltaneously. 

Consider  also  whether  the  isP  offers 


ISP  may  refer  you  to  outside  designer 
pro\ide  you  with  Web-design  softwar' 
or  offer  in-house  senices.  Hosting  se: 
\ices  range  from  simply  offeiing  spac 
for  a  Web  page  as  part  of  the  bas; 
monthly  charge — a  mere  2  megab\1;( 
in  the  case  of  aol  and  Earthlink — t 
acting  as  your  company's  Webmaste 
That  means  the  iSP  will  handle  the  mail 
tenance  and  updating  of  yoiu*  site  an 
monitor  yom-  traffic. 

Round-the-clock  phone  support  is  cri' 
ical.  "You  need  a 


ALL  ISPs  ARE  NOT  CREATED  EQUAL 


1  phone  company  first.  It's  often  the  best  bet.  To  comparison 

2  leading  national  ISPs  stack  up.  All  tests  were  done  during 

business  hours. 


NAME 

URL 

MONTHLY 
BASE  PRICE 

PHONE 

HIGHEST  SPEED 

GRADE:  CALL 
SUCCESS 

GRADE:  WEB 
DOWNLOAD  SPEED 

WEB-PAGE 
HOSTING 

AOL 

www  ani  cnm 

$19.95  unlimited 

800  827-6364 
56  6  kbos 

c 

D 

Y 

AT&TWORLDNET 

www.att.net 

$19.95 

800  967-5363 
ISDN 

B 

C 

Y 

COMPUSERVE 

www.compuserve.com 

$9.95  for  5  hrs. 
$2.95  per  add.  hr 

800  848-8199 
ISDN 

C 

B 

Y 

CONCENTRIC 

www.cris.com 

$19.95  unlimited 

800  939-4262 
28.8  kbps 

B 

C 

Y 

EARTHLINK 

www.earthlink.com 

$19.95  unlimited 

800  395-8425 
ISDN 

D 

C 

Y 

IBM  GLOBAL  NETWORK 

www.ibm.net 

19.95  unlimited 

800  455-5056 
ISDN 

D 

A 

N 

MCI 

www.internetmci.com 

$19.95  for  20  hrs. 

800  955-6505 
ISDN 

D 

C 

N 

MSN  NETWORK 

www.msn.com 

$19.95  unlimited 

800  386-5550 
ISDN 

B 

A 

N 

NETCOM 

www.netcom.com 

$19.95  unlimited 

800  638-2661 
ISDN 
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C 
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SPRINT 

www.sprint.com 

$19.95  unlimited 

800  786-1400 
ISDN 
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A 

N 

UUNET 

www.uunet.com 

$30  for  25  hrs. 

703  206-5600 
ISDN 

B 

A 

Y 

DATA:  BW;  INVERSE  NETWORK  TECHNOLOCY  INC 


all  of  the  basic  sei'\ices  yoiu-  company 
needs.  Tliese  can  include  E-mail:  gopher 
(a  text-only  area  of  the  Net  used  pri- 
marily for  reseai'ch);  file  transfer  proto- 
col, or  FTP,  which  transfers  data  be- 
tween computers  and  databases;  and  a 
newsgi'oup  reader  to  allow  for  partici- 
pation in  electronic  discussion  groups. 

"We  needed  oiu'  iSP  to  set  us  up  with 
E-mail,  Web  sen'ers,  install  routers  for 
ISDN,  and  integi'ate  everything,"  says 
Stephens  in  praise  of  Southwestern 
Bell's  soup-to-nuts  service.  "I  didn't 
want  to  have  to  coordinate  that  among 
five  different  vendors." 

If  you  want  to  set  up  a  Web  site,  the 


ISP  that  is  going  t 
be  supportive  whe 
you  ask  them  th 
dumbest  question  i 
the  world,"  saj 
Paul  Rudermai 
Webmaster  fo 
What  Come 
Around  Goe 
-Ai'oimd.  "There  ai 
going  to  be  be  prol 
lems  with  the  sit 
period." 

WTien  all  oth€ 
things  are  equa 
consider  price  var 
ations  among  iSP; 
paiticulaiiy  on  sei 
\ices  such  as  Wei 
site  hosting.  Ke 
Hawk,  president  an 
ceo  of  a  35-perso 
company  calle 
1-800-Batteries  i 
Reno,  Nev.,  checke 
out  six  ISPS  befor 
setthng  on  Netcom 
small-business  pad 
age:  .?70  a  month  fc 
dial-up  Internet  ai 
cess.  Web-site  hos 
ing.  and  commerci; 
domain-name  regii 
tration,  plus  a  setu 
fee  of  S50.  Othf 
deals  include  Eaitl  . 
link's  S189  small-business  product  called 
Network  Website  Inc..  wliich  includ« 
Web-site  setup,  hosting,  software  for  d( 
signing  "\\  eb  pages,  and  a  300-page  hov 
to  manual. 

Finding  the  right  isP.  much  like  fin( 
ing  the  right  office  space  or  the  rigl 
accountant,  can  take  some  serious  con 
paiison  shopping.  But  it  sm'e  beats  li 
tening  to  busy  signals. 

By  Bronwyn  Fryi 
in  Santa  Cruz,  Cali 


More  information  on  this  story  can  be  found  in  B 
Plus!  at  www.businessweek.com  or  on  Americ 
Online  at  keyword:  BW  Enterprise. 
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Time-Criti 

Guaranteed  Emergency  Service 


The  Hi^  ' Service  Dimension 
In  LTL  Transportation 

Exclusive  Service. .  .The  fastest  nonstop  routing  direct  to  your  customer's  door,  exclusive  use  of  a 
Roadway  trailer,  one  of  the  largest  expedited  fleets  available,  and  a  dedicated  critical  shipment  coordinator. 

Priority  Service.  .  .Expedited  service  through  our  network  for  on-time  delivery  every  time. 

Each  service  level  is  backed  by  a  1 00%  on-time  delivery  guarantee. 

ROADWM 


Call  your  local  service  center 
today  or  Roadway  toll-free  at. 


1$^$^$^  QftOO  www.roadway  com 

~000~»J  vj  v/~  Z7  Oyjyj  rexmail@roadway.com 


WETA 


WASHINOTON  DC  ^ 


iee  Divided  Highways,  a  film  produced  by  Florentine  Films/Hott  Productions  and  WETA,  Washington,  D.C. 
Wednesday,  Oct.  22,  1997  @  9:00  pm  on  PBS.  Sponsored  by  the  employees  of  Roadway  Express 
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My  Cony[)any 


BY  KEVIN  KELLY 


'^z'^^B^iiE  and  equal  op- 
V  We  ziassed  fiiaa- 


DIVERSITY 
RULES 

It  ^ :. .  -as\'  task  for  a  biLsiness  o\\Tier  lo  keep  the 
melting  pot  from  boiling  over 

w 


GRSPES  MD  G*nJD<5£S  ; 

gets  nifare  osEpiies. " 
UHce,  die  eciinic  and  j;v....t. 
STjups  i^rseiy  gF>  tlier  'jwri  war. 
iiL€2i  iHTvatelv  air  tiieir  Susses 
abr-or  tfce  •c-djers.  I  hear.  Older 

p"^7^  aboor  ie  "  .  i-f 

ihfST  T'^cinger  EL  ■ 
pens-  Hisjienks       t.  "  ;■ 
ttes — even  t&>a^  n^jft  di^-. 

fjse  s<HHn!er.t  ts<ey"re  " 

azadi  jet  ariOtter  coini..-^'  i  -  .•. 

ii!E^^3!ed  real 

■we  can'":  afetrd  a  leg&jc  sz^&rs  ic- 1 : 
aud  wvrk  -ail  tiee  kinte.  Ye:  'irrerstv  '1 
i-sf  Ife  fcr  :is.  Ac  "^is;  tsjoaiE;,  I  2f  jred  — 
inzere-TE  ei'nrrfe  grjcjie.  M'jstly.  "sr^e 

Last  Tear,  at  l:~  ur^-'  - 

blei  an  e?ndovtr  har.     •  :  ■ 


-erstv 


ZmeyrsM  Pec 


ir^  ts  an 


jreater  Phoem.v. 

here  life  and  work  connect 


COPA  COUNTY,  INCLUDING  PHOENIX  A  MESA  i  GLENDALE  i  TEMPE  *  SCOTTSDALE  i  CHANDLER 
PEORIA   4  GILBERT   l  AVONDALE    i  SURPRISE    i  GOODYEAR    i  EL   MIRAGE    1  IITTHFIELD  PARK 


ready  to  grow  your  business  and  enh;uice 
lily's  lifestyle,  Greater  Phoenix  is  the  ideal 
Dnnect  with  new  customers,  suppliers 
ids  virtually  ovemigiit. 

tanix  is  a  booming,  $S0+  billion 
lace  driven  by  technology  We  offer  unique 
lities  to  live  a  balanced  life,  build  your 
-;uid  make  a  difference. 

his  is  where  you  can  build  a  billion-dollar 
semiconductor  fab  or  start  up  a 
12-person  software  company 
Here  you  can  design  and 
build  spacecraft,  jet 
engines,  microcon- 
troUei^  or 


software — and  golf,  hike,  swim  oi'  bike  outdooi's — 
all  year  round. 

Its  amazing  how  fast  you  ;uid  your  faniiK'  will 
become  part  of  our  community  Schools,  sports  and 
civic  groups  are  plentiful  and  wide  open  tor  gi-owth. 
Just  ;is  important,  our 
business  community  is 
wide  open.  Your  coiipany 
can  find  a  site,  build, 
hire,  train,  and  manu- 
facture and  sell  here"  f;Lster  than  most  anywhere. 

Worid-le:iding  technologv'  ojmpanies  have  alre;idy 
discovered  the  benefiLs  of  living  and  working  in 
Greater  Phoenix.  They  include  semiconductor  giants 
like  Intel,  Microchip,  Motorola,  aiid  SGS  Thomson; 


aei'ospace  OEMs  AlliedSignal,  Honevwell,  and 
McDonnell  Dougliis  Helicopter; 
and  com|)uterdistribut()i's 
and  maiuifactiirei-sAvnet 
and  Mici'oAge.  ^ 

Ready  to  grow?  Gontact 
Greater  Phoenix  Economic 
Council  at  (602  )  256-7700  ui  l-8()0-421-4"'-i2 

or  visit  our  website  at  ww\v.g|U'C.org.  i 

J^REATER 

Phoenix 

[  wlwre  life  and  u'oik  ] 
V     .iXonnect  ' 
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International 


SAGA  OF  A 
CYBER  DEBACLE 


How  an  .-Vrnerican  in  Tokyo  raised  miilions  for  his  company-and  lost  it  in  a  flaslr 


It  Ls.  ir.  <xl  respects,  an  improbarjle 
taie.  The  vean  1989.  The  place: 
Th\"jh.  In  the  rnidst  of  a  financial 
bubble,  a  23-year-old  American — a 
srr/yj'j.-'JiMTig  telemarketer  riajwi  Brad 
Eartz — arrives  on  vacation.  Eeiie'.ing 
that  he.  too.  can  become  a  rniilionaire 
arid  .share  in  Japan'.?  beady  prosperity.",  he 
-Stays  oil.  He  teaches  Eriglish.  marries 
a  .Japariese  woman,  arid  later  .scrapes  by 
as  an  importer  of  Arr.encar:  good-. 

Fast-fonvard  to  1995. 
Eanz  i?.  doing  deals 
with  big-name  compa- 
nies and  rurmirig  an  In- 
ternet startup,  fueled 
by  almost  -54  million  ir. 
venture  capital.  By 
1996.  he  has  been  fea- 
tured in  The  ^Yo.' 
Street  JournoJ..  started 
numerou-s  spin-off  ven- 
tures— and  run  throug? 
all  the  money  in  les- 
time  thian  it  takes  mo~\ 
entrepreneurs  to  ■p.-rite 
a  bu.sine.s^  plan. 

How,  you  ask.  car. 
things  move  at  such  a 
breathless  pace?  T?.e 
stars  rrjght  never  aligr. 
iri  such  a  pattern  agair.. 
Bartz's  rapid  rise  and 
drarfiatic  laii  was  helpe^i 
along  by  -Japan's  fren- 
zied econor.'-.y — out  aLs^'. 
by  the  Interr;et  .rr.ariia 
that  gripped  investors, 
the  mystique  s^arround- 
ing  We.stem  kjiowhov,- 
in  -Japan,  and  a  ^-ood 
measure  of  hubris,  .-..rd 
theru  too.  there  wa.^  ar. 
awful  lot  of  cash  a.^-; 
very  little  oversight 
"Insanity."  Eartz  an - 
nriits.  "You  make  a  lo 
of  n^juke-  v/hen  you're 
young  and  dumb."  His 
E-mail  handle.  "Cow- 
boy." .says  a  lot. 

When  Bartz  decided 
to  pursue  his  iortuiie  in 

EMT  24  .'iZl^  -J- 


.Japan.  he  rTiew  he  was  shon  on  e.xpe-    and  .Srriith  ran  the  business  out 
hence.  So  he  teamed  up  with  another    Bartz's  cheap  rented  house  in  Qiiba.  ' 
e?qjatriate.  -Jay  Snaith,  then  a  28-year-old    hour  from  Tolrvo.  In  1993,  Eartz  got 
Harv  ard  iSBA  who  had  done  some  man-    first  inspiration.  While  struggling  to 
agernent  consulting.  ENTREPRENEURS     ^^li^tomers  Metamorph 

search-engine  program 


In  1990.  the  duo  stan- 
ed  Trade  Balance  Inc..  a  New  .Jersey- 
based  c-ompany  exportirig  a  mishtmash  of 
products  to  -Japari — ever.thirig  fromi  pa- 
tio furniture  to  Washington  State  wine 
■    .-of.ware.  Bartz.       7.iie  Tornoko. 


WHEN  THE  SOLUTION  TURNS  OUT  TO  BE  THE  PROBLEM 

Tokyo-ho..i>^d  Iatern.fi  A' '-t----^  C^nUr.  'nanxhAd  btj  -I'lo 
and  Brad  Bartz.  flea:  fi  vjh.  and  fellfa.'st.  Many  of  Us  u  .  ^ 

directly  fm in  strategies  that  initially  prood  swxes.'ijaL 

In  the  hegi.nniri/j  In  fh^  (-rid 

BARTER  S".-   ■   e:  :al,  c,"         e~  nim  in  a 

5;     -■-'■:-/:   -    ^  e  las'  "low  crisis 


HIRING 


...but  later,  he  came  to 
distrust  their  abilities 


DIVERSIFICATION 


ning 
:  nto 


ATTRACTING  CASH 

-fus  t' 


...but  with  each  new  venture, 
the  company  lost  focus 

..but  it  also  let  him  spend 

:h  abandon,  ignoring 
■  -  ancial  controls 


he  noticed  that  information-.star\-ed  < ' 
patriate  American  execs  were  far  m(  i 
interested  in  the  English-language 
ports  in  his  demo.  .So  Eartz  craft 
deals  with  about  20  information  p:  ai 
nders  to  put  Englii  i- 
lariguage  news  and 
f-  rrnation  about  -Jap 
:   an  online  buUe 
ooard.  Later,  to  crei 
a  customer  base.  Ba 
offered  members  of  i 
American  Chamber 
Commerce  free  bullet 
board  and  E-maD  si 
\ic-e.  Then  Bartz  .set 
work  persuadirig  ma. 
businesses  to  advert 
online.  Coca-Cola  -Jap 
for  e.xample.  paid 
initial  -SIO.OOO  to  shol 
case  its  logo.  accordi|i 
to  Eartz. 

Along  the  way,  Ea  : 
made  many  a  cold  caT 
with  some  measure 
.success,  ilasaru  iloi 
■"--r.    president,  m 
;;-man.  of  Cornp 
•Jcr.ari.  says  he  was  i  ^ 
pressed  enough  to  gi 
Bartz  an  old  serrer  a 
some  used  computers, 
tried  to  help  because  ( 
was  aggressive  enou  f 
to  trj'  to  start  a  bu 
ness."  sa}"5  Morai 
though,  f>erhaps,  sod  i 
times  he  is  a  bit 
aggresLsive."  Out  of  gr  t 
itude.  Bartz  gave  Co 
paq  free  advertising. 

One  deal  led  to  J 
other.  Throiigh  Mor 
Bartz  rnet  the  preskk 
of  NTT  PC  Communi 
tions.  a  subsidiary' 


pon  Telegraph  &  Telephone,  Japan's 
est  telecom  company,  which  wanted 
ut  bid  specifications  for  its  projects 
le — in  English.  "We  were  not  quick 
igh  to  implement  smaller  market- 
ideas  for  the  Enghsh-speaking  com- 
ity," says  Takayuki  Uehara,  an  ex- 
ive  manager  at  ntt  pc.  In  Januaiy. 
I,  NTT  PC  worked  out  a  deal  that 
;  Baitz  space  on  its  server  so  he 
i  operate  as  one  of  Japan's  fii'st  filli- 
ped Internet  service  providers  (isPs). 
etum,  Bartz  agreed  to  give  ntt  PC  a 
e  of  subscription  revenues.  "We  had 
it  a  dollar  in  our  pocket  when  we 
ed,"  Bartz  recalls. 
R  BUDDIES.  Bartz  often  bartered 
y  his  company's  services,  even  get- 

300  cases  of  beer  from  Budweiser 
setting  up  a  Web  site.  Of  course, 
didn't  do  much  for  cash  flow.  But  fi- 
;es  didn't  stay  shaky  for  long.  At  a 
party  in  April,  1995,  Bartz  met 
ipbell  Gunn,  a  Scottish  ventui'e  cap- 
st  running  a  Japanese  investment 
I  for  privately  held  Tiedemann  In- 
ment  Group.  Tiedemann  is  a  New 
c-based  firm  whose  general  partner, 

Tiedemann,  67,  is  a  former  presi- 
]  of  Donaldson  Lufkin  &  Jenrette. 
1  a  clink  of  beer  bottles,  Gunn,  a 
)f  a  cowboy  himself,  vowed  he  would 
st  Tiedemann's  funds  in  Bartz's  on- 
service.  Much  to  Bartz's  suiprise, 
n  later  made  good  on  his  promise, 
lin  a  few  months,  Gunn  had  com- 
ed  the  Japan  fund  to  investing  327 
lon  yen,  about  $3.8  million  at  the 
',  in  Bartz's  business  in  exchange 
a  22%  stake  in  the  com- 
y.  Thus,  Internet 
ess  Center  (lAC) 
bom — and  the  real 
ness  began. 

cham- 
Bartz, 
fancier 


with  people  none  of  whom  had  any  real 
full-time  business-management  experi- 
ence," Smith  says.  "It  was  just  temble." 

Perhaps  their  most  foolish  move  was 
lAC's  March,  1996,  purchase  of  Tokyo 
Journal,  an  improfitable  16-yeai-old  Eng- 
lish-language magazine.  Simon  Mansfield, 
Bartz's  pal  and  right-hand  man,  who  ne- 
gotiated the  deal,  so  ahenated  employees 
that  most  quit  en  masse,  including  the 
editor-in-chief.  Bartz  installed  his  cousin, 
a  journalist,  in  his  place  and  tried  to  get 
by  with  lAC's  existing  sales  staff  and  ed- 
itorial employees  from  Japan  Press  Net- 


vestment  fiiTn,  remains  on  lAC's  board. 
He  concedes  "it  was  probably  a  mis- 
take" to  fund  lAC  rather  than  a  rival 
ISP.  "I  should  take  Brad  out  behind  a 
shed  and  kick  him,"  he  adds. 

By  June,  1996,  Bartz  had  plowed 
through  all  the  seed  capital,  and  the 
workjjlace  was  life  with  infighting.  Even 
the  neophyte  managers  sensed  some- 
thing was  wi-ong.  Desperate,  Baitz  went 
prospecting  for  new  investors  in  Los 
Angeles.  Having  no  success  there.  Smith 
flew  to  New  York,  where  he  persuaded 
Tiedemann  to  part  with  $600,000  more 
on  the  gi'ounds  that 
funds  were  needed 
because  of  the  pur- 
chase of  Tokyo  Jour- 
nal. Also,  lAC  expect- 
ed momentiun  fi-om  a 
deal  with  IBM  to  bun- 
dle lAC  software  with 
300,000  computers, 
agreeing  to  pay 
about  $300,000  for 
that  nonexclusive 
j)rivilege,  Bartz  says. 
Tiedemann  officials  in 
New  York  declined 
to  comment  publicly 
on  any  aspect  of  the 
two  lAC  investments. 
By  October,  1996, 


an  mi- 


;t  was  like 
ae,"  recalls 
moved  to 
and  leased 
ed  car.  The  partners 
1  a  thousand  tangential 
ures,  launching  a  Web- 
design  business,  a  Web 
■design  training  pro- 
n,  an  Internet  cafe,  and 
m  Press  Network,  a 
inology  and  automotive 
s  service.  "We  were  just  throwing 
f  at  the  wall  to  see  what  would 
c,"  Bartz  admits.  To  staff  their  mul- 
'  ventui-es,  Bartz  says,  lAC  hired  55 
)le  in  six  months,  with  managers' 
lal  salai-ies  starting  at  a  hefty  7  mil- 
yen  (about  $82,000  at  the  time). 
z  threw  big  parties,  helped  along  by 
bartered  Bud. 

ut  beneath  the  flash,  problems  were 
ring.  For  one,  Bartz  routinely  hh'ed 
young  and  inexperienced,  including 
i  friends  and  relatives.  "We  started 


The  partners  went  on  a  hiring  binge 
and  spun  out  a  slew  of  tangential 
ventures.  "We  were  just 
throwing  stuff  at  the  wall  to  see 
what  would  stick/'  says  Bartz 


work.  But  reporters  balked 
at  the  extra  work,  and  the 
sales  team  ignored  dead- 
lines and  sent  production 
costs  soaring. 

To  keep  things  going, 
the  partners  relentlessly 
pursued  new  deals  and  capi- 
tal. Among  others,  they  talked  to  Amer- 
ican Insurance  Group,  which  examined 
lAC's  books  but  didn't  bite. 

"Because  we  were  focusing  on  in- 
vestors, we  let  the  wheel  go,"  concedes 
Bartz.  Sadly,  his  backers  apparently 
didn't  rein  him  in  either  "iac  tyj^ified 
the  crest  of  the  Internet's  popularity  in 
Japan,  when  people  invested  millions 
without  holding  the  investees  account- 
able," says  rival  Net-service  provider 
Terrie  Lloyd,  publisher  of  Computing 
Japan.  Gunn,  who  left  Tiedemann  at 
the  end  of  1995  and  joined  another  in- 


the  $600,000  was  gone,  too.  Bills  mount- 
ed, and  the  partners  scrambled  to  re- 
stiucture.  Today,  little  remains  of  the 
old  IAC.  Gone  are  the  Web-training  pro- 
gi'am,  bulletin-board  services,  and  In- 
ternet cafe.  Japan  Press  Network  con- 
tinues in  name  only,  and  the  isp  limps 
along.  Budweiser  took  its  Web  business 
elsewhere,  but  Bartz  claims  to  still  have 
about  10  Web  clients.  More  than  half 
of  I  Ac's  staff  has  quit  or  been  flred. 
Tokyo  Journal  closed  on  July  19. 

As  Bartz  and  Smith  try  to  regi'oup 
and  raise  new  capital,  critics  doubt 
they've  learned  their  lesson.  The  part- 
ners swear  they  won't  make  the  same 
mistakes  again,  adding:  "We  certainly 
will  make  different  mistakes."  The 
question  is,  will  investors  give  them  a 
chance? 

By  Tanya  Clark  in  Tokyo  and  Edith 
Hill  Updike  in  New  York 
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Sure  our  computers  con  ri 
a  billion  dollar  multinotion 

But  con  they  run  a  neighbi 


Assisting  customers  to  achieve  worldwide  presence 
is  one  thing.  But  helping  a  neighborhood  pizzeria  ship  deep- 
dish  pies  all  across  the  country,  now  that's  a  real  challenge. 
This  is  the  puzzle  Compaq  faced  when  we  undertook  the 
job  of  bringing  Lou  Malnati's  Priority  Pizza  business  out  of 
the  pa  per-and-pencil  age  and  into  the  computer  age. 

Our  challenge  was  to  set  up  a  cost-effective  order- 
processing  system  appropriate  tor  a  small  business,  one 
that  could  grow  along  with  America's  insatiable  desire 
for  a  better  pizza.  To  accomplish  this,  Compaq  and  Data 
Connections  (a  local  reseller)  custcjmized  a  computer 
system  that  helped  Lou  Malnati's  speed  up  their  turn- 
around time  on  orders,  while  providiniJ  the  latitude  to 
accommodate  fluctuating  seasonal  demands.  In  addition, 
the  system  could  also  send  out  reminders  to  Lou's  key 
customers,  while  managing  payroll  and  developing 
creative  materials. 

The  return  on  this  investment  was  realized  in 
the  first  vear.  Lou  Malnati's  saw  their  orders  grow 
25%,  allowing  them  to  move  their  business  from 
a  house  to  a  larger  office  space.  But  if  you  really 
want  to  experience  firsthaml  how  effecti\e  Compaq's 
small  business  solutions  can  be,  preheat  your  oven  to  350" 
and  call  1-800-LOU-TO-GO.  For  your  local  reseller, 
visit  www.compaq.com/smb.  For  additional  informa- 
tion, call  1-800-869-6875  and  learn  what  Compaq 
can  do  for  you  over  pepperoni  antl  anchovies. 


COMPAQ 


ENTERPRISE 


At  Your  Service 


TA/£A0C  COMPANY 


i 


KIDDIE  CARE  DOESN'T 
HAVE  TO  BREAK  THE  BANK 

In  fact,  helping  workers  with  family  commitments  can  pay  big  dividends 


For  Paula  J.  Todd,  the  president  and 
founder  of  a  busy  employment 
agency  in  San  Francisco,  a  key  to 
smooth  office  operations  is  making  siu"e 
that  employees  can  work  when  their 
child-care  ai-rangements  don't. 

Over  the  past  four  years,  Todd  has 
seen  a  blos^^oming  of  new  parents  at 
Innovations  F'ersonnel  Sei-vices  Inc.  To- 
day, about  ha'f  the  company's 


20  workers  h.  ve  young  chil 
dren — includinu  the  boss.  And 
while  Todd  delights  in  these  kids,  she 
concedes  that  they've  created  a  little 
problem:  sudde;-  i'mployee  absences 


children  of  area  employers  when  their 
regular  airangements  fall  thi'ough.  Todd 
pays  $2,500  a  year  to  resen-e  20  uses  of 
the  center,  set  up  by  ChildrenFirst  Inc., 
a  Boston-based  company  that  is  increas- 
ingly tiying  to  interest  small  businesses 
in  its  services.  "I  weighed  the  cost  and 
thought:  'What  a  wondeiful  opportunity 
to  give  my  staff,  so  that  if  something 
gl^p^QYEE     happens  they  don't  have  to 


BENEFITS 


when  the  nanny  i 
pected  events  wr'  a 
care  plans. 

About  a  year  ag- 
solution.  She  joined 
care  center  located  ; 
fi'om  her  office  that 


ick  or  other  unex- 
havoc  on  ehild- 

Todd  hit  upon  a 
i  "backup"  child- 
M)ut  three  blocks 
rovides  care  for 


stay  home,' "  says  Todd. 
Many  small  employers  re- 
ject out  of  hand  the  idea  of  helping  with 
child  care,  envisioning  huge  expenses, 
such  as  the  often  hefty  startup  and  op- 
erating costs  of  an  on-site  center.  But 
there  are  a  number  of  relatively  ouch- 
ft'ee  options  that  can  be  offered,  fj-om 
backup  care  to  child-care  information 
services  to  gi-eater  scheduling  flexibihty. 

At  the  Maine  Antique  Digest  Inc.  in 
Waldoboro,  Me.,  for  example,  employ- 


ees with  children  in  full-time  or  aft 
school  child  care  can  receive  subsidies 
up  to  $50  a  week  to  help  defi-ay  co; 
The  progi'am  costs  the  company,  whjy 
employs  20  people,  between  $6,000  ; 
$7,000  a  yeai'  and  has  worked  as  a  gi- 
morale  booster.  "This  symbolizes  t 
managers  of  the  company  putting  th 
money  where  theii*  mouth  is,"  says  Bi  ■ 
ness  Manager  Sarah  E.  McCleaiy,  w 
is  reimbursed  about  $160  monthly 
the  sitter  who  watches  her  daught 
before  and  after  school  one  day  a  we. 
"They  say  families  are  important  a 
they  back  it  up." 

Sallie  C.  Creel,  who  owns  four  Thri 
Rent-a-CarSystem  Inc.  outlets  in  t 
Birmingham  (Ala.)  area,  with  44  ej 
ployees,  stiives  whenever  possible  to  I 
fer  flexible  scheduling  to  employees  w  >■ 
pressing  family  needs.  Over  the  yea  i 
she  has  done  everything  from  allowifl 
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loyees  to  take  off  a  few  hours  for 
nt-teacher  meetings  to  permitting 
\  to  cut  back  to  pait-time  hom-s.  The 
in  is  cost-fi-ee,  says  Creel,  although  it 
lead  to  scheduling  heartburn  at 
s.  But  the  advantage  is  huge:  an 
:y  to  recniit  and  retain  a  band  of 
ted  and  hardworking  employees  in  a 
•  mai-ket  so  tight  that  the  latest  local 
(iployment  figure  was  just  2.6%.  A 
in  point  is  pubhc  relations  dii-ector 
0.  Christopher,  a  mothei'  of  two. 
ing  started  as  a  full-time  worker 
yeai's  ago,  Chiistopher 
puts  in  about  20  hours 
ek,  some  of  it  at  home, 
el  that  I  am  more  ded- 
d,  more  passionate  than 
!one  who  just  shows  up 
the  job,"  she  says, 
fig  that  if  not  for  the 
jany's  flexibility,  she 
d  choose  to  be  a  stay- 
)me  mom. 

)metimes  all  employees 
I  is  help  locating  the 
t  child-care  program. 

formerly  Work/Family 
ctions  Inc.,  a  boston- 
d  company  that  helps 
;ly  larger  businesses 

work  and  personal-life 
!S,  has  in  the  past  18 
ths  made  a  resource 
referral  service  avail- 
to  employees  of  small- 
ompanies.  A  call  to  a 
Tee  number  can  pro- 
the  employee  with 
ything  from  referrals 
cal  child-care  progi'ams 

vacancies  to  counsel- 
)n  parenting  issues  and 
le  on  eldercare  matters 
e).  The  fee  to  the  em- 
ir varies,  depending  on 

often  employees  tap 
service,  but  typically 
5  $25  to  $30  per  em- 
96  annually. 

E-SHARE.  One  kind  of 
ly-friendly  policy  can 

result  in  savings  for  a 
pany.  At  the  Bigelow 
oratory  for  Ocean  Sci- 
s,  a  small  not-for-profit 
arch  organization  in 
t  Boothbay  Harbor, 
employees  can  set 
3  up  to  $5,000  of  their 
3s  yearly  in  an  employ- 
)onsored  account  to  pay 
jHgible  child-  or  other 
ly-care  expenses.  Un- 

these  iRS-authorized 
lendent-care  assistance 
s,"  employees  are  not 
d  on  the  income  desig- 
d  for  family  care.  One 


thing  to  remember:  Reimbursements 
can  be  made  only  for  licensed,  on-the- 
books  child-care  providers.  The  employ- 
er, meanwhile,  is  able  to  waive  the 
7.65%  Social  Security  and  Medicare  tax 
on  the  employee  set-aside.  With  about 
seven  employees  using  the  progi'am  for 
an  average  of  $2,000  each  annually, 
Bigelow  saves  about  $1,070  a  year  in 
taxes  while  spending  almost  nothing  on 
the  progi'am,  says  Victoria  W.  Reinecke, 
a  financial  assistant  at  Bigelow. 

Some  employers  have  hit  upon  solu- 


WHERE  TO  GO  FOR  CHILD  CARE 

To  find  a  nonprofit  ctiild-care  information  service  in 
your  community: 

CHILD  CARE  AWARE 

2116  Campus  Drive  S.E.,  Rochester,  Minn.  55904 
800  424-2246,  E-mail:  hn6125@handsnet.org 

To  learn  wfiat  other  companies  are  doing: 
FAMILIES  &  WORK  INSTITUTE 

330  Seventh  Ave.,  14th  Floor,  New  York,  N.Y.  10001 
212  465-2044,  www.familiesandwork.org. 

For  information  on  specific  options  and  ways  business  can 
fielp  programs  in  their  communities: 

CHILD  CARE  ACTION  CAMPAIGN 

Dept.  B,  330  Seventh  Ave.,  New  York,  N.Y.  10001 
E-mail:  hn5746@handsnet.org. 

To  get  details  on  using  workplace  flexibility  as  a  solution: 
NEW  WAYS  TO  WORK 

785  Market  St.,  Suite  950,  San  Francisco,  Calif.  94103 
415  995-9860,  E-mail:  info@nww.org,  www.nww.org 

For  information  on  what  companies  do  to  assist  employees 
who  work  unconventional  hours: 


tions  by  sharing  child-care  costs  with 
others.  In  Louisville,  Colo.,  The  Work 
Options  Group  Inc.  sets  up  consortiums 
of  employers  that  wish  to  pool  resources 
to  pay  l^or  or  subsidize  child-care  ser- 
vices ranging  from  resource  and  refeiTal 
progi-ams  to  emergency  child  care.  One 
of  its  clients,  law  firm  Chiisman,  Bynum 
&  Johnson,  belongs  to  the  Boulder  De- 
pendent Care  Assn.,  one  of  seven  con- 
sortiums Work  Options  has  established 
in  four  states.  Chrisman  paid  a  $350 
initial  fee  to  join  the  group  and  is 
charged  an  additional  year- 
ly fee  of  $21.25  per  em- 
ployee— or  $1,700 — to  con- 
tinue its  membership. 

In  return,  the  consortium 
gives  the  firm's  employees 
low-cost  use  of  backup-care 
agencies  that  send  cpr- 
trained  and  background- 
checked  professionals  to 
homes  where  children  are 
sick  or  child  care  has  bro- 
ken down  for  other  rea- 
sons. Gregory  A.  Foraker, 
human  resources  director 
at  the  80-person  firm,  says 
the  service  was  initially 
something  of  a  hard  sell  to 
employees  nervous  about 
letting  a  stranger  care  for 
theii'  kids  at  home.  But  the 
child-care  workers  have 
proved  excellent,  says 
Foraker,  and  the  service 
invaluable  to  Chrisman 
Bynum's  employees. 

Jamie  R.  Nash,  an  ac- 
counts-receivable manager, 
has  used  the  service  sev- 
eral times — most  memo- 
I'ably  on  the  weekday  last 
December  when  her  hus- 
band was  traveling  and 
both  her  three-year-old 
twins  came  down  with  the 
flu.  "This  program  makes 
it  possible  for  me  to  have  a 
career  and  at  the  same 
time  to  be  a  mother,"  says 
Nash. 

Small  businesses  may  as- 
sume that  helping  employ- 
ees with  child  care  is  out 
of  reach.  But  between  the 
push  of  competition  for  em- 
ployees and  the  pull  of 
newly  available  options,  it 
may  be  time  to  think  big. 
By  Pamela  Mendels 
ill  New  York 


"CARE  AROUND  THE  CLOCK" 

U.  S.  Labor  Dept.'s  Women's  Bureau,  200  Constitution  Ave., 
Room  S3005,  Washington,  D.C.  20210 
800  827-5335,  www.dol.gov/dol/wb  (Click  on  "Publications 
available  from  the  Women's  Bureau") 


More  information  on  this  story 
can  be  found  in  BW  Plus!  at 
www.businessweek.com  or  on 
America  Online  at  keyword:  BW 
Enterprise. 
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ENTERPRISE 


Taking  a  little  stress- 
relieving  break  used  to 
be  simple — you'd  put 
your  feet  on  the  desk,  light 
up  a  Lucky,  and  two  min- 
utes later,  you  were  good  to 
go.  Or  maybe  when  you 
worked  for  someone  else, 
you  skipped  out  for  a  bit, 
leaving  a  jacket  on  the 
chair  and  a  spreadsheet  on 
the  screen.  But  does  any 
entrepreneur  have  time  to 
hike  10  blocks  for  a  Frap- 
puccino?  Where  is  the  mod- 
ern two-minute  stress 
buster,  the  break  that  bare- 
ly dents  productivity? 

Glad  you  asked.  It's  on 
the  Web,  where  you  can  find 
"shareware"  sites  that  help 
you  waste  a  few  minutes 
without  becoming  so  en 
gi'ossed  that  a  break 
turns  into  five  hours  of 
Di(ke  Nukem  ^J-D. 
These  dadaist  pi'o- 
gTams,  which  can  be 
downloaded  for  little 
or  no  cost,  even  let 
you  indulge  in  the 
delusion  that  they're 
useful  for  work. 

Wracked  by  a  diffi- 
cult decision?  Don't 
sweat  it!  Ask  a  program 
such  as  Magic  8  Ball,  an 
electronic  rendition  of  the 
fortune-telling  toy  that  an- 
swers yes-or-no  questions, 
(see  table)  Can't  decide 
whether  you  should  fire 
Bob?  Click  on  the  Magic  8 
Ball,  and  the  answer  is  re- 
vealed ("I  say  Yes").  Should 
you  replace  your  Macs  with 
iBMs?  ("Ask  Later").  Should 
you  invest  in  your  brother- 
in-law's  business?  ("No  [ — 
Way  Jose").  You  can 
also  electronically  pre- 
dict the  future  with  I 
Ching,  tarot,  runes,  and 
biorhythms  online 
(www.facade.com).  Shall 
we  reveal  more  time- 
wasting  progi-ams, 
Magic  8-Ball?  ("No 
Doubt"). 

INSTANT  CLICHES.  At  e 

you  stressed  because 
chents  seem  swayed  l)y 
those  loopy  mission 
statements  your  com- 
petitors wiite?  Macin- 
tosh owners  can  spend  a 
few  minutes  with  eMis- 


DOWNTIME 


Woolgathering 
On  the  Web 

Bmm  F0R  n  FEW  mwui  hihutes 


sion  Statement 
(users.aol.com/lampreysys/ 
index.html),  which  genei'ates 
statements  from  randomly 
assembled  business  cliches. 
Just  pi-ess  the  "new  state- 
ment" button,  and  youi-  com- 
pany is  dedicated  to  "Pursu- 
ing enteiprise  restinctiuing 


On-Site  Diversions 

Wfien  it's  time  for  a  break,  check 
out  these  shareware  search 
engines.  They're  loaded  with  enter- 
taining programs  that  can  help 
you  waste  time  productively. 

GAMES  DOMAIN  DIRECT  DOWNLOAD  PAGE 

www.gamesdomain.co.uk/directd/ 
index.html 

ZDNET'S  SOFTWARE  LIBRARY 

www.hotfiles.com 

CNET'S  D0WNL0AD.COM 

www.download.com 


by  iii'st-class 
human  resource  allocation, 
thereby  increasing  the  mar- 
ket strength  of  tliis  business 
segment."  As  a  bonus,  each 
new  statement  elicits  a 
sound  clip  of  a  coiporate 
sycophant  praising  yoiu'  bril- 
liance with  platitudes  like, 
— I  "How  do  you  do  it?"  and 
"I  wish  I'd  thought  of 
that!"  Or,  spice  up  youi" 
business  prose  by  nm- 
ning  it  through  the 
Shannonizer  (ww^'.night 
gai'den.com/shamion.htm). 
It  rewrites  copy  in  the 
style  of  authors  such  as 
Mai'k  Twain  and  Hunter 
S.  Thompson.  Painning 
the  mission  statement 
tlu-ough  the  Shannonizer 
set  to  Dr.  Seuss  pro- 
duced: "Pursuing  enter- 
prise restnicturing  by 
the  light  of  peppennint 
cucumber  sausage-paste 
butter!  Thank  goodness 


I'm  a  pet,  I  do  not  like 
little  bed.  Thank  goodne 
I'm  a  clam  or  a  shame!" 
Well,  some  are  more  ent 
taining  than  others. 

Ready  to  kill  that  ann 
ing  client  or  goldbricking 
employee?  Programs  like 
MacMurder,  Insanity,  anc 
Fnistration  let  you  go  b; 
tic  on  any  pictui-e  with  a 
riety  of  digital  weapons 
Uzi,  a  saber,  or  even  a  cc 
pie.  Just  load  a  photo  of 
your  worst  client  on  the 
computer,  pick  cow  pie, 
and . . .  splat!  All  you  nee( 
a  scanner  and  a  picture, 
imagine  how  flattered  yoi 
client  will  be  when  you  a 
for  a  photo.  You  can  also 
blast  reports  and  E-mail 
messages.  Clever  hacke 
ft'equently  post  new^ 
weapons  to  add  to 
your  arsenal. 
SUDDEN  DEATH.  I 
you've  ignored  o 
warnings  and  arc 
three  hours  into 
Wing,  there's  hel 
Tiu'n  to  a  cheat 
code,  which  tells  > 
how  to  reprogi-am 
games  so  you  can  ha 
unlimited  weapons,  unli 
ited  ammo,  and  unhmited 
lives  (www.thecheatei'sguil 
com).  Take  that,  Loi'd  Va{ 
er!  Now  you  can  zap  the 
Death  Star  and  get  back  • 
work. 

If  you're  worried  you'll 
start  having  too  much  fun 
count  on  Conan  the  Libra 
an  for  a  kick  in  the  pants. 
This  progi'am  uses  your 
computer's  microphone  to 
sense  ambient  noise.  As  tl: 
sound  level  rises,  the  voicd 
of  Arnold  Sehwarzeneggei 
starts  with  a  polite  "Shhh'^ 
If  the  sound  increases, 
Arnold  gi-ad  nates  to  a  lou( 
Austiian-accented,  "Shaat 
op!"  That  ought  to  get  yoi 
back  to  work. 

By  the  way,  how  long 
have  you  been  reading  this 
article? 

By  Roy  Furclig 
in  Baltimo 

IVIore  information  on  this  story  can 
found  at  BW  Plus!  at  www.busine 
week. com  or  on  America  Online 
keyword:  BW  Enterprise. 
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KING  YOUR  HOME  OFFICE  LOOK  MORE  PROFESSIONAL 


Look  bigijer  with  stratecjically-positioned  Office  Dummies.  Amuse  yourself  by  calliriij 
staff  meetings.  Bark  orders.  Send  them  out  Jar  jour  laundry.  It's  not  hke  they'll  talk  back. 


A  Parking  Garage  Gate  reminds  your  clients  that  they're  entering  a  place 
of  business.  Besides,  think  of  the  goodwill  you'll  create  by  vahdating  their  parking  tickets. 


Use  Microprint  one.  The  versatile  paper  that  works  like  a  jewel  in  faxes,  copiers  and  printers. 
Nowyou  don't  have  to  use  ten  kinds  of  paper  Just  one.  The  oneyou'll  feel  right  at  home  with. 


Georgia-Pacific  Papers 

Microprint 


Any  machine... One  Paper.' 


AvaiSabie  at  Staples' 


SMiLlrBUSINESS  OWNERS... 

SAVE  ON  TAXES 
AS  YOU  SAVE 
FOR  RETIREMENT 


I 


Benefit  from  tax- deductible 

contributions.  This  year,  give  your- 
self a  tax  break.  As  the  owner  of  a 
small  business,  you  can  contribute 
to  a  SIMPLE  IRA,  SEP-IRA,  or  Keogh 
plan  to  reduce  your  taxable  income 
and  build  the  retirement  savings  of 
each  participant  in  the  plan. 

T.  Rowe  Price  mutual  funds  can 
make  your  plan  work  harder. 

Your  money  can  v^ork  even  harder  for 
you  when  you  invest  in  100%  no-load 
mutual  funds. 

Put  our  expertise  to  work  for  you. 

Our  knowledgeable  retirement  special- 
ists are  ready  to  help  you  choose  the 
plan  that  best  meets  your  needs. 


Which  retirement  plan  is  right  for 
your  business? 

If  you  want  a  business  retirement  plan  that's 
inexpensive  and  easy  to  set  up,  call  us  for 
information  about  these  options: 

SIMPLE  IRA  SEP-IRA 
Keogh  Plan 

After  you've  contributed  as  much  as  possible 
to  your  business  and  personal  retirement 
plans,  it  may  be  time  to  consider  a  supple- 
mental plan: 

T.  Rowe  Price  No-Load 
Variable  Annuity 

To  help  you  decide  which  plan  is  best  for 
you,  call  for  our  free  brochure.  Retirement 
Solutions  for  Small  Businesses. 


For  more  information  and  a  prospectus,  call  us  today 

1-800-831-1412 


www.  trowcpnce.  com 


Invest  With  Confidence 

T.RoweR'ice 


'The  T.  Rowe  Price  No-LoacI  Variable  Anniiiu  (#V(i021)  is  issued  by  Security  Benefit  Life  Insurance  Company.  In  New  York,  il  |#FSB201  (4-94)  1  is  issued  by  First  SecUlj 
Benefit  Life  Insurance  Company  of  New  York.  White  Pi;iins,  NY,  T.  Rowe  Price  refers  to  the  uiiderhing  portfolios'  investment  m;uiugers  and  the  distributors,  T.  Rowe  Pi3 
Investment  Services.  Inc.;  T.  Rowe  Price  Insurance  Agency,  Inc.;  and  T.  Rowe  Price  Insurance  Agency  of  Texa.s,  Inc.  The  Security  Benefit  Group  of  Companies  ;ind  the  T  Rowe  P' 
comp;uiies  are  not  affiliated.  The  variable  annuity  may  not  be  available  in  all  states.  The  contract  has  limitations.  Call  a  representative  for  costs  and  complete  details  of  the  cover 
Read  the  prospectus  carefully  before  investing.  T.  Rowe  Price  Investment  Services,  Inc..  Distributor  smbo3' 


gal  Affairs 


GATION 


ROYALTY  PAIN 

IR  THE  BIG  OIL  COMPANIES 

idowners  allege  the  industry  paid  for  their  crude  at  an  artificially  low  rate 


any  Mauro  is  the  biggest  oil  baron 
in  the  Lone  Star  state.  As  commis- 
sioner of  the  Texas  General  Land 
•e,  he  presides  over  a  20  million 
empire  of  state-owned  property 
gushed  $45  million  in  oil  royalties 
year. 

at  in  1995,  Mauro  concluded  that 
companies  buying  the  vast  majority 
lat  oil  were  shortchang- 
him.  By  basing  royalty 
nents  on  artificially  low 
•ket"  prices,  the  compa- 
were  cheating  Texas  out 
'ns  of  millions  of  dollars, 
ra  decided.  So  he  sued  for 
ch  of  contract.  "When  I 
for  office,  the  fii'st  thing 

look  at  is  how  have  I 
I  managing  the  public 
5.  If  I'm  not  getting  the 
t  price  for  oil,  I'm  dead 
;,"  says  Mauro,  who  is  ex- 
ed  to  run  for  governor 

year. 

JK  EYE.  Mauro  is  not  the 
one  who  feels  cheated.  A 
zing  number  of  public  and 
ate  landowners  are  mak- 
similar  claims  and  pres- 
ng  the  oil  industry  to 


HIGH  NOON 
IN  TEXAS: 
MAURO 
WANTS  A 
PAYBACK  , 

make  good  on  years  of  alleged  under- 
payments— a  development  that  could 
cost  the  industry  billions  of  dollars  and 
give  it  a  public-relations  black  eye. 
"They  were  just  ripping  off  the  Ameri- 
can people,"  says  U.  S.  Representative 
Carolyn  B.  Maloney  (D-N.Y.),  the  rank- 
ing minority  member  of  the  Government 
ReforTn  Oversight  Committee. 


Under  Attack  From  All  Sides 

Royalty  owners  of  many  stripes,  from  Indian  tribes  to 
individuals,  are  seeking  millions  in  compensation 


FEDERAL 


STATE 


PRIVATE 


The  Interior  Dept.  late  last  year  billed  nine 
companies  nearly  $400  million  for  unpaid  oil  royal- 
ties on  federally  owned  land — and  the  agency  has 
plans  to  seek  more  money. 

Texas  is  suing  eight  oil  companies,  and  several  other 
states  are  considering  similar  suits.  Additionally,  a 
handful  of  Indian  tribes  and  county  governments  are 
making  claims. 

At  least  seven  class-actions  against  the  indus- 
try have  been  filed  on  behalf  of  private  landowners 
over  the  past  two  years. 

DATA:  BUSINESS  WEEK 


Over  the  past  10  months,  the  Interior 
Dept.'s  Minerals  Management  Service 
has  slapped  Royal  Dutch  Shell,  Oryx 
Energy,  Unocal,  and  six  other  major  oil 
companies  with  bills  for  neai'ly  $400  mil- 
lion for  royalty  underpayments — and 
the  agency  plans  to  send  out  more. 
While  MMS  declines  to  estimate  how 
much  is  owed  the  federal  government 
for  underpayments,  the  Washington 
watchdog  gi'oup  Project  on  Government 
Oversight  estimates  that  it  could  be  as 
much  as  $3  billion.  All  of  the  compa- 
nies are  fighting  the  bills,  maintaining 
that  there  has  been  no  underpayment. 
But  Interior  is  girding  for  war.  Souixes 
inside  and  outside  government  say  the 
agency  has  asked  the  Justice  Dept.  to 
investigate  whether  any  of  the  compa- 
nies with  federal  oil  leases  deliberately 
broke  the  law.  Justice  officials  declined 
to  comment. 

EPIDEMIC.  Following  the  lead  of  Texas, 
at  least  seven  states  are  investigating 
whether  they  were  ripped  off  by  the 
oil  companies,  including  Alabama,  New 
Mexico,  Oklahoma,  and  Wyoming.  Mean- 
while, Colorado,  Montana,  and  other 
states  are  checking  into  whether  artifi- 
cially low-priced  oil  purchases  helped 
some  members  of  the  industiy  escape 
taxes.  To  top  it  all  off,  private  landown- 
ers  have  filed  at  least  seven 
class  actions.  "In  the  last  two 
years,  the  underpayment  is- 
sue has  grown  to  epidemic 
proportions,"  says  James  L. 
Stafford,  president  of  the  Na- 
tional Association  of  Royalty 
Owners  in  Ada,  Okla. 

All  of  these  gi'oups  have  ba- 
sically the  same  complaint:  that 
the  "posted  price"  used  to  de- 
teiinine  payments  to  landown- 
ers is  generally  3%  to  10%  be- 
low market  value.  In  fact,  in 
the  Texas  case,  attorneys  have 
evidence  indicating  that  short- 
ly after  purchase,  the  sub- 
sidiary of  the  company  that 
buys  the  oil  frequently  turns 
aroiuid  and  sells  it  at  a  hefty 
markup,  says  H.  Lee  Godfrey, 
a  Houston  attorney.  To  put  an 
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TRUST     DISTRESS.     FINALLY;  A 
BUSINESS   NEWS  SHOW  THAT 
FEELS  LIKE  BUSINESS.  INTRIGUE. 


Stories  of  immense  power,  fortune  and 
risk.  Stories  brought  to  life  like  never 
before  —  from  the  perspective  of  the 
people  behind  them.  Join  host  Sheilah  Kast  for  TV's  most 
compelling,  in-depth  business  news  analysis.  Watch  for 
"This  Week  in  Business"  on  public  television. 


In  Business 


Prddgced  by  WETA/Washington,  D.C,  in  association  with 

\i  feusinessWeek 


Legal  Affairs 


end  to  this  practice,  the  mms  in 
proposed  a  new  system  that  will  re 
royalty  payments  on  federal  lands 
based  on  the  price  of  oil  on  the 
York  Mercantile  Exchange  (nyme>] 
change  that  could  boost  the  Indus] 
long-tenn  costs. 

The  cmrent  wave  of  oil  royalty 
gation  was  prompted,  in  large  pari' 
eye-popping  judgments  against  thi 
dustiy.  In  1992,  for  example,  the  sta^ 
California  received  a  settlement  of 
million  from  seven  large  oil  comp 
after  a  two-decade  struggle.  An 
1994,  Alaska  recovered  $3.7  billion, 
fore  these  successes,  many  sm 
landowTiers  had  been  fearful  of  the 
of  litigating  a  royalty  case,  which 
volves  exhuming  old  documents  anc 
calculating  thousands  of  royalty  ] 
ments.  But  now,  new  classes  of  litig. 
are  out  for  blood.  "I  honestly  bel 
that  the  oil  companies'  liability  is 
starting,"  says  Danielle  Brian,  ex 
tive  dii'ector  of  the  Project  on  Govi 
ment  Oversight. 
RIPOSTE.  The  industiy  is  fighting  \ 
hard.  "We  believe  that  the  royalty  \ 
ments  have  been  ajipropriate  and 
the  issues  will  be  resolved  appropri 
ly,"  says  Unocal  spokesman  David  ( 
cia  in  El  Segimdo,  Calif.  The  big 
companies  declined  co  discuss  the  i 
any  further,  citing  cuiTent  litigation 

The  industry  has  at  least  one  str 
legal  weapon  on  its  side:  Statutes 
hmitations  will  bar  the  vast  majorit;! 
claims  dating  to  before  the  1990s.  A 
result,  says  John  D.  Hei-vey,  oU  tnduj 
analyst  for  Donaldson,  Lufkin  &  J 
rette  Securities  Corp.,  companies 
escape  a  major  hit.  "At  the  end  of 
day,  I  would  assume  they  are  goin^ 
have  some  habihty.  But  even  if  it 
few  bilhon  dollars,  that  is  not  a  m£ 
amount  spread  across  the  entire  ind 
try — especially  since  I  think  the  si 
total  will  be  a  lower  number"  j 

There  are  signs  that  some  play! 
may  be  anxious  to  put  this  problemj 
rest.  In  May,  Mobil  Oil  Corp.  amioim ; 
a  global  settlement  with  private  royij 
owmers  for  .$15  million — though  att^ 
neys  for  plaintiffs  not  involved  in  . 
talks  have  said  the  deal  lets  Mobil 
too  easily  and  are  threatening  to  ui 
it.  Chevron  Corp..  meanw'hile,  recen 
reached  a  prehminary  settlement  w 
the  state  of  Texas  in  w^hich  it  agi-eed 
pay  $17.5  million  and  peg  futm-e  roya 
pa\Tnents  to  nymex  prices.  That's  gi 
news  for  Mauro's  next  election  eff 
and  a  big  step  for  Big  Oil  in  putti 
this  mess  behind  it. 

By  Mike  France  in  New  York,  w 
Gary  McWilliams  in  Houston 
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The  Telecom  interactive  97  Forum  and 
Exhibition  is  ready  for  take  off. 

The  International  Telecommunication 
Union  (ITU)  offers  the  first  authoritative, 
truly  global  overview  of  the  vast,  chal- 
lenging marketplace  for  interactive  and 
multimedia  services. 

It's  a  unique  opportunity  to  showcase 
products  and  services,  study  trends  and 
developments,  and  make  the  kind  of 
cross-industry  connections  that  will  dnve 
the  future  of  this  high-energy  sector 


Come  to  Telecom  Interactive  97: 
meet  the  virtual  world. 
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BEING  FAMOUS 

WAS  NEVER  ON  MY  AGENDA' 


el 


Jack  Brennan,  Vanguard's 
self-effacing  No.  2,  will 
take  over  from  the 
legendar>^  John  Bogle 

John  J.  Brennan  has  enjoyed  his 
anonymity.  But  last  November, 
after  becoming  chief  executive  of 
mutual-fund  giant  Vanguard 
Group,  he  discovered  that  privacy  may 
be  a  thing  of  the  past.  WTiile  coaching 
his  young  son's  soccer  team,  Brennan 
was  approached  by  a  player's  mother 
who  had  seen  him  on  a  recent  Wall 
Street  Week  with  Louis  Rukeyser,  his 
first  appearance  there.  "She  said:  'I 
didn't  realize  you  were  that  Jack  Bren- 
nan,' "  he  recalls  with  a  laugh.  "She 
thought  I  was  a  g>Tn  teacher  or  profes- 
sional coach." 

Brennan,  43,  had  best  prepai'e  him- 
self for  more  such  encounters.  For  15 
years,  he  has  labored  in  the  shadow  of 
Vanguard's  founder,  the  legendaiy  .John 
C.  Bogle.  But  Bogle's  poor  health  thinst 
Brennan  center  stage.  Brennan  was 
named  ceo  in  Januan-,  1996.  as  Bogle — 
plagued  since  his  30s  by  cardiac  prob- 
lems— prepared  to  undergo  a  heart 
transplant.  On  Aug.  13,  Brennan's  as- 
cent was  complete:  The  board  gave  him 
the  chauTnanship,  effective  Januaiy.  Al- 
though Bogle,  68,  has  recovered  and  will 
remain  on  the  board  as  "senior  chair- 
man," the  job  of  shepherding  \  anguai"d 
through  the  increasingly  treacherous 
stock  market  now  lies  with  Brennan. 
TAG  TEAM.  The  move  comes  as  no  sui'- 
prise  to  those  who  have  watched  Bogle 
and  Brennan  evolve  into  one  of  the 
most  successful  tag  teams  in  finance. 
The  quintessential  Mr.  Outside,  Bogle 
has  become  an  industry  icon  by  preach- 
ing the  value  of  Vanguai'd's  simple,  low- 
cost  inve.stment  philosophy.  His  assaults 
on  industry'  practices  such  as  heavy  pro- 
motional advertising  and  hefty  fees  have 
garnered  headlines — and  free  market- 
ing— for  Vanguard. 

The  more  self-effacing  Brennan, 
meanwhile,  has  been  Mi-.  Inside.  Shaiing 
little  of  his  mentor's  love  of  controversv. 


^^^^ 


FROM  CEfNTER  STAGE: 
NOW  HE'S  BROADENING 
VANGUARD'S  REACH 

he  has  been  more  interestt  il  ni  i-iuniiriL; 
things.  Brennan  has  overseen  the  rapid 
expansion  of  \'anguar(rs  computers,  cus- 
tomer-senice  systems,  and  other  infi'a- 
stincture  as  its  assets  have  soared  past 
•SoOO  billion.  "Being  famous  was  never 
on  my  agenda."  Brennan  says. 

Can  Brennan  fill  the  aggressive 
Bogle's  shoes?  He  probably  doesn't  need 
to  be  the  tree-shaker  Bogle  has  been. 
Thanks  to  Bogle's  promotional  tactics. 


Vanguard's  image  is  firmly  -«  t.  S:, 
James  S.  Riepe,  managing  director 
rival  T.  Rowe  Price  Associates  Inc.  a 
a  onetime  Bogle  aide:  "Vanguard 
more  than  any  one  person  now." 

That's  one  reason  Brennan  promis 
few  changes  in  a  formula  that  h 
worked  so  well.  Over  the  last  decac 
Vanguard's  low-cost,  high-return  a 
proach  has  helped  it  gain  gi-ound  on  i 
dustiw  leader  Fidelitv  Investment 
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1  now  manages  $552  billion  in  as- 
since  1993,  Vanguard  has  ranked 

among  fund  families, 
e  two  fund  families  couldn't  be  moi-e 
ent  in  style,  fueling  a  fierce  rivab-y 
sen  them.  Vanguard  specializes  in 

ftinds,  which  often  outperform  most 
jly  managed  fimds.  Bogle's  tnim- 
y  of  that  record  has  drawn  scads 
w  investors.  By  conti'ast.  Fidelity 
ly  promotes  its  star  stock-pickers 
big-name  funds.  Though  neither 

nor  Brennan  ever  mention  Fidelity 
ime.  Bogle's  criticism  of  high-cost 
geiiient  clearly  ii"ks  Fidelity. 


JOHN  J.  BRENNAN 


1954,  Boston 


EDUCATION 


AB,  economics,  Dartmouth 
College,  1976;  MBA,  Harvard 
business  school,  1980 


CAREER 


1976-78  New  York  Bank  for 

Savings,  associate 

1980-82  S.C.  Johnson  &  Son, 
planning  associate 

1982-PRESEMI  Vanguard  Group, 
assistant  to  chairman;  CFO  in 
1985;  president  in  1989;  CEO  in 
1996;  will  be  chairman  in  1998 


WHAT  HE'S  NOTED  FOR 


The  longtime  protege  of  Chair- 
man John  Bogle,  Brennan  man- 
aged operations  at  Vanguard 
during  a  period  of  roaring 
growth  through  a  combination 
of  tight  cost  controls  and  savvy 
technology  investments 


FAMILY 


Married  to  Catharine,  a  fellow 
Dartmouth  grad,  for  17  years; 
two  sons  and  a  daughter 


HOBBIES 


Running  marathons 

11,  in  performance  terms,  there's 
doubt  Vanguard's  formula  has 
d  investors  better  of  late.  With  an 
-weighted  average  return  of  97% 
the  past  three  years,  says  retire- 
-plan  consultant  Kanon  Bloch  Car- 
anguard's  U.  S.  stock  funds  rank 
among  the  top  42  fimd  famihes  it 
s.  Fidelity  ranks  a  middhng  21. 
latever  Wall  Street  does,  Bremian 
/es  Vanguard's  commitment  to  low 


costs  is  its  big  edge  in  keeping  retiu'ns 
up.  The  company  does  little  advertising 
and  has  no  network  of  retail  centers  to 
push  its  funds.  So  the  cost  of  running 
Vanguard's  33  actively  managed  stock 
funds  is  only  39^  for  eveiy  $100  invested, 
vs.  an  industry  average  of  $1.42,  says 
research  finn  Morningstar  Inc.  The  dif- 
ference goes  straight  to  investors.  He 
also  intends  to  keep  Vanguai'd  a  major 
foi'ce  in  mutual-fund  index  investing,  a 
notion  Bogle  pioneered.  Vanguard  holds 
65%  of  the  market.  The  low  expenses 
have  paid  off  with  its  bond  ftmds,  where 
retiuTis  ai"e  lower.  Vanguai'd  gi-abbed  one 
of  every  three  dollar's  going 
into  bond  funds  industry- 
wide in  1997's  fo-st  half. 

Still,  if  Brennan  is  stick- 
ing closely  to  Bogle's  pliilos- 
ophy,  he  isn't  letting  Van- 
guard stand  pat.  Wliile 
the  publicity-minded  Bogle 
wooed  individual  investors, 
Brennan  has  concentrated 
on  cbiunming  up  institution- 
al business,  such  as  from 
401(k)  plans.  In  1997's  fh-st 
half.  Vanguard  gained  $20 
billion  in  new  institutional 
money,  bringing  its  total  to 
$120  billion.  Brennan  is  also 
overseeing  attempts  to 
broaden  Vanguard's  reach 
through  financial-planning 
services.  They  were  rolled 
out  in  May,  1996,  although 
Brennan  is  going  slow  in 
promoting  them  until  he's 
siu-e  they  can  deliver  good 
service  at  a  I'easonable  cost. 

Outwardly,  the  soft-spo- 
ken Br-ennan  and  the  booming 
voiced  Bogle  are  differ-ent. 
Yet  the  two  men  have  much 
in  common  fostering  their 
long  r-elationship.  Br-ennan 
is  often  in  the  ofBce  by  6  a.m. 
and  ty]3ically  wor-ks  past  7 
p.m.,  putting  in  six  hour's 
most  Satur-day  mornings. 
Before  his  sur-gei\v,  Bogle 
also  wor'ked  a  heavy  sched- 
ule. Br-ennan  has  followed 
Bogle's  habit  of  wor-king  the 
customer-ser-vice  phone  Unes 
for  an  hour  or  two  per 
week,  to  stay  in  touch. 
Like  Bogle,  Brennan  is  intensely  com- 
petitive. A  marathoner,  he  becomes  jit- 
tery if  he  doesn't  find  time  for  his  mid- 
day 6-  to  10-mile  nm.  His  contribution 
to  Vanguartl's  success  has  been  mostly 
behind  the  scenes.  The  detail-oriented 
Br"ennan  is  known  to  track  closely  such 
figiu'es  as  the  customer-service  r-esponse 
time,  quizzing  employees  on  even  the 
slightest  decline.  He  pushed  hard  to 
r'atchet  up  spending  on  Vanguarxl's  com- 


puter systems:  A  decade  ago,  Vangxrar-d 
spent  r'oughly  7%  of  its  budget  on  tech- 
nology; now,  it's  about  a  thir-d.  That's 
been  crucial  in  smoothly  handling  Van- 
guar'd's  r'apid  gr'owth. 

It's  against  Br-ennan's  natur-e  to  take 
credit  for  any  of  this.  Asked  to  list  his 
accomplishments,  he  insists  he  can't 
think  of  any.  He  contends  that  any 
pr'ogi'ess  is  the  r-esult  of  har"d  wor-k  by 
other  members  of  the  cr-ew.  Brennan  is 
extr-emely  focused  on  company  morale, 
holding  regular-  breakfast  meetings  with 
employees  in  the  cafeter-ia.  Sur-j)r-isingiy, 
he's  also  quite  a  card.  Twice,  he  made 
his  entrance  to  the  annual  Vanguard 
Chr-istmas  cir-eus  for  employees  atop  an 
elephant.  And  to  celebr-ate  the  publica- 
tion of  Bogle's  book  in  1993,  he  had  a 
mock  book  jacket  made  up  bear-ing  such 
r-eview  blur-bs  as  "ZZZZ"  and  "I  couldn't 
keep  my  chin  up." 

NUMBERS  MAN.  One  of  four  children, 
Br-ennan  gr-ew  up  in  Boston,  wher-e  his 
father;  Fr-ancis,  headed  Union  War-ren 
Savings  Bank.  A  degr-ee  in  economics 
fi-om  Dar-tmouth  College  was  followed 
by  an  mba  fr-om  Har-var-d  business 
school,  after  which  Br-ennan  worked  in 
the  planning  department  for  home  prod- 
ucts-maker- S.  C.  Johnson  &  Son  Inc.  in 
Chicago.  But  his  inter-est  lay  in  the  fi- 
nancial mar-kets. 

Enter  Bogle  in  1982,  needing  an  as- 
sistant who  would  be  good  at  opera- 
tions. He  pulled  some  resumes  fr-om 
Harvard.  Too  cheap  to  fiy  Br-ennan  in. 
Bogle  first  had  him  interviewed  by 
phone.  Bogle  was  impr-essed  by  Br-en- 
nan's facility  with  figiu-es  and  hired  him. 
Both  men  carry  reams  of  number-s  in 
their  heads  and  can  instantly  pick  out 
what's  important  from  a  str-eam  of 
financial  data.  The  two  have  remained 
close  ever  since.  When  Bogle  was  wor-k- 
ing full-time,  they  lunched  together 
daily  in  the  cafeter-ia  and  wer-e  in  and 
out  of  each  other-'s  offices  constantly. 

One  of  Br-ennan's  biggest  wor-r-ies  as 
he  goes  for-war-d  without  Bogle:  that  the 
bull  mar-ket  has  given  many  investor-s  a 
false  sense  of  security.  After  working 
the  customer-service  phone  lines  early 
this  year-,  Brennan  says  he  was  un- 
ner-ved  by  the  "lack  of  fear"  he  hear-d  in 
investors'  voices.  He  immediately  had 
the  upcoming  Vanguard  newsletter 
rewritten  to  remind  investor-s  about  in- 
evitable market  declines,  of  which  they 
got  a  taste  in  mid-August. 

The  possibility  of  tur-buleiit  times 
ahead  makes  Br-ennan's  raised  public 
profile  even  more  importani.  "I  think 
he's  going  to  love  it,"  s;'.ys  Hogle.  "Most 
people  who  have  the  drive  to  succeed 
like  to  have  that  )<  -ngnized."  If  so, 
Br-ennan  may  ever.  I: Mil  he  doesn't  mind 
giving  up  some  aniiiix  mity. 

By  Amy  Bai  rrt!  nt  Valley  Forge,  Pa. 
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1992 

SAP  nnroduces  R  3,  client  server 
software  destined  to  change  the  way 
businesses  do  business. 


1996 

R  3  3.1  named  "Technology  of 
the  Year"  bv  Iiuiustry  IMck  magazine. 


1996 

With  the  release  ot'  R  3  3,1  Internet.  SAP 
chantjes  the  world  ot  business,  Aijam. 


1992 

By  making  R  3  Year  2(i(H)-compli 
SAP  solves  the  biggest  problem 
facing  the  computing  world  vear 
before  it's  a  problem. 


rr  r 


Certified  Business  Solutions 


1996 

SAP  addresses  the  unique 
needs  ot  emerging  corporations|(Bi 
with  the  introduction  ot  the 
Cernfied  Business  Solurions  (CBS)  prog 


f 

\ 

1997 

A  record  73' i  customers  go  live 
m  one  month 


1997 

23.ni  Ml  .Motorola  emplo\ees  go  li\e  w  ith 
the  R  '3  HR  and  Pa\roll  applications, 
est.iblishmg  a  foundation  for  managing 
employee  information  worldwide. 


1997 

Reebok  adds  SAP  Retail  to  its 
manufacturing  solution  to  create  a  tr 
streamlined,  global  supply  chain. 


R/3  Implemented 

ineyity-eiglTtdays. 


1994 

SAP  ni.ikcs  headlines  by 
iinplementiiig  R/3  for 

The  Scnitic  Tillies  in  SS  days 


1996 

AeceleidteciSAI'  prot^iam  introdiKcd. 
making  rapid  iinplciiK'ntation  a  reality. 


1995 

SAP  voted  one  ot  the  Top  10  software 
vendors  by  Soflwiiie  Min;d:iiie  3  years  in  a  row. 


■■■■■■■■■■a 
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1995 

SAP  opens  tlie  door  tor  more  eompaiiies 

worldwide  to  work  their  best  witii 
the  release  of  R/3  industry  solutions. 


V 


V 


A  Better  Return  On  hijoitiiolioii\ 


To  get  the  Rill  story  on  how  SAP  can  help  your  business, 
visit  us  at  http://www.sap.com  or  call  1-800-283-1  SAP. 


The  booming  economy  has  even 
made  it  to  Batesville,  Ai'k.  Last 
March,  the  1,400  or  so  work- 
ers at  a  ConAgi'a  Inc.  chicken- 
processing  plant  got  hefty  rais- 
es, amounting  to  17%  over  the 
next  four  years.  And  the  5%  hike  in 
his  new  paycheck  pushed  G.  Ted  Oliver, 
a  27-year  veteran  who  works  at  the 
shipping  dock,  up  to  $8.96  an  hour.  "This 
is  the  best  contract  we've  ever  had," 
says  Oliver,  a  member  of  the  Teamsters. 

But  the  46-year-old  Ai'kansan  is  still 
apprehensive.  He  and  his  co-workers 
have  a  long  way  to  go  to  regain  the 
ground  they  lost  in  the  1990s,  when 
ConAgi'a  dished  out  less  than  inflation 
evei-y  year  Even  after  this  year's  raise, 
Oliver  is  pulling  down  5%  less  in  real 
terms  than  in  1988.  And  he'll  still  be 
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by  demanding  that  the  Atlanta-based 
company  shift  its  growth  away  from 
part-time  jobs  to  better-paying  full-time 
ones.  Like  most  companies,  irps  is  raking 
in  record  profits,  so  its  desire  for  lower 
costs  resonated  less  with  many  Ameri- 
cans today  than  it  might  have  several 
years  ago.  Rather,  the  strike  touched  a 
nerve  with  a  broad  swath  of  the  public 
feeling  a  squeeze  that's  borne  out  by 
statistics.  According  to  the  Commerce 
Dept.,  wages  and  other  compensation  as 
a  percentage  of  national  income  have 
declined  for  four  consecutive  yeai's,  from 
1993  thi'ough  1996,  while  corporate  prof- 
its as  a  share  of  national  income  rose 
sharply  over  the  same  period.  Why, 
many  people  found  themselves  asking, 
are  so  many  being  left  behind  when 
companies  are  doing  so  well? 

  Labor  leaders  jumped  into  the 

fray  wdth  troops  and  strike  funds, 
hoping  the  national  mood,  galva- 
nized as  it  was  by  the  Teamsters' 


SHARING 

Real  wages  are  finally  starting  to 
rise.  Can  this  trend  continue 
without  igniting  inflation?  Yes,  if. . . 


behind  after  the  rest  of  the  raise  kicks 
in.  Meanwliile,  he  has  been  working  9-  to 
10-hour  days  and  six-day  weeks  for  the 
past  tlu-ee  years  and  sells  horse  feed  on 
the  side  to  maintain  liis  income.  His  wife 
works  at  another  ConAgi-a  plant  in  town 
and  sometimes  cleans  offices  to  help  pay 
their  daughter's  college  tuition.  Says 
Ohver:  "We've  been  strapped,  and  we're 
still  not  even  back  to  where  we  were." 

Multiply  Oliver's  story  across  the 
U.S.,  and  you  get  a  fuller  picture  of 
what  many  pundits  call  today's  "golden" 
economy.  After  six  yeai'S  of  growth,  jobs 
are  i)lentiful  and  most  Americans  finally 
are  taking  home  paychecks  that  beat 
inflation.  But  one  yeai*  of  broadly  shared 
prosperity  isn't  nearly  enough  to  make 
up  for  the  two  decades  of  stagnant  Hv- 
ing  standards  weathered  by  the  bottom 
three-quarters  of  Americans. 

The  point  was  driven  home  by  the 
dramatic  15-day  walkout  at  United  Par- 
cel Service  Inc.,  tentatively  settled  on 
Aug.  18  (page  28).  Strikers  garnered  a 
remarkable  amount  of  public  symj^athy 


fight  against  pail-time  work,  would  help 
reignite  support  for  unions  overall.  "Tlie 
growth  needs  to  be  shared  with  all 
those  who  produce  the  wealth,"  says 
Richard  L.  Trumka,  secretary-treasurer 
of  the  AFL-cio.  "If  this  is  the  best  we 
can  expect  from  the  much  heralded  new 
economy,  then  workers  and  their  fami- 
lies are  in  big  trouble." 

It's  true:  The  U.  S.  still  has  a  two- 
tier  economy,  and  many  Americans  are 
stiugghng  to  get  ahead.  Average  wages 
today  remain  lower,  after  adjusting  for 
inflation,  than  theii-  all-time  peak  in  1973. 
A  vast  nuinber  of  people  labor  in  lower- 
skilled,  lower-wage  jobs  that,  like  the 
part-time  UPS  slots,  offer  few  prospects 
for  on-the-job  training  or  advancement. 
Family  incomes,  adjusted  for  inflation, 
have  recovered  just  half  their  losses 
from  prerecession  levels  of  1989.  Heady 
stock  market  gains  j)rimaiTly  benefit  the 
top  25%  of  famihes,  leaving  big-ticket 
items  of  the  American  dream  such  as 
new  homes  and  cai*s  still  out  of  reach  for 
many.  And  while  income  inequality  at 
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last  has  begun  to  naiTow,  the  chasm  be- 
tween top  and  bottom  is  much  wider 
than  it  was  25  years  ago  (charts). 

All  the  more  reason,  then,  to  welcome 
the  fact  that  gi'owth,  after  six  yeai's,  has 
finally  begun  to  penneate  all  layers  of 
the  economy.  Wages  are  now  up  1.4%  in 
real  teiTns  in  the  past  12  months  ended 
in  Jime,  and  unemployment  is  the  lowest 
in  24  years,  making  Americas  job-cre- 
ation the  envy  of  the  world.  At  the  same 
time,  U.  S.  companies  have  become  tough 
global  competitors,  inflation  has  been 


efits  have  gi'own  by  1%  in  the  same  pe- 
riod, so  there's  room  to  catch  up  ■without 
entering  an  inflation-triggering  danger 
zone.  "Modest  wage  gains  can  be  cov- 
ered by  productivity,"  says  Brookings 
Institution  economist  Gaiy  T.  Buitless. 

It's  even  possible  that  the  U.S. 
might  be  able  to  afford  more  substan- 
tial wage  increases  without  igniting  in- 
flation. Official  statistics  show  produc- 
tivity gi'owth  averaging  1%  a  year.  But 
many  experts  believe  that  growth  is 
understated  and  that  productivity 


There's  a  Lot  of  Catching  Up  to  Do 

The  U.S.  still  has  a  two-tier  economy,  and  many  Americans  are 
struggling.  Income  inequality  is  narrowing  nou),  but  the  chasm 
between  top  and  bottom  is  still  under  than  25  years  ago 


schools,  improve  education,  and  ji*' 
make  college  more  affordable.  Until :  0 
most  attempts  to  help  have  seemec^f^ 
tie  more  than  tinkering  at  the  mar;p 
Today's  vibrant  economy,  thoi 
makes  ambitious  efforts  seem  more  t 
sible.  With  profits  hitting  40-year  hi  it* 
more  employers  now  can  afford  to  1  ? 
a  longer  view  and  devote  more 
sources  to  workforce  education.  1 
joblessness  also  gives  Corporate  Ar 
ica  a  powerful  incentive  to  lift  skill 
els  and  to  hire  the  marginal  worl 
they  reject  when  labor  is  abundant 
companies  find  labor  markets  tigh 
ing,  we'll  have  to  invest  a  lot  morfe 
the  education  of  our  employees,"  s  W 
Tuppei-ware  Coi-p.  ceo  W.  L.  Batts,  ■  i 
just  ended  a  teiTn  as  chairman  of 
National  Association  of  Manufacture 


WAGES  ARE  JUST 
STARTING  TO  CLIMB. 


...FAMILY  INCOME 
STILL  UGS... 


AVERAGE  HOUSEHOLD  INCOME, 
IN  1996  DOLLARS 


...INEOUALITY 
REMAINS  HIGH. 


I 


AVERAGE  HOURLY  WAGE, 
IN  1996  DOLLARS 


RATIO  OF  HOURLY  PAY  OF 
TOP  10%  OF  WAGE-EARNER^ 
TO  THE  AVERAGE  WAGE, 
IN  1996  DOLLARS 
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DATA  ECONOMIC  POLICY  INSTITUTE 


quelled,  the  stock  market  is  near  its  all- 
time  high,  consumer  confidence  is  strong, 
and  even  the  government  is  no  longer 
spending  beyond  its  means.  In  such  a 
favorable  environment,  the  economy 
should  be  able  to  tolerate  several  more 
years  of  solid  gi'owth  without  igniting 
infiation.  "We  can  keep  doing  this  for 
four  or  five  years,"  says  NationsBank 
Coip.  chief  economist  Mickey  Levy. 

Real  wage  gi'owth  of  1%  a  year  for 
four  or  five  years  would  go  a  long  way 
toward  redressing  America's  wage  prob- 
lem. It  wouldn't  exactly  be  a  replay  of 
the  gloi-y  days  of  the  1950s  and  1960s, 
when  U.  S.  living  standai'ds  zoomed;  that 
kind  of  progi'ess  was  powered  by  3% 
wage  growth  in  real  terns.  But  modest 
real  wage  gains  of  1%  over  several  yeai"s 
would  at  least  begin  to  make  workers 
whole  again,  biinging  the  symbols  of  the 
good  Ufe — c-ars,  vacations,  homes — with- 
in closer  reach.  Just  as  important,  gains 
at  that  level  would  keep  the  economy 
in  ecjuilibrium.  Since  1990,  productivity 
has  growTi  by  7%,  while  wages  and  ben- 


growth  in  the  high-tech  age,  though 
hard  to  measure,  may  actually  be  as 
high  as  2%.  Real  wage  gains,  then, 
could  also  reach  2%  safely. 

Wliatever  happens  to  productivity,  a 
poweiful  airay  of  downwai'd  pressm-es — 
from  gi'eater  use  of  part-time  and  tem- 
porary workers  to  persistent  dowmsiz- 
ing — is  restraining  pay.  It's  even  possible 
that,  over  the  long  nui,  continued  tight 
labor  markets  might  spur  capital  spend- 
ing and  hence  productivity  gi-owth. 
NO  CASH.  A  steady  course  of  healthy 
gi-owi;h  would  also  help  ease  inecjuality 
and  other  problems  of  stagnation. 
Throughout  the  1990s,  many  experts 
have  advocated  a  wide  range  of  human- 
capital  sti-ategies  to  boost  productivity 
and  help  U.  S.  w^orkers  compete  in  the 
global  economy.  But  imtil  recently,  many 
companies  were  too  woi'ried  about  con- 
trolling costs  to  think  about  major  in- 
vestments in  long-temi  training  and  ed- 
ucation programs  for  employees.  And 
governments  at  all  levels  have  been  too 
strapped  for  cash  to  rebuild  crumbling 


Government,  too,  has  more  resouii  it 
these  days.  President  Clinton's  new  1 
breaks  for  college  are  a  step  towj 
bringing  higher  education  to  the  less 
skilled  wiio  are  largely  shut  out  of  i 
best-paying  jobs.  States  and  cities,  wj 
surpluses  beginning  to  fiow,  may  nj 
begin  spending  more  on  school  refQ 
and  on  efforts  to  link  community  d 
leges  to  small  businesses,  which  oft! 
lack  the  resources  to  keep  their  woiS 
forces  at  globally  competitive  skill  lev(t 
Minneapolis,  for  example,  has  a  rich  ' 
fi-astructure  of  training  progi-ams  a 
incentives  for  workers  and  employf; 
alike.  Now,  with  unemployment  as  l(j 
as  3%,  the  city  is  thriving  (page  TO)., 

But  while  training  and  education 
important,  the  best  ciu"e  for  Ameri( 
ills  is  more  of  today's  decent  gro 
rates.  Only  general  pay  gains,  even  atjl 
modest  1%,  can  begin  to  pull  Americal-' 
out  of  the  ditch  of  the  past  25  years, 
look  at  hourly  wages  shows  how  de 
that  ditch  is.  Ever  since  1973,  wag 
have  fallen  behind  price  hikes  diuing  1 
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as  and  failed  to  make  up  the  loss  in 
eries.  So  paychecks  have  bought 
:  each  new  peak  of  a  business  cycle 
it  the  previous  high  point, 
s  cycle  has  proven  to  be  even 
.  It  has  taken  six  years  for  wages 
3  begin  to  outpace  inflation.  Aver- 
ay  only  made  real  progi-ess  in  the 
eai;  when  it  beat  inflation  by  1.4%, 
ling  to  an  analysis  of  monthly  Cen- 
areau  data  by  the  Economic  PoUcy 
ute  (EPi),  a  Washington,  D.  C, 
tank.  That's  the  second-largest 
in  25  years,  after  1986. 
ivill  take  several  more  years  like 
ine  to  make  up  the  lost  gi'ound. 
0.49  an  hour  on  average,  wages 
;ill  nearly  8%  below  the  all-time 
)f  $11.35  "an  hour,  reached  in  1973, 
inflation  adjustments.  They  won't 

[MARKET  GAINS 
WIDELY  SHARED... 

ARE  OF  HOUSEHOLDS 


OF  STOCK  OWNED  IN  1995* 

-1% 
-4% 


13% 

'% 


55% 


EHOLD  INCOME: 

OR  MORE  $25,000  -$50,000 

$100,000  $15,000  -$25,000 

Mi  $25,000  OR  LESS 

IRECTLY  OR  INDIRECTLY  IN  MUTUAL  FUNDS,  IRA  OR 
DEFINED  CONTRIBUTION  PLANS  SUCH  AS  4Dl(k)s 


gains.  Even  if  true,  however,  the  down- 
wai'd  ti'end  in  real  wages  remains  intact. 

Household  incomes  also  show  weak- 
ness. They  fell  by  5%  in  real  tei'ms  dur- 
ing the  early  1990s  recession,  according 
to  Census  Bureau  figures.  And  they 
slipped  an  additional  2%  dunng  the  fii'st 
few  years  of  what  experts  dubbed  the 
jobless  recovery.  Incomes  began  to  climb 
again  in  1994  as  job  creation  picked  up 
and  families  could  send  more  people  to 
work.  By  1995,  however,  the  latest  year 
available,  the  average  household  still  took 
in  4%,  or  $1,500  a  yeai;  less  than  in  1989. 
"If  we  have  a  recession  before  we  get 
back  to  1989  income  levels,  it  will  be  the 
fii'st  business  cycle  ever  where  families 
have  had  no  gain,"  says  Lariy  Mishel, 
the  EPi's  chief  economist. 

Nor  does  the  roaring  stock  market 

...SO  MANY  STILL  CANT 
AFFORD  TO  BUY  A  HOME... 


lege  economist  Andrew  A.  Samwick.  So 
juicy  market  returns  do  little  for  the 
average  person.  Instead,  they  fatten  the 
wallets  of  the  top  quarter  of  households, 
which  own  82%  of  all  stock,  they  found. 

The  good  news  is  that  despite  the 
markets'  recent  jitters,  the  economy  still 
appears  fundamentally  healthy.  And  a 
host  of  long-term  forces  are  likely  to 


Cover  Story 


keep  pay  pressures  from  exploding. 

One  is  the  relative  avaOabiUty  of  labor, 
even  at  the  ciUTent  4.8%  imemjjloyment. 
When  the  U.  S.  approached  full  employ- 
ment in  the  1950s  and  1960s,  companies 
had  to  compete  for  scarce  workers  at 
eveiT  skill  level.  Today,  nearlv  a  third  of 
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ick  to  1989  levels  for  roughly  thi'ee 
years  at  today's  1.4%  annual 
,h  rate.  It  would  take  five  years  to 
n  to  the  postwar  peak  of  1973. 
wever,  real  wages  may  actually  be 
f  than  officially  stated,  as  the  Pi-es- 
al  commission  that  examined  the 
imer  Price  Index'  ability  to  mea- 
inflation  has  found.  It  deteiTnined 
:he  CPi  consistently  overstated  in- 
1  by  about  one  percentage  point  a 
therefore  understating  real  wage 


change  the  tale.  Wliile  it  may  seem  that 
everyone  has  a  401(k)  nowadays,  many 
Americans  still  own  little  or  no  stock. 
True,  stock  ownership  by  individuals 
has  climbed  steadily  in  the  past  decade. 
But  some  71%  of  households  own  no 
shares  at  all  or  hold  less  than  .$2,000 
worth  in  any  form,  including  mutual 
fimds,  401(k)s,  and  traditional  pensions, 
according  to  a  1996  study  by  Massachu- 
setts Institute  of  Technology  economist 
James  M.  Poterba  and  Dartmouth  Col- 


all  workers  are  stuck  in  lower-skilled 
jobs  paying  less  than  $15,000  a  year,  EPI 
figui'es  show.  So  employers  can  find  plen- 
ty of  eager  applicants  wiUing  to  jump 
ship  and  trade  up  to  fill  well-paying  jobs 
that  don't  requu-e  a  college  degi-ee — a 
categoiy  that,  suiprisingly,  covers  tliree- 
quaitere  of  all  jobs.  Tlie  hitch:  employers 
usually  must  train  them.  "I  see  help- 
wanted  signs  at  McDonald's,  but  I  still 
see  people  trying  to  knock  down  the 
door  at  our  company  for  good-paying 
jobs,"  says  E.  W.  Deavenport  Jr.,  ceo  of 
Eastman  Chemical  Co.,  in  Kingsport, 
Tenn.,  whose  16,000  employees  average 
about  $13  an  hour.  "There's  still  ample 
labor  out  there,  despite  the  labor  cranch 
that  people  have  been  hyi^ing." 

Even  today,  anxious  job-seekers  over- 
whelm any  employer  offering  "good" 
jobs.  In  April,  20,000  applicants  flooded 
the  Los  Angeles  Coimty  Fii-e  Dept.  after 
it  announced  plans  to  liii'e  100  fii-efightere 
a  year  at  $36,000  a  year.  And  last  year, 
moi'e  than  100,000  applicants  bombai-ded 
Michigan's  state  employment  office  after 


Even  today,  eager  job-seekers 
overwhelm  an  employer 
^  ^  offering  good  wages.  In 
April,  20,000  applied  for  100 
>s  as  firefighters  in  Los  Angeles 
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-  ^  In  prior  business  cycles,  most 


employers  laid  workers  off 
only  during  slumps.  In  the 
'90s,  many  companies  cut 
jobs  even  when  the  economy  soars 


the  Big  Thi-ee  auto  companies  aimoimced 
they  would  be  hii-ing  blue-collai-  worker. 
Those  unionized  jobs  stait  at  $13  an  horn- 
and  hit  $20  after  thi-ee  years.  Tlie  car- 
makers have  hii'ed  only  about  1.000  peo- 
ple through  the  agency,  and  the  applica- 
tions ai-e  still  poiuing  in.  "I  could  work  at 
Chrysler  and  make  moi-e  than  I  do  at 
the  two  jobs  I  have  now,"  says  a  frus- 
trated LaToya  A.  Jarvis. 

When  she  heard  about  the  Chrysler 
Corp.  openings  in  June,  Jai-vis  ran  to 
apply,  only  to  find  "a  line  wrapped 
around  the  block  just  to  get  an  applica- 
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tion,"  she  says.  Jarvis,  who  has  two 
years  of  community  college  under  her 
belt,  works  six  days  a  week.  At  a  car 
wash  in  Oak  Park,  Mich.,  she  earns 
$8.25  an  hour  Then  she  works  process- 
ing checks  at  Comerica  Inc.,  a  Detroit 
bank,  for  $7.43  an  hour.  She  hasn't 
heard  ft-om  Chiysler — and  doubts  she 
ever  will.  "Chances  are  I'll  be  waiting 
forever  for  a  job  like  that,"  says  Jarvis. 

Persistent  dowTisizing  and  outsourc- 
ing should  also  keep  wages  fi'om  liitting 
the  inflation  point.  In  prior  business  cy- 
cles, most  employers  laid  workers  off 
when  the  economy  slumped  and  hired 
when  it  soared.  In  the  1990s,  companies 
have  continued  to  restincture  to  control 
costs  even  as  the  economy  gi'ows,  sn 
high  levels  of  job  cuts  continue.  The 
share  of  workers  losing  jobs  held  a  year 
or  longer  jumped  significantly,  to  15%  nf 
the  workforce,  for  the  thi'ee  yeai-s  endiiiu 
in  1995,  according  to  an  analysis  of  Bu- 
reau of  Labor  Statistics  (bls)  data  by 
Princeton  Univer- 
sity economist 
Henry  S.  Farber. 
That's  higher  than 
any  time  since  the 
series  began  in 
1981 — including  in 
the  recessions  of 
the  early  1980s 
and  early  1990s. 
Later  data  sug- 
gest that  job  cuts 
remain  a  wav  of 


DOWNSIZED 

Bart  Anderson 
found  a  new  job 
after  being  laid 
off,  but  he  took 
a  iO%  pay  cut 
and  lost  stock 
options 


life,  even  in  today's  brisk  economy. 

Downsizing  also  restrains  overall 
wage  pressures  because  it  lowers  the 
paychecks  of  miUions  of  workers  every 
year.  On  average,  displaced  employees 
who  find  new  jobs  earn  14%  less  in  theii- 
new  posts,  according  to  Farber's  analy- 
sis of  BLS  job-loss  data  going  back  to 
1981.  The  effect  is  magnified  today  be- 
cause white-collar  and  older  workers, 
who  ai'e  more  expensive,  are  more  like- 
ly to  get  the  boot  than  they  were  in 
prior  recoveries,  Farber  found. 
BIG  PAY  CUT.  Just  ask  Baiton  Anderson. 
In  Januaiy,  he  lost  his  job  as  a  plant 
manager  at  a  600-employee  envelope 
maker  in  Louisville  after  the  company 
shut  two  of  its  foui'  plants.  In  May,  An- 
derson, 48,  with  a  wife  and  thr-ee  chil- 
dren, landed  a  post  as  dii-ector  of  mate- 
rials management  at  FastCast  Corp.,  a 
Louisville  staitup  with  a  patent  to  make 
equipment  that  opticians  use  to  giind 
lenses  in  their  own  offices.  He's  happy  to 
be  in  an  industiy  with  more  promise  of 
gTowth.  But  he  t0(.ik  a  10%  \yay  cut  from 


his  previous  salary  of  $90,000  and  h  as 
stock  options,  as  he  did  before.  And  i; 
is  now  hiring  staff  as  FastCast  r 
up.  And  many  hirees  are  taking  st 
cuts,  too.  "I'm  picking  up  a  lot  of  p 
fi'om  big  companies,"  says  Andersc 
Companies  also  hold  down  labor 


bv  usine  mni  i-  iiai-t  -'ir\ 


■mil  temi>i 
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TWO  JOBS 

LaToya  Jarvis 
now  works  six 
a  week  to 
make  ends 
meet,  at  a  car 
wash  and  a 
Detroit  bank 


3rs,  a  la  ups.  Their  numbers  have 
1  more  slowly  as  lower  unernploy- 

gives  job  seekers  more  options, 
hey  still  have  climbed  by  5%  since 

to  22  miUion  today,  according  to 
lata.  And  the  temporary-help  in- 
y  has  jumped  by  27%,  to  2.3  mil- 
since  then.  In  addition,  a  recent 
!me  Coiut  iTiling  allows  companies 
itinue  to  expand  their  use  of  work- 
ired  as  independent  contractors. 
!  self-employed  workers,  who  num- 
nore  than  9  milhon,  bls  surveys 

often  lower  companies'  labor  costs 
ise  they  earn  less  or  get  fewer 
its.  So  do  part-timers,  who  earn 

an  hour,  including  benefits,  or  haif 
lat  full-timers  make,  says  the  bls. 
1DRAFT.  Then  there's  the  impact 
ilfare  refonn.  Job-hunting  by  2  mil- 
3r  so  welfare  recipients  expected 
n  the  labor  force  in  the  next  four 
1  will  have  the  most  impact  on  the 
m  third  of  the  workforce — about 
iUion  employees.  If  just  1  milhon 
ients  land  jobs,  this  labor  pool 
3  expand  by  3%.  That's  enough  to 

down  this  group's  $5.50-an-hour 
ige  wage  by  12%,  epi  estimates, 
urse,  a  strong  economy  would  help 
;  the  downdraft  by  absorbing  more 
ers.  Still,  many  welfare  mothers 
simply  displace  existing  workers, 
ire  reform  will  add  workers  who 
'unskilled,  a  lot  at  the  minimum 
•,  which  vnll  release  people  in  those 

now  who  have  work  experience 


and  push  them  up  the  job  ladder,"  says 
Tenneco  Inc.  ceo  Dana  G.  Mead.  "That 
will  take  pressure  off  labor  shortages." 

Over  the  long  ter-m,  it  may  even  be 
that  the  tight  labor  markets  and  slowly 
rising  wage  costs  that  come  with  a 
piUTing  economy  could  spur  productivity 
growth.  Economists  have  straggled  for 


A  SQUEEZE  ON  WORKERS 

Employee  compensation  (wages,  salaries, 
and  benefits)  has  declined  as  a  percentage 
of  national  income,  while  corporate  profits' 
share  of  national  income  has  risen  sharply. 


u  I  r- 
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years  to  under- 
stand why  pro- 
ductivity slumped 
from  3%  annual 
J  I  ,         gains  in  the  19.50s 

aays  a  weeK  to    ^nd  i960s  to  i% 

or  so  since  1973. 
Now,  a  growing 
number  think  the 
answer  lies  in 
part  with  how 
much  employers 
have  to  pay  for  a 
unit  of  capital  vs.  a  unit  of  labor-. 

In  the  '70s  and  '80s,  an  influx  of  baby 
boomers  and  women  flooded  the  labor 
markets  with  inexpensive  workers,  says 
Northwestern  University  economist 
Robert  J.  Gordon  and  others.  At  the 
same  time,  oil  price  shocks  lifted  the 
cost  of  capital,  as  did  the  sky-high  in- 
terest rates  brought  about  by  former 
Federal  Resei-ve  Board  Chairman  Paul 
A.  Volcker's  strict  monetary  policies. 

These  trends  changed  investment  in- 
centives, argues  Gordon,  by  making  the 
price  of  labor  cheap  relative  to  the  price 
of  capital.  So  employers  hired  more 
workers,  creating  an  employment  ex- 
plosion thi'ough  the  1980s.  At  the  same 
time,  capital  investment  slumped  be- 
cause it  was  more  expensive.  The  out- 
come: The  economy  had  more  workers 
on  the  job  for  each  unit  of  capital,  which 
in  turn  slowed  productivity  gi-owth. 
CHARGE  AHEAD.  Today,  labor  costs  are 
abnormally  low  by  historical  standards. 
And  at  about  4%,  real  long-teiTn  inter- 
est rates  are  the  highest  in  60  yeai's,  ex- 
cept for  the  1980s.  If  the  Feci  remains 
hands-off  and  wages  keep  rising,  in- 
vesting in  capital  improvements  would 
become  more  attractive  than  buying 
more  labor  "If  the  real  cost  of  labor 
rises  relative  to  the  real  cost  of  capital, 
it  should  spur  productivity  over  the 
long  run,"  says  NationsBank's  Levy. 
That  could  pay  for  more  wage  gains 
without  inflation. 

Somehow,  the  U.  S.  has  to  keep  the 
economic  engine  humming  so  Ameri- 
cans at  every  level  can  shar-e  in  its  re- 
markable wealth-generating  power.  It 
has  come  this  far;  hiccuping  and  cough- 
ing its  way  at  times,  char'ging  ahead  at 
other  times,  as  it  is  now.  Understand- 
ably, the  Fed  and  the  bond  mar-ket  are 
mindful  of  a  roaring  economy,  given  the 
pounding  asset-holders  suffered  in  the 
inflation-pr'one  1970s.  But  today's  growth 
occurs  in  very  different  ciix-umstances. 

The  U.  S.  economy  isn't  yet  close  to 
the  level  of  the  '60s,  when  Americans 
made  unprecedented  gains.  It  stands  a 
chance  of  entering  a  golden  age  again — 
but  it  has  to  keep  gr'owing. 

By  Aaron  Bernstein  in  Washington 

(Sto-i-y  contiymes  on  folloiving  page) 
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MINNEAPOLIS  SHOWS  THE  WAY 


Last  Sunday's  Minneapolis  Star 
Ti'ibune  contained  some  6,200 
help-wanted  ads.  That's  about 
50%  more  ads  than  there  were  just 
four  years  ago— strong  evidence  of  a 
booming  local  economy  with  a  labor 
market  as  tight  as  a  vise  grip. 
Unemployment  has  been  below  3% 
for  almost  all  of  this  year.  The 
region  ranks  third  in  the  nation  in 
per  capita  job  growth  since  1991, 
and  salaries  here  are  among  the 
best  in  the  nation,  at  an  average  of 
about  $31,000. 

Add  all  this  to  a  rela- 
tively strong  education 
system  and  a  tradition  of 
goveiTiment-business  part- 
nerships, and  you  have  as 
good  a  laboratoiy  for  shar- 
ing prosperity  as  there  is 
across  the  50  states.  If  any 
American  city  can  reverse 
the  gi-owing  wage  inequali- 
ty of  the  past  two  decades, 
Minneapolis  should  be  it. 
BIGGER  CHECKS.  For  work- 
ers, the  good  news  revolves 
ai'ound  the  tight  labor  mar- 
ket. Not  only  is  unemploy- 
ment low,  but  there  are 
few  places  for  employers  to 
turn  for  new  workers  since 
Minnesota  has  such  high  la- 
bor-force participation 
rates.  In  fact,  a  greater 
portion  of  women  work  here  than  in 
any  other  state.  So  businesses  are 
wooing  employees  with  better  wages 
"It  has  become  very  difficult  to  hire 
people  at  less  than  $7  an  hour,"  says 
Jay  Novak,  commissioner  of  the 
Minnesota  Tr-ade  &  Economic  Devel- 
opment Dept. 

In  the  last  year  alone,  Dayton 


Companies  are  also  introducing 
more  training  programs  for  entry- 
level  employees — to  hang  on  to  them 
longer  and  create  a  bigger  pool  of 
managers.  "The  tight  labor  market  is 
forcing  us  to  do  some  things  we 
should  be  doing,"  says  John  D.  Buck, 
Fingerhut's  senior  vice-president  for 
human  resources.  Dolphin  Fast  Food 
Inc.,  which  owtis  seven  local  Burger 
King  restaurants,  is  making  a  bigger 
effort  to  promote  its  employees  to 
$25,000-a-year  assistant-manager 
jobs.  "We're  a  lot  quicker  to  bring 


Cover  Story 


NEW  SKILLS 

Manufacturer 
E.J.  Aj  ax  and  a 
technical 
college  run  an 
apprenticeship 
program  for 
workers 


Hudson  Corp.  has  increased  wages 
for  sales  clerks  at  its  Target  stores 
by  about  $1.  to  $6.25.  Raises  like 
that  are  a  boost  for  local  workers 
such  as  Tom  McGill,  44,  a  telemar- 
keter for  Fingerhut  Cos.,  the  catalog 
company.  Thanks  to  new  incentives, 
his  pretax  weekly  paycheck  often 
comes  close  to  $500,  or  50%  more 
than  it  was  a  year  ago.  "That's  been 
very,  veiy  good,"  says  McGill.  He 
has  scheduled  his  first  dental  ap- 
pointment in  four  years  and  put 
more  money  into  his  401(k). 


someone  along,"  says 
Kurt  Kiel,  Dolphin's  di- 
rector of  operations. 

Tvventy-year-old 
Alyssa  Zachman,  who 
started  working  at 
Burger  King  when  she 
was  16,  has  been  there 
fiill-time  since  gi'aduat- 
ing  from  high  school. 
She  was  recently  pro- 
moted to  hourly  man- 
ager and  now  oversees 
some  shifts.  She  is  also  in  the  midst 
of  a  seven-week  management-train- 
ing com'se.  "It  used  to  be  a  job  for 
money,"  Zachman  says.  "Now\  it's  a 
responsibility." 

Of  course,  Zachman  stOl  makes 
only  about  $16,000  a  year  and  doesn't 
get  benefits.  That's  why  training  pro- 
grams— such  as  those  that  could 
eventually  move  her  into  a  salaried 
manager's  job — ai-e  so  important  to 
economic  mobility.  They're  also  every 
politician's  favorite  progi"am.  In  Janu- 
ax}',  the  state  legislatui'e  here  tripled 


funding,  to  $7.5  million,  for  a  skills- 
training  partnership  between  compa- 
nies and  community  colleges.  One-fift 
of  the  funding  is  set  aside  for  the 
most  basic  training  designed  to  help 
people  move  fr'om  welfare  to  work. 

The  $7.5  million  may  not  be  a  hug 
sum,  but  the  progi-am  is  just  the  t 
that  can  attack  income  inequality. 
Companies  typically  pick  up  three 
quarters  of  the  cost  of  any  single 
program.  Only  those  employei-s  that 
pay  about  $8  an  houi- — and  at  least 
$10  in  the  Twin  Cities — are  eligible 
for  grants. 

One  example:  E.J.  Ajax 
&  Sons  Inc.  and  a  local 
technical  coUege  run  an  ap- 
prentice progi'am  to  teach 
workers  a  new  process  for 
making  the  metal  hinges 
the  company  has  manufac- 
tm"ed  for  50  years.  Jobs 
starting  at  $iO  an  hour 
await  grads. 

The  state  has  taken  oth- 
er steps  to  improve  the 
business  climate.  In  the  \ 
past  sLx  years.  Governor  ' 
Ame  H.  Carlson  and  the  ' 
legislature  have  eliminated 
a  $1.8  billion  deficit, 
scrapped  a  tax  on  capital 
equipment  replacement,  an( 
helped  cut  workers'  com- 
pensation costs  by  10%. 

Of  course,  the  feverish 
job  scene  hasn't  wiped  out 
inequality  yet.  Even  in  the 
past  few  expansionist  years; 
the  wage  gap  has  continued 
to  grow.  Finance  workers  iii 
the  Twin  Cities — now 
pulling  down  an  average  of 
$44,000  a  year — saw  their 
incomes  rise  in  real  terms 
by  10%  fi-om  1994  to  1996. 
Meanwhile,  service  employ- 
ees— averaging  $23,000  a 
year — got  a  6%  raise. 

That's  nothing  to  sniff  at,  but  it's 
also  not  nearly  enough  to  reverse  the 
trends  of  the  past  20  years.  Should  a 
slowdown  come  at  any  point  before 
2000,  many  economists  and  execu- 
tives—even in  a  boomtown  such  as 
this  one — are  skeptical  the  gains  will 
last.  That's  why  the  more  infrasti-uc- 
ture  Minneapolis  puts  in  place  in  the; 
good  times,  the  better  off  its  work- 
ing folks  will  be  down  the  road.  » 

By  David  Leonhardi^ 
in  Minneapolis]^ 
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Just  when  we  got  it 
down  to  4.1  lbs;  they  loaded 
it  up  with  awards. 
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Developments  to  Watch 


EDITED  BY  NEIL  GROSS 


TO  BEAT 
A  PARASITE, 
CONFUSE  IT 


CORNFIELDS     ACROSS  THE 

country  are  showing  off  their 
green  and  golden  splendor. 
Hidden  undergi'ound,  howev- 
er, are  the  ravages  of  a  bil- 
hon-dollar  blight  called  root- 
worm.  Pesticides  are  the 
standard  solution.  But  re- 
searchers at  Colorado  State 
University  think  there  is  a 
better,  more  environmentally 
friendly  way  to  deal  with  the 
parasites:  Befuddle  them. 

The  scientists'  idea  hinges 
on  the  recent  discovery  that 
rootworm  larvae  navigate  to 
food  sources  by  detecting  the 
carbon  dio>dde  that  com  roots 
emit.  If  the  lai-vae  don't  make 
it  to  the  roots  within  24 
hours  of  hatching,  they  die. 
So  entomology  professor 
Louis  B.  Bjostad  and  liis  col- 


THIS  SEEING-EYE  DOG'  USES  SONAR 


CORNY:  Routirunn.s  love  CO . 

leagues  turned  to  two  ingi-e- 
dients  familiar  to  bakers 
evei'yA\'here:  yeast  and  sodi- 
um bicarbonate.  The  re- 
searchers concocted  separate 
recipes  of  baking  soda  and 
yeast,  chemically  primed  to 
release  CO^.  Then  they  test- 
ed each  one  on  separate  small 
plots  of  land.  Both  recipes 
produced  enough  CO.,  to 
steer  the  larvae  away  from 
the  roots,  causing  them  to 
starve.  The  scientists  are 
planning  more  extensive  tri- 
als on  larger  tracts  of 
land.         Elizabeth  Veomett 


THE  INCREDIBLE  SHRINKING  QUANTUM  DOT 

SOMETIME  AROUND  2020.  THE  EVER-SHRINKING  TRANSISTOR 

will  be  as  tiny  as  it  can  get.  But  researchers  at  the  Uni- 
versity of  Notre  Dame  report  in  the  Aug.  15  issue  of 
Science  that  future  technology  may  yield  chips  with 
150,000  times  as  many  transistor-hke  switches  as  today's 
brainiest  silicon  shvers. 

The  trick  is  harnessing  the  woolly  wonders  of  quan- 
tum mechanics — a  world  in  which  electrons  can  "tunnel" 
through  space  to  relay  signals  without  moving  or  gener- 
ating heat.  The  Notre  Dame  team  demonstrated  that 
tiny  quantum  dots  can  process  data  wthout  relying  on 
wires,  which  occupy  far  more  space  on  a  chip  than  tran- 
sistors do. 

Instead  of  circuit  patterns  you  can  see,  the  prototype 
has  rows  of  microscopic  boxes  that  resemble  the 
"deuce"  faces  on  dice.  The  two  dots  in  opposite  comers 
are  quantum  dots,  and  they  confine  a  roaming  electron 
to  one  of  the  unoccupied  comers.  Reverse  an  electric 
charge  at  the  chip's  edge,  and  the  electron  in  the  first 
box  flips  to  the  opposite  comer,  setting  off  a  chain  reac- 
tion down  the  quantum  "wire"  that  pushes  the  electrons 
in  each  successive  box  to  the  far-side  corner.  This  can 
relay  a  signal  or  store  data  without  any  actual  flow  of 
electrons.  Today,  the  dots  are  large  and  unwieldy.  But 
as  they  shrink,  team  leader  Gregory  L.  Snider,  an  assis- 
tant professor  of  electrical  engineering,  envisions  chips 
with  trilUoKS  of  tiny  quantum  boxes.  Otis  Port 


THE  GUIDECANE  ISN  T  AS 

warm  and  fuzzy  as  a  see- 
ing-eye  dog.  But  for  the 
visually  impaired,  it  may 
be  the  next  step  forward. 
Developed  by  a  mechanical 
engineer  at  the  University 
of  Michigan,  the  device  re- 
sembles a  shoe  box  on 
wheels  connect- 
ed to  a  four- 
foot  pole.  The 
box  houses  an 
array  of  ultra- 
sonic sensors 
and  transmit- 
ters that  quiet- 
ly ping  signals 
six  feet  out  to 
the  front  and 
sides — 10  pings 
a  second. 

When  the 
sensors  pick  up 
an  echo — 
bounced  back 
by  a  lamppost 
or  a  pedestri- 
an — they  send  the  data  to 
a  microprocessor  that  di- 
rects servomotors  in  the 
wheels  to  tum.  The 
processor,  which  computes 
a  new,  rudimentary  map  of 
the  ten-ain  every  30  milU- 
seconds,  resumes  its  origi- 
nal course  once  it  has  cir- 


BIG  STEP?  GuideCayie 


cumvented  the  obstacle.! 
All  the  user  needs  to  do! 
pro\ide  forward  locomo-i 
tion,  says  inventor  Johaij 
Borenstein,  a  research  s; 
entist  at  the  UM  College 
Engineering's  Mobile  Rt 
botics  Laboratory.  t 
There  are  a  few  glitcj 
es.  The  sonaif 
system  occa-| 
sionally  has  !' 
trouble  detec 
ing  objects 
when  the  re- 
flected echo 
bounces  bad 
an  angle.  Bu 
that  could  b( 
remedied  wi 
simple  nibb' 
bumper,  say 
Borenstein, 
and  the  univ 
sity  have 
patented  thi 
cane  and  ar( 
seeking  corj 
rate  partners  to  help  c 
mercialize  it.  In  the  fut 
they  hope  to  build  in  a 
global  positioning  devic 
guide  the  user  with 
gi'eater  precision.  Thej 
also  thinking  of  adding 
voice-recognition 
features.  Scott 


■  Finally,  an  application  may 
be  in  sight  for  carbon  60,  or 
"buckyballs."  Researchers  at 
the  Washington  University 
School  of  Medicine  in  St. 
Louis  say  that  when  injected 
in  mice,  water-soluble  C60 
molecules  can  amehorate  the 
worst  effects  of  neurodegen- 
erative ailments  such  as  Lou 
Gehrig's  disease.  Theii"  unique 
spherical  stmcture — evoking 
Buckminster  Fuller's  geodes- 
ic domes — lets  the  modified 
buckyballs  absoi-b  large  quan- 
tities of  harmful  fi'ee  radicals 
in  the  blood.  To  get  the  tough 


spheres  to  dissolve  in 
researchers  attached 
chains  of  oxygen  and  1 
gen  molecules. 
■  Scientists  at  the  Oak 
National  Laboratory  £ 
a  Hone.\'well  Inc.  elect 
research  lab  are  devi 
new  breed  of  computer 
ory  that  won't  fail  whi 
power  shuts  off.  Insti 
storing  information 
electric  charge  on  a  ch 
system  will  memorize 
data  according  to  ho 
fields  in  tiny  magneti 
ai'e  aligned.  Initially,  t 
vices  will  be  aimed  a' 
tary  and  space  applicao 
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ILDING  UP  THE  ARSENAL 
AINST  BONE  DISEASE 

Doomers  hitting  50,  osteoporosis  is  on  the  rise-but  so  are  promising  treatments 

pediatric  disease,"  says  Dr.  L. 
Joseph  Melton,  a  Mayo  re- 
searcher. 

Ironically,  it  is  also  avoid- 
able. If  people  spent  their 
lives  eating  calcium-rich  foods, 
exercising,  and  avoiding  ciga- 
rettes, their  bones  would  re- 
main strong  through  old  age, 
say  experts,  even  if  they  ear- 
ly the  osteoporosis  gene.  With 
that  fracture-free  goal  in 
mind,  the  National  Academy 
of  Sciences  in  August  raised 
the  recommended  daily  intake 
of  calcium  from  1,000  mil- 
ligi'ams  to  1,800  foi-  males  and 
females,  starting  at  age  9. 
HOLY  GRAIL.  Once  the  disease 
sets  in,  though,  guzzling  milk 
won't  cure  it.  But  new  dioigs 
may  help.  In  the  past  two 
years,  several  treatments  have 
been  approved  by  the  Food 
&  Diiig  Administration  or  en- 
tered clinical  trials  (table). 
And  biotech  companies  ai'e  ze- 
roing in  on  the  genetic  triggers  that 
preserve  bone  mass. 

For  chug  companies,  the  Holy  Grail  is 
a  medicine  that  would  prevent  fi-actures 
by  maintaining  peak  bone  mass.  The 
skeleton  exists  in  a  state  of  constant 
change,  with  cells  called  osteoclasts 
breaking  down  old  bone  as  countervailing 
osteoblasts  build  it  up  anew.  Most  people 
reach  peak  bone  mass  by 
the  time  they  hit  30.  After 
that,  the  balance  of  power 
shifts  to  the  osteoclasts, 
and  healthy  adults  lose  3% 
to  5%  of  their  bone  mass 
per  decade.  For  women, 
though,  the  loss  rises  to 
1%  to  5%  a  year  for  the 
fii'st     10    years  after 
menopause,  when  estrogen 
that    keeps  osteoclasts 
in  check  declines  markedly. 
Osteoporosis  occurs  when 
the   rate   of  bone  loss 
gi'eatly  outbalances  bone 
creation. 

Today,  doctors  recom- 


kTRIC  AILMENT?  Even  ijoiiiiu  (jn-Js  can  be  at  risk  of  developing  low  bone  mass 


been  called  the  "silent  disease," 
use  victims  often  don't  know 

have  it  until  their  bones  start 
g.  Lately,  though,  there's  been 

quiet  about  osteoporosis.  With 
laby  boomers  turning  50,  this 
bone  ailment,  which  afflicts  half 
omen  over  65,  is  a  pressing  pub- 
th  concern.  To  stem  potentially 
ledical  costs,  re- 
;rs  are  racing  to 
)  drug  treatments 
;ack  the  disease  in  ' 
/ays. 

cost  to  the  nation 
c  bones  is  clear:  In 
it  study,  the  Mayo 
n  Rochester,  Minn., 
ed  that  28  million 
ans — two-thirds  of 
'omen — suffer  fi-om 
irosis.  That's  more 
e  victims  of  breast, 
,  and  ovarian  can- 
mbined.  Ti-eatment 
)taled  $14  bilhon  in 
'>y  2015,  the  Mayo 


Clinic  study  projected,  41  million  Amer- 
icans could  be  afflicted. 

In  July,  the  picture  got  bleaker  A 
study  published  in  the  New  England 
Journal  of  Medicine  revealed  that  a 
gi'oup  of  children  with  a  genetic  marker 
for  osteoporosis  showed  signs  of  low 
bone  mass  by  age  7.  "Some  scientists 
have  suggested  that,  at  heart,  this  is  a 

BEYOND  CALCIUM:  NEW  REMEDIES 

gf  "  "  "  '       Synthetic  analogs  that  bind  to  bone 

crystals,  inhibiting  the  breakdown  of  bone.  Merck's  Fosamax 
was  the  first  bisphosphonate  approved  by  the  Food  &  Drug 
Administration  for  prevention  of  osteoporosis,  in  April. 

f  Hormones  that  relieve  osteoporotic  pain  and 

slow  bone  breakdown.  Could  only  be  taken  by  injection  in  the 
U.S.  until  October,  1995,  when  Sandoz  Pharmaceuticals  won 
approval  for  its  Miacalcin  nasal  spray. 

r  Known  as  selective  estrogen  receptor 

modulators  (SERMs),  they  mimic  the  bone-building  role  of 
estrogen  in  the  skeleton  while  blocking  estrogen's  negative 
effects  in  the  breast.  The  FDA  has  granted  priority  review  status 
to  Eli  Lilly  &  Co.'s  raloxifene  designer  estrogen  for  osteoporosis. 


The  Corporation 


mend  that  all  women  start  preventive 
treatment  in  the  first  five  years  after 
menopause,  through  estrogen-replace- 
ment therapy.  But  estrogen  has  a  seri- 
ous drawback:  It  may  trigger  breast  or 
uterine  cancer.  "Designer  estrogens" — 
the  technical  term  is  selective  estrogen 
receptor  modulators  (serms) — may  of- 
fer a  safei-  alteniative.  These  chemically 
synthesized  variants  of  the  estrogen 
molecule  ape  the  homiones  that  bolster 
bone,  while  not  affecting  breast  and 
uterine  tissue.  The  fii'st  serm  to  reach 
the  FDA,  EH  Lilly  &  Go's  raloxifene, 
was  gi'anted  priority-review  status  by 
the  agency  in  June,  and  could  hit  the 
market  next  year.  Studies  show  that 
raloxifene  can  increase  bone  density  by 
2%  to  3%  over  two  years.  In  August, 
Glaxo  Wellcome  reported  the  discoveiy 
of  a  SERM  that  they  claim  may  prevent 
both  osteoporosis  and  breast  cancer. 
PURSUIT  OF  PRECISION.  For  women 
who  shun  estrogen,  there  is  an  alterna- 
tive hormone  called  calcitonin.  Sold  by 
Sandoz  Pharmaceuticals  Corp.,  it  may 
increase  bone  density  slightly.  Merck 
&  Co.'s  Fosamax,  meanwhile,  is  the  fii'st 
of  a  newer  class  of  drugs  called  bis- 
phosphonates  to  reach  the  market.  It 
binds  to  the  bone  matrix  and  deflects 
osteoclasts,  building  bone  mass  by  5% 
to  10%  over  three  years. 

The  trouble  with  these  and  other 
remedies — bone-builders  such  as  fluo- 
ride and  parathyi-oid  hormone — is  that 
they  target  the  endrocrine  system, 
which  controls  a  host  of  body  functions 
beyond  bone  formation  that  could  be 
negatively  affected.  So  researchers  are 
seeking  more  precise  agents  that  control 
just  osteoclasts  and  osteoblasts.  Once 
identified,  such  compounds  could  be  tak- 
en early  in  life  to  increase  bone  mass. 
For  example,  Dr.  Steven  L.  Teitelbaum, 
a  bone  specialist  at  Washington  Uni- 
versity School  of  Medicine  in  St.  Louis, 
recently  cloned  a  compound  that  inter- 
feres with  the  receptor  that  allows  os- 
teoclasts to  attach  to  bone.  "It  would 
make  no  sense  to  give  estrogen  pre- 
menopause,"  says  Teitelbaum.  "It  does 
make  sense  to  emphasize  the  factors 
that  strengthen  bone." 

Ideally,  researchers  would  like  to  fig- 
ure out  how  to  actually  create  bone. 
Researchers  at  Genome  Therapeutics 
Coip.,  a  biotechnology  outfit  in  Waltham, 
Mass.,  and  Nebraska's  Creighton  Llni- 
versity  School  of  Meflicine,  are  studying 
a  large  family  in  the  Midwest  with  ex- 
tremely strong  bones.  Their  goal  is  to 
identify  and  then  clone  the  gene  re- 
-sponsible  for  the  family's  osteoblasts. 
That  process  may  take  years.  But  it 
could  ultimately  lead  to  drugs  that 
would  be  a  lot  better  at  building  strong 
bones  than  a  glass  of  milk. 

By  Catherine  Anisf  in  New  York 


STRATEGIES 


HOW  CUISSY  CAN 
7-ELEVEN  GEH 

Plans  to  upgrade  the  chain  meet  resistance 


The  nation's  biggest  convenience- 
store  chain,  7-Eleven,  home  of  the 
Slurpee,  wants  to  go  upscale.  Ex- 
ecutives at  Southland  Coi-p.,  which 
owns  and  fi-ancliises  the  stores,  describe 
a  7-Eleven  of  the  future  that's  stocked 
with  fancy  fi'esh  meals  to  go,  the  latest 
John  Grisham  novel,  and  an  array  of 
brand-name  goods  packaged  specially 
for  the  chain.  And  that's  not  all.  State- 
of-the-art  information  and  dehvery  sys- 
tems will  allow  owners  and  clerks  to 
spend  more  time  actually  serving  cus- 
tomers. 

But  for  Dallas-based  Southland,  sur- 
vivor of  a  disastrous  1980s  leveraged 
buyout,  the  ftitiu-e  is  still  a  long  way  off. 
More  than  sLx  yeare  have  passed  since  it 
emerged  from  bankinptcy  and  offered 
its  vision  for  the  new  7-Eleven.  But  it's 
still  struggling  to  win  over  its  sometimes 
balky  franchisees  and  to  introduce  new 
j)roducts  and  sei-vices  in  more  than  5,400 
U.  S.  and  Canadian  outlets.  Now  in  the 
midst  of  rolling  out  a  food-preparation 
and  distribution  network,  the  chain  is 
about  to  add  a  new  level  of  complexity:  a 
sophisticated  infoi-mation  system  that 
can  precisely  track  over  2,300  items. 
NO  BALONEY.  It's  a  high-risk  strategy  at 
best.  Whether  the  chain's  traditional 
blue-collar  male  customer  will  embrace 
the  gussied-up  7-Eleven  or  whether 
enough  new  customei's  will  flock  to  the 
stores  to  make  the  effort  pay  off  are 
big  questions.  Even  Southland's  top 
brass  acknowledges  the  risks.  "All  of 
this  requires  changing  the  perception 
of  the  customer  on  what  to  expect  from 
a  convenience  store,"  says  Southland 
Chief  Executive  Clark  J.  Matthews  II. 
"That's  a  slow  process — slower  than  we 
anticipated — but  it's  happening." 

Southland's  majority  owner  and  ar- 
chitect of  the  new  7-Eleven,  Japanese 
powerhouse  retailer  Ito-Yokado  Co.,  is 
confident.  Based  on  its  success  with  its 
majority-owned  Seven-Eleven  Japan, 
one  of  that  country's  most  profitable  re- 
tailers, the  company  believes  that  the 
U.  S.  units  could  ultimately  double  theii" 
same-store  sales.  Others  are  skeptical. 


"Will  people  ever 
think  of  7-Eleven  for 
anything  besides  gas, 
cigarettes,  and  beer? 
And  v/ill  they  go 
there  to  get  dinner? 
I'm  kind  of  bearish 
on  it,"  says  Phihp  C. 
Bonanno,  retail  con- 
sultant at  Manage- 
ment Ventures  Inc. 
in  Cambridge,  Mass. 

Making  progress 
even  more  difficult  is 
the  fact  that  South- 
land franchises  more 
than  half  its  stores. 
That  means  cajohng 
an  often  fractious 
group,  still  wary  of 
headquaiters  after  SoutWand's  1987 
which  loaded  the  company  with  deb. 
sent  it  spinning  into  banki'uptcy.ii 
fii"st  phase  of  the  fresh-foods  proja 
which  I'eplaces  the  usual  baloneyr. 
American-on- white  with  fancier  fanh 
been  introduced  in  2,500  stores  ove  tl 
past  tlu'ee  years,  but  some  stoi'e  o\ie 
say  customers  shun  the  new  offerii^s 

Indeed,  a  recent  visit  to  a  Dall? 
Eleven  didn't  turn  up  many  fan  f 
the  low-fat  turkey  breast  on  pit  f 
$2.89  or  the  teriyaki  rice  bowl  for  'J 
JeiTy  Ervin,  owner  of  Affordable  '"s 
&  Sewer  Service,  says  he  drops  i  f 
chili  dogs  and  Table  Talk  pies,  b. 


SOUTHLAND'S  AECIPE  FOR  GR 


►  Computerized  information  sy;3i 
track  inventory  and  forecast  sal>. 

►  Fresh  pastries,  sandwiches,  id 
ads.  Takeout  meals  to  follow  soi. 

►  Networks  of  bakeries,  commiia 
and  distribution  centers,  to  prear 
deliver  food  and  other  items. 

►  An  additional  100  stores  this/e 
First  increase  in  a  decade. 

DATA:  BUSINESS  WEEK,  SALOMON  BROTHERS  INC  ,  S0U1« 


'ers  freshly  made  sandwiches.  "Now 
I  to  Wendy's  more,"  he  says, 
ome  store  owners  aren't  wild  about 
new  food  either.  Ted  Poggi,  a  South- 
1  franchisee  and  outgoing  head  of 
National  Coalition  of  7-Eleven  Fran- 
ces, says  owners  face  "hon-endous" 
^e-offs  for  unsold  food.  Southland 
i  dissident  owners  are  a  minority, 
outhland's  progi'ess  has  been  slowed 
nore  than  just  unhappy  franchisees. 
)re  it  could  begin  remaking  the  chain, 
ad  to  contend  with  a  host  of  more 
lamental  problems.  Since  1992,  it  has 
odeled  some  5200  stores,  closed  more 
1  1,200,  and  slashed  its  crushing  debt 
load  by  35%,  to 


T  PAID  OFF  YET 


ANGE  IN  SAME-STORE 
MERCHANDISE  SALES 


$1.7  billion.  This 
yeai-  it  plans  to 
add  100  stores, 
the  first  increase 
in  a  decade.  It 
has  also  re- 
vamped pricing 
by  moving  away 
from  discounts 
on  such  core 
items  as  beer, 
cigarettes,  and 
soda,  which  ac- 
count for  40%  of 
total  sales,  while 


cutting  what  it  calls 
"insult  pricing"  on 
everything  else.  Al- 
though core  items 
have  lost  sales.  South- 
land points  to  14 
straight  quarters  of 
rising  gi'oss  profits  iDer 
store  as  proof  that  its 
efforts  are  working. 

Certainly  South- 
land's profit  picture 
has  improved.  Earn- 
ings before  taxes  and 
extraordinary  items 
climbed  to  $131  mil- 
lion last  year,  up  from 
$102  million  the  year 
before,  thanks  largely 
to  cost-cutting.  Sales 
growth,  though,  has 
been  more  elusive. 
Because  of  store  clos- 
ings, revenues  last 
year  totaled  $6.9  bil- 
lion, down  from  $7.4 
biUion  in  1992.  More 
telling  is  same-store 
sales.  Over  the  past 


Most  people  think 
of  7-Eleven  for  gas, 
cigarettes,  and  beer.  But  will 
they  go  there  for  dinner? 

CEO  MATTHEWS  ADMITS  THE  CHANGE  WILL  BE  SLOW 


three  years,  the  chain  has  reversed  a 
slide  in  that  all-important  measui-e — but 
just  barely.  Gains  in  the  last  two  years 
were  less  than  inflation.  Those  mixed 
results  have  the  stock  stalled  at  about 
$3  a  share,  down  from  more  than  $7  in 
1993.  With  Ito-Yokado  owning  65%  of  its 
equity  and  with  a  net  worth  approach- 
ing negative  $800  milUon,  Southland  at- 
tracts few  institutional  investors. 

What  it  has  attracted  is  a  slew  of 
new  competitors.  Drugstores,  24-hour 
supermarkets,  and  others  are  all  gun- 
ning for  the  "convenience"  customer. 
Most  of  the  major  oil  companies  are 
moving  to  convenience-store/gas-station 
combos  and  linking  up  with  fast-food 
chains  for  brand  recognition.  Mobil 
Corp.  plans  to  operate  more  than  1,200 
new  "On  the  Run"  markets  by  2002 
that  will  sell  food  from  such  paitners  as 
BUmpie  International  Inc.  and  Taco  BeU. 

Southland  has  chosen  a  more  diffi- 
cult— though  potentially  more  prof- 
itable— path  by  creating  its  own  food 


brands.  It's  hoping  that  higher-margin 
salads,  sandwiches,  and  eventually  din- 
ner entrees  will  attract  new  customers. 
To  prepai-e  and  deliver  the  new  menu,  it 
has  assembled  a  network  of  seven  third- 
party-owned  commissaries,  seven  bak- 
eries, and  13  distribution  center's  serving 
more  than  2,500  stores.  The  system  is 
lower  in  cost  than  preparing  food  on 
site,  but  competitors  snipe  at  the  quali- 
ty. Regional  convenience-store  chain 
Wawa  Inc.,  based  in  subui'ban  Philadel- 
phia, prepares  fi-esh  sandwiches  in  its 
500  stores.  "The  customer  wants  restau- 
rant-quality food,"  says  Howard  B. 
Stoeckel,  head  of  marketing,  who  doubts 
commissary  food  can  measure  up. 
FRESH  MILK.  Southland  says  its  new  sys- 
tem can  lower  costs,  improve  quality,  and 
boost  sales.  Since  agreeing  to  make  de- 
liveries through  a  distribution  center  in 
April,  1996,  7-Eleven  supplier  Oak  Farms 
Daily  of  Dallas  has  seen  steady  5%  year- 
over-year  sales  gains  after  an  initial  19% 
jump,  says  general  manager  Rick  Bea- 
man.  Stores  now  get  fresh  milk  daily  in- 
stead of  three  times  a  week.  And  prices 
are  lower  since  Oak  Farms  passes  on 
the  savings  of  not  having  to  serve  the 
stores  itself.  Other  suppli- 
er, though — notably  Frito- 
Lay  Co. — have  balked  at 
tiuTiing  over  dehveries  to 
outsiders  paitly  for  feai'  of 
losing  control  over  in-store 
merchandising. 

The  linchpin  in  South- 
land's network  is  the  new 
information  system,  which 
took  $100  milhon  and  four 
years  to  develop  and  will 
consume  at  least  another  $100  million. 
Based  on  the  system  used  by  Seven- 
Eleven  Japan,  it's  supposed  to  tie  to- 
gether the  distribution  centers,  the 
stores,  and  headquarters.  Owners  can 
use  it  to  track  inventory  item  by  item 
and  to  analyze  sales  trends  based  on 
time  of  day,  weather*,  and  other  factors. 

In  theory,  that  should  allow  them  to 
make  mor-e  pr-ecise  sales  forecasts.  But 
getting  stor"e  oper'ators  to  use  the  sys- 
tem effectively  could  be  hard.  One  fr'an- 
chisee  worries  that  his  clei'ks  aren't  up 
to  it.  "We  don't  get  employees  who  stay 
a  long  time,  and  we  don't  get  brain  sur- 
geons," he  says.  And  some  fear*  the  sys- 
tem is  just  an  insidious  way  for  South- 
land to  exert  contr'ol.  Until  Southland 
can  persuade  its  store  operators — not 
to  mention  its  customers  and  suppli- 
ers— that  the  new  7-Eleven  makes 
sense,  its  slow-motion  turriaround  isn't 
likely  to  pick  up  much  steam. 

By  Wendy  Zellner  in  Dallas  with 
Emily  Thornton  in  Tokyo 


Tenth  Annual  Business  Week  Symposium 
of  Chief  Executive  Officers 
October  6-8,  1997 
Washington,  D.C. 


^000 


With  the  millennium  looming, 


it's  no  longer  business  as  usual.  What  new  knowledge  must  the  21st  century 
CEO  acquire  to  stay  competitive?  How  have  the  "rules  of  "the  game"  changed? 
The  Tenth  Annual  Business  Week  Symposium  of  Chief  Executive  Officers 


will  address  the  unique  challenges  facing  top  managers  at  this  moment 
history.  This  premier  gathering  of  Americas  business  leaders  will  feature  the 
CEOs  of  the  nations  largest  corporations  as  well  as  some  of  today's  leading 
commentators  and  historians. 

,  /  , Join  us  for  a  livel)^  and  mteractive  program  that  promises  to  be  a  valuable 


experience  for  all  participants. 


anew 


Vision 


REGISTRATION  INFORMATION  ON  CEO  2000:  CREATING  A  NEW  VISION, 


^asecall  800.821.1329 


itured  Speakers 


RT.  HON. 
I  MAJOR 

f  Minister 
'  Britain  and 
leni  Ireland 
0-1997) 


M.  FUDGE 

lent 


RICHARD  BRANSON         DORIS  KEARNS 

Foimder  and  Chairman  goodwin 


Virgin  Group 
of  Companies 


Pulitzer-Prize  Author 
and  Historian 


BERNARD  L. 
SCHWARTZ 

Chairman  and  CEO  thomas  g.  stemberg 

Loral  Space  &  Chairman  and  CEO 

Communications  Ltd.  Staples,  Inc. 


JAMES  L.  BARKSDALE 

President  and  CEO 
Netscape 
Communications 
Corporation 


RICK  PITINO 

Head  Coach 


veil  House  Coffee    Boston  Celtics 
'tanylKrafi 
Inc. 


DAVID  W.  JOHNSON 

Chairman 
Campbell  Soup 
Company 


THOMAS  J.  ENGIBOUS  GARV  HAMEL 

President  and  CEO  International 

Texas  Instruments  Consultant  and  Author 

Incorporated 


SCOTT  SHUSTER 

Conference  Moderator 


SENTED  IN  ASSOCIATION  WITH: 

n  &  Company,  Inc. 
itrol  Data  Systems,  Inc. 
'St  &  Young  LLP 
"rnational  Paper 
nson  Controls,  Inc. 
"ell.  Inc. 

^ALCOMM  Lncorporated 

S  Institute  Inc. 

I  Microsystems,  Inc. 

iPECIAL  PARTNERSHIP  WITH: 

?  /.  Paul  Getty  Trust 

H  SUPPORT  from: 

?  Missouri  Department  of 
nomic  Development 
carton  Executive  Education 


vision  of  Tlw McGraw-Hill  Ccnnpanies 


BusinessWeek 


E  X  E  CUT  r  V  E  PROGRAMS 


Beyond  news.  Intelligence. 


Finance 


INVESTIGATIONS 


SENSORMATIC:  THE  ALARMS 
ARE  STILL  GOING  OFF 

Faced  with  fraud  charges, 
the  security  company  began 
an  overhaul  18  months  ago. 
Yet  profits  keep  plunging 

In  1994,  Sensormatic  Electronics 
Coi-p.  was  on  top  of  the  world.  The 
Boca  Raton  (Fla.)  maker  of  retail 
and  commercial  security  systems 
boasted  annual  revenue  growth  of  20% 
or  more  for  30  consecutive  quarters  as 
its  stock  soared  to  37X.  Sales,  then  $487 
million,  reached  $1  billion  this  year. 

Yet  insecurity  might  better  describe 
the  company  these  days.  Its  stock  has 
slumped  below  13.  Sensormatic  is  em- 
broiled in  a  Securities  &  Exchange 
Commission  investigation  and  a  share- 
holder class  action  stemming  from  cjues- 
tionable  accounting  practices  that  sur- 
faced two  years  ago.  The  California 
Public  Employees'  Retirement  System 
in  February  placed  Sensormatic  on  its 
list  of  the  10  worst-pertbrming  compa- 
nies and  said,  "its  success  is  uncertain." 
NEW  SHOCK.  Now,  18  months  into  a  ma- 
jor overhaul,  the  bad  news  keeps  get- 
ting worse.  A  new  management  team, 
led  by  Chief  Executive  Robert  A. 
Vanourek,  has  faltered  in  delivering 
earnings  gi-owth  and  restoiing  credibil- 
ity. The  latest  shock  came  on  Aug.  14, 
when  Sensomatic  suspended  dividends, 
announced  a  $65  million  after-tax  chai-ge 
to  revamp  its  troubled  European  divi- 
sion, and  cut  1,200  jobs,  19%  of  its 
workforce.  Including  the  charge,  the 


company  reijuiled  a  $21.4  million  loss  in 
fiscal  1997  ended  June  30,  after  posting 
a  $97.7  million  loss  in  1996,  including  a 
$118  million  restnictiunng  charge.  More 
troubling:  Excluding  the  write-oft",  net 
income  plummeted  to  $13.2  million  in 
1997  from  $20.5  million  in  1996.  Rev- 
enues rose  only  3.1%,  to  $1.02  billion. 


Vanoui'ek  attributes  the  poor  rests 
investments  in  infrastructure  and  tiini 
and  legal  expenses  rather  than  yici 
pressui-es  in  the  dogfight  it  faces^w; 
its  chief  competitor.  Checkpoint  Sycei 
Inc.  in  Thoroughfare,  N.J.  "Wetoi 
have  had  higher  earnings  if  we  h;i ' 
gone  with  the  reinvestment  prosB 


SENSORMATIC'S 
SLIPPERY  SLIDE 

MAY,  1995 

Company  reports  its  31st 
consecutive  quarter  of  rev- 
enue grovith  of  20%  or  more. 

OCTOBER,  1995 

Audit  reveals  serious 
accounting  problems. 
Founder,  Chairman,  and 


Chief  Executive  Ronald 
Assaf  blames  poor  controls. 
Securities  &  Exchange  Com- 
mission begins  investigation 
and  shareholders  file  law- 
suits. Robert  Vanourek  des- 
ignated CEO.  Assaf  remains 
on  board. 

FEBRUARY-MARCH,  1996 

Reports  restructuring  and 
charges  totaling  $186  mil- 


lion, pretax,  and  sheds  75 
workers.  Vanourek  and  m 
CFO  Garrett  Pierce  revaip 
financial  controls.  I 

AUGUST,  1997 

Announces  $65  million  ae 
tax  charge  to  cover  overltn 
of  European  division,  cui 
1,200  jobs  (19%  of  work- 
force), suspends  dividens. 

DATA:  BUSINESS  WEEK 


^anovu'ek,  who  joined  Sensomiatic 
ober,  1995,  as  president  and  be- 
^EO  last  August.  He  concedes  past 
ms,  especially  Sensormatic's  stinc- 
hoi'tcomings:  poor  or  nonexistent  fi- 
1  and  management  controls,  aging 
ter  systems,  and  runaway  expens- 
16  job  is  certainly  more  challenging 
nyone  anticipated  in  1995,"  he  says. 
i  insists  the  company  can  achieve 
inual  gi-owth  by  2000. 
K  HOLE"  IN  BRITAIN.  Vanourek 
also  cope  with  fallout  from  the 
of  Ronald  G.  Assaf,  Sensonnatic's 
!r  and  former  ceo,  who  remains 
chairman.  After  the  accoimting  ir- 
rities  surfaced  in  1995,  an  Emst 
ng  report  said  that  company  offi- 
ncluding  Assaf,  knew  that  "out-of- 
"  revenue — recorded  after  the  re- 
g  deadline — was  being  recorded 
serly,  requiring  a  restatement  of 
third-quarter  results.  Computer 
had  been  reset  to  make  it  appear 
nes  had  been  recorded  on  time, 
shipments  to  warehouses  were 
id  as  sales.  Assaf  says  amounts  in- 
l  were  "immaterial." 
srnal  probes  revealed  other  ac- 
ng  and  reporting  problems,  espe- 
in  Britain,  which  an  internal  memo 
d  a  "multimillion  pound  black 
Such  actions  as  counting  revenue 
for  products  shipped  through  two 
muses  overstated  profits  by  at 
57.2  million  included  in  1996  wTite- 
1.  The  class  action,  filed  in  1995, 
ids  that  accounting  in-egularities 
id  Sensormatic  to  maintain  its 
h  while  Assaf,  other  senior  exec- 
,  and  some  board  members  profit- 
selling  shares.  While  conceding 
at-of-period  shipments,  the  com- 
and  individual  defendants,  includ- 
5saf,  have  denied  any  ft-aud. 
ile  much  of  the  shareholder  suit 
led,  some  pubhc  documents  raise 
ons  about  how  far  knowledge  of 
iproper  accounting  extended.  For- 
'hief  Financial  Officer  Michael  E. 
e,  who  resigned  in  March,  1995, 
is  before  the  accounting  problems 
le  public,  testified  in  an  sec  depo- 
he  had  mentioned  the  out-of-period 
ents  to  longtime  board  members 
;  E.  Lineberger  and  Jerome  M. 
le.  Both  Lineberger  and  L<eWine, 
?h  company  coimsel,  dispute  Par- 
testimony  and  deny  any  prior 
edge.  The  two  remain  directors, 
e  could  not  be  reached  for  com- 
but  in  replying  to  the  suit  he  de- 
iTongdoing. 

loiirek  and  new  CFO  GaiTett  Pierce 
iorganizing  financial  systems  and 
ig  to  clean  up  Sensormatic's  image, 
recruited  two  new  directors  with 
"eputations:  fomier  Time  Inc.  CEO 
chard  Munro  and  Wayland  R. 


Hicks,  former  CEO  of  Nextel  Communi- 
cations Inc.,  who  joined  in  June. 

Some  of  Sensoi-matic's  hai'shest  critics 
give  the  new  team  some  credit.  "To  a 
decent  degi-ee,  they've  cleaned  up  the 
accounting,"  says  analyst  Howard  A. 
Rosencrans  of  H  D  Brous  &  Co.  He  is  a 
skeptic  on  the  company's  long-teiTn  via- 
biUty,  given  the  competition  from  Check- 
point. Checkpoint  has  recently  ratch- 
eted up  pressur-e  with  retail  store  tags 
that  undercut  SensoiTnatic's  price — un- 
der 2(2  vs.  less  than  1(2  for  Checkpoint. 

Vanourek  acknowledges  the  Aug.  14 
moves  hurt.  But  he  is  unperturbed.  He 


has  been  through  worse,  he  recalls,  as 
CEO  at  Dallas-based  Recognition  Inc.  That 
company  was  the  target  of  a  Justice 
Dept.  probe  as  a  former  CEO  faced 
chai'ges,  later  dismissed,  of  influencing  a 
postal  service  contract.  Although  the 
company  was  nearly  out  of  cash,  he 
turned  it  aroimd.  "I've  been  through  high 
growth,  no  gi'owth,  fedei'al  issues,  law- 
suits— they  have  kind  of  prepared  me 
for  what  we  have  today — this  is  now 
showtime."  Given  Sensomiatic's  travails, 
it  should  attract  a  big  audience. 

By  Gail  DeGeorge  in 
Boca  Raton,  Fla. 


PRETAX  PROFITS  i 
IN  THE  REGION  ^ 
COULD  HIT ' 
$200  MILLION  ! 
THIS  YEAR 


SECURITIES  FIRMS 


HOW  MERRILL  LYNCH 
IS  WINNING  THE  EAST 

Even  a  recent  scandal  hasn't  slowed  its  move  across  Asia 


It  was  a  marketing  nightmare  in  Asia. 
Just  as  it  unveiled  an  unprecedented 
multimillion-dollar  advertising  cam- 
paign this  summer,  Merrill  Lynch  & 
Co.'s  star  private-banking  employee  in 
the  region  was  hauled  into  a  Hong 
Kong  courtroom  on  a  money-launder- 
ing charge.  Menill,  wliich  has  also  filed 
a  civil  suit  against  Kevin  Wallace  in 
Singapore,  was  forced  to  swallow  a 
painful  $45  million  charge  against  sec- 
ond-quarter earnings.  Memll's  ads  fea- 
turing goldfish,  a  traditional  Chinese 
symbol  of  prosperity,  competed  with  the 
Wallace  scandal  for  attention. 

Menill,  which  maintains  that  Wallace 
engaged  in  unauthoiTzed  trading  and  fal- 
sified cUents'  statements  and  signatm-es, 
says  it  has  compensated  customers, 
launched  an  internal  investigation,  and 
beefed  up  supei-vision.  Wallace  has  been 


released  on  bail  and  "will  be  vigorously 
defending  the  chai'ges,"  says  his  attorney 
Sharon  A.  Ser.  But  the  case  has  thi-own 
a  spotlight  on  the  investment  bank's 
ability  to  control  its  employees  in  the 
freewheeling  Asian  terrain. 
HIGH  STAKES.  A  big  pothole  in  the  road? 
You  bet.  But  the  scandal  isn't  slowing 
the  thundering  herd's  advance  across 
Asia.  Since  the  mid-1990s,  when  Merrill 
began  aggressively  expanding  across 
Asia,  the  firm's  revenues  and  earnings  in 
the  region  have  soared.  Building  a  pow- 
erhouse in  some  of  the  world's  fastest- 
gi'owing  economies  is  an  important  part 
of  CEO  David  H.  Komansky's  strategy  to 
make  non-U.  S.  revenues — currently 
about  25% — account  for  more  than  half 
of  Menill's  business  in  five  yeai's  (table). 

The  stakes  in  Asia  are  high,  even  for 
a  company  that  earned  nearly  $1  bil- 


Finance 


lion  worldwide  in  the  first  half  of  1997. 
Asia  gives  Merrill  a  huge  source  of  po- 
tential clients  in  a  region  where  growth 
rates  have  been  triple  those  of  the  U.  S. 
for  a  decade.  Already,  Merrill  boasts 
one  of  Asia's  biggest  brokerage  net- 
works, a  burgeoning  asset-management 
arm,  and  is  the  leading  debt  under- 
writer and  a  powerful  force  in  equities. 
In  contrast,  rivals  such 
as  Morgan  Stanley  Dean 
Witter  Discover,  Sa- 
lomon Brothers,  and 
Goldman  Sachs  have 
chosen  naiTower  niches 
in  the  region. 

It  was  the  1995  ac- 
quisition of  London- 
based  global  broker 
Smith  New  Court  plc 
that  put  Merrill  on  the 
map  in  Asia,  where  it 
long  trailed  its  U.  S.  competi- 
tors. The  purchase  gave  it 
stock-exchange    seats  and 


flow  of  new  deals.  By  staying  the  course, 
Men-ill  could  disprove  the  long-held  no- 
tion that  U.  S.  investment  banks  are 
wilUng  to  cut  and  run  fr-om  Asia  at  the 
fii'st  sign  of  trouble.  Protectionism  in 
such  markets  as  India,  Indonesia,  and 
Malaysia  have  forced  Merrill  to  Unk  up 
with  local  partners,  diluting  its  fees  and 
undercutting  its  control. 

What's  moi'e,  Merrill  has  strug- 
gled to  hold  local  talent.  Nearly  all 
its  top  positions  ai'e  held  by  Ameri- 
can, Australian,  and  British  execu- 


CEO  David  Komansky's 
Asia  Blitz 

ACHIEVEMENTS... 

ACQUISITIONS  The  1995  purchase  of 
London-based  broker  Smith  New  Court  put 
Merrili  on  the  map  in  Asia 

DEALS  Merrill's  investment  bankers  are  snaring  big  deals 


highly  regarded  local  reseai-ch    f'?!^_^'^';°PA^J^_^['^_AsL^!^_c°"lP_^^^^^^    deals.  Last  year,  it  cut 


Kong  Holdings  Ltd.,  in  one  of  . 
biggest  bond  deals  ever.  It  was  so 
derwi-iter  for  a  $100  miUion  bond 
ing  for  China's  Fujian  province.  ^ 
also  has  sold  $1.1  biUion  in  Asian  (i 
deals  outside  Japan  in  the  first  i 
"They  are  a  machine,"  observes  in 
U.  S.  investment  banker. 

Merrill's  deep  pockets  are  helpif 
vdn  some  of  its  biggest  prizes.  Fi 
ample,  when  the  Federal  Reserve 
interest  rates  dui-ing  a  landmark  ; 
Hon  Chinese  government  bond  dii 
1994,  Merrill  stood  its  u;: 
Instead  of  dumping  tiie  . 
on  the  market  and  dir 
prices  down  even  furtk 
kept  the  paper  on  its 
until  the  market  impiv 
suffering  a  $15  milliorl( 
The  effort  paid  off:  A  gi  ' 
Chinese  Ministry'  of  I'l; 
awarded  Merrill  twD  : 
bond  deals.  Indeed,  Me  i 
willing  to  slash  prices  t 


teams.  Since  then,  Merrill  has 
bought  one  of  Australia's  top 
brokerages,  Mcintosh  Seciun- 
ties  Ltd.,  and  more  than 
tripled  its  regional  staff  out- 
side Japan  to  2,000-plus,  com- 
pared with  800  for  Morgan 


RETAIL  Merrill  is  expanding  private  banking  across  Asia 
and  moving  into  mutual  funds 


...AND  CHALLENGES 


MARKET  TURMOIL  Recent  currency  crises  and  the  sub- 
sequent plunge  of  regional  bourses  may  dry  up  the  flow 


derwriting  fee  from  : 
2.75%  to  win  a  covet ec 
miUion  global  depot 
share  deal  for  South  Kn 
Kookmin  Bank  last  ye£, 
Although  the  Wallaceia 
tarnished  the  image 


Stanley  and  450  for  Goldman.    ?!  J^A^  5*5^]^   private-banking  unit,  hi 


Menill  has  also  beefed  up  its 
mergers-and-acquisitions  and 
research  units,  and  is  distrib- 
uting mutual  fimds  through 
Korea's  lg  Securities  and  In- 
dia's DSP  Merrill  Lyiich  Secu- 
rities Ltd.  "These  are  really 
long-temn  commitments,"  says 
John  S.  Wadsworth  Jr.,  who 
heads  Morgan  Stanley's  Asian  opera- 
tions. "Men-ill's  advantage  is  its  signifi- 
cant local  presence." 

The  rapid-fii'e  expansion  is  paying  off. 
Memll's  pretax  earnings  for  the  Asian 
region,  which  includes  Japan  and  Aus- 
tralia, more  than  doubled,  to  $199  mil- 
lion in  19%,  as  revenues  jumped  25%,  to 
$1.5  billion.  Asian  business  outside  of 
Japan  accounts  for  about  half  of  those 
earnings  and  equals  the  total  profits  of 
its  two  strongest  Asian  rivals,  Jardine 
Fleming  and  Peregrine  Investment 
Holdings  Ltd.  This  year,  Merrill's  Asian 
pretax  profits  are  expected  to  hit  $200 
miUion.  The  firm's  intenial  targets  call 
for  roughly  a  doubhng  of  revenues 
every  year  for  the  next  three  years, 
matched  by  a  similar  climb  in  profits. 

But  Merrill  stiU  faces  formidable  chal- 
lenges. One  worry  is  currency-market 
turmoil  that  has  been  sending  Asian 
stocks  plummeting  and  may  slow  the 


STAFFING  Defections  of  some  top  Asia  talent  and  a  poor 
track  record  on  integrating  Asians  into  top  management  are 
serious  obstacles 

BROKER  SUPERVISION  The  arrest  of  one  of  Merrill's  top 
brokers  in  Asia  may  indicate  that  expansion  is  coming  at 
the  expense  of  internal  controls 

DATA:  BUSINESS  WEEK 

tives,  ftieUng  resentment  that  the  firm 
isn't  committed  to  promoting  Asians.  One 
big  loss  was  Liping  Zhang,  a  U.  S.- 
trained  Shanghai  native  who  built  up 
Menill's  Chinese  cor-porate  finance  arm 
and  then  quit  two  years  ago  to  head 
Seapower  Financial  Services  Group,  a 
Chinese-backed  securities  firm  in  Hong 
Kong.  Peter  Clar'ke,  chairman  of  Menill 
Lynch  (Asia  Pacific)  Ltd.,  concedes  "fins- 
tration"  at  the  level  of  employee 
tiuTiover  and  says  a  r-evolving  door  'is  no 
way  to  nm  a  business,  especially  in  Asia, 
where  relationships  ar-e  everything." 
DEEP  POCKETS.  Despite  these  chal- 
lenges, Merrill  is  gobbling  up  mar-ket 
shar-e.  Thanks  to  its  U.  S.  clients,  Menill 
raised  $3.3  bilUon  in  the  Asian  pubhc 
debt  market  during  the  first  half,  al- 
most as  much  as  second-  and  third- 
ranked  Morgan  Stanley  and  Salomon 
combined.  In  July,  it  raised  $2  billion 
for  Hong  Kong  conglomerate  Cheung 


is  going  ahead  with  pli' 
expand  offices  catering- 
fluent  Asians  in  Los  Ai  ■ 
Sydney,  and  cities  in  i 
One  special  target:  pu;ii 
ly  connected  and  ver,  r 
entrepreneurs,  especi:  v 
Indonesia.  The  focus  nil! 
nouveaux  riches  is  iiii 
standable.  Average  Asian  private^li' 
accounts  are  traditionally  thr'cc  r 
as  lar-ge  as  those  in  the  U.S. 
pore-based  private-banking  heai  £ 
mundo  Yu  figur-es  that  his  unit 
consecutive  years  of  20%  annual  p 
in  assets  under  management  wi 
tinue  "for  the  for-eseeable  fiitui-. 
that  Asia  wiU  outstrip  North  Amt.c 
assets  under  management  by  20(. 
sets  in  the  super'-rich  category? 
least  $30  miUion  and  up  are  inci: 
the  fastest. 

With  this  wealth  of  opportuni/;  i 
no  wonder  Komansky  is  an  2 
Asiaphile.  In  the  chairman's  officers 
a  huge  Gurkha  dagger  and  p  3' 
2,500-year-old  bronze  arrowhead,  f 
China's  Warring  States,  symbol  ' 
haps,  of  this  firm's  self-proclaimec 't 
ness  for  battle. 

By  Mark  L.  Clifford  in  Hovgit 
unth  Leah  Nathans  Spiro  in  Nei  I 
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ILD, 
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t  let  bumps  bounce  you  out  of  the  stock  market 


JULY  14 
7923.0 


ves  me.  It  loves  me  not.  It  loves 
..  As  the  Dow  Jones  industrial 
rage  swings  from  a  247-point  loss 
ay  to  gains  of  more  than  100 
for  each  of  the  following  three 
investors  can't  help  but  feel 
sh.  But  while  the  going  may  be 
in  the  next  few  months,  many 
L  pros  say  the  investing  public's 
;e  with  the  stock  market  will  con- 
,0  be  rewarded, 
ket  strategists  point  out 
hat  seems  to  be  a  mer- 
mai'ket  is  actually  a  re- 
)  normal  volatihty.  And 
xpect  the  market's  er- 
behavior  to  continue. 
;tock  market  should  be 
3  go  through  a  period 
highly  valued  stocks  are 
id  down  and  offered  at 
nore  i-easonable  prices," 
'homas  McManus,  Nat- 
Market's  U.  S.  invest- 
strategist.  "That  would 
i  legacy  of  further  rea- 
3  gains  to  be  made  over 
xt  few  years."  McManu^ 
the  Dow  will  end  the 
t  8000  to  8050. 
RECOVERY?  Goldman 
&  Co.'s  highly  I'espected 
Joseph  Cohen,  a  long- 
ull,  thinks  investors  will 
.  waiting  game  in  the 
ew  months.  "What  has 
lied  is  that  we've  had 
economic  news,  stock 
moved  notably  higher, 
len  people  look  around 
y:  'What  have  you  done 


ments  in  corporate  earnings  closely. 
Lehman  Brothers  Inc.'s  Jeffrey  M.  Ap- 
plegate  also  expects  the  market  to  rise, 
noting  that  if  earnings  meet  Lehman's 
projection  of  being  up  10%  a  year  ft'om 
now,  and  if  the  long  bond  rallies  to 
6.25%,  the  market  ought  to  move  higher 
in  a  sawtooth  pattern,  with  the  Dow  at 
8800  a  year  from  now. 

Less  bullish  is  Christine  A.  Callies, 
chief  investment  strategist  at  Credit 
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i  lately? 


says  Cohen. 


we  get  stuck  in  a  tracl- 
inge"  while  investors 
news  on  the  economy 
rporate  profits, 
esponse  to  signs  of  mild- 
■red  inflation  and  good 
-quarter  profits,  Cohen  upped  her 
^recasts  on  Aug.  18.  She  expects 

to  recover  fully  from  their  re- 
ill  by  yeai'end  and  to  move  higher 
i  Cohen's  yearend  target  for  the 
3  8250,  a  2.8%.  rise  from  current 

which  would  mean  a  27%  rise 
?  year.  Down  the  road,  Cohen  ex- 
stock  returns  to  track  improve- 


Suisse  First  Boston  Coii).  While  labeling 
the  247-point  drop  on  Aug.  15  "another 
of  the  market's  panic  attacks,"  with  no 
appai'ent  i-elation  to  a  shift  in  imdei-lying 
fimdamentals  or  changes  in  capital  flows, 
Callies  thinks  most  of  the  positive  im- 
pact of  lower  rates  is  already  built  into 
the  stock  market.  "With  no  meaningful 
help  from  bonds,  the  market  is  going 
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to  get  inci'easingly  volatile  between  now 
and  yearend,"  says  Callies.  "Our  work 
suggests  that  the  bond  market  is  over- 
optimistic  on  the  subject  of  low  infla- 
tion and  too  complacent  about  the  abih- 
ty  of  the  economy  to  recover."  Her 
worst-case  downside:  875  on  the  Stan- 
dard &  Poor's  500-stock  index,  about  a 
7%  drop  ft'om  the  index'  current  level. 

While  remaining  positive  on  stocks, 
some  strategists  are  warming  up  to 
bonds.  McManus  recently  reallocated 
5%  from  his  model  portfolio's  cash 
weighting  into  bonds.  "Despite  very 
widespread  fears  to  the  contraiy,  infla- 
tion is  very  much  under  control,  and 
bonds  ai'e  attractive,"  he  says.  McManus 
behoves  real  bond  yields — the  yield  less 
the  inflation  rate — are  about  100  basis 
points  too  high  and  should  be  about  250 
to  300  basis  points  over  inflation.  "If  in- 
flation can  stay  at  its  current  level  of 
2%  to  2.5%,  then  the  bond  yield  can  fall 
gradually  as  bonds  reprice 
themselves  to  a  more  natural 
premium  over  the  inflation 
rate,"  he  says.  That  would 
translate  into  a  long  bond  at 
5.5%,  as  opposed  to  its  cuirent 
rate  of  6.5% . 

BUYING  OPPORTUNITY.  Flows 
into  bond  mutual  funds  have 
indeed  picked  up  in  recent 
months,  but  equity-fund  in- 
vestors don't  seem  to  be 
jumping  ship.  "Investors  are 
staying  the  course  and  to 
some  extent  taking  advantage 
of  dips  to  buy  additional  equi- 
ty-fund shares,"  says  a  Van- 
guard Group  spokesman.  Ac- 
cording to  Charles  Biderman, 
president  of  Ti-im  Tabs  Finan- 
cial wServices  in  Santa  Rosa, 

LONG  VIEW 

The  recent  spookiness 
in  equities  i.s  actually  a 
return  to  normal  volatility 

Calif.,  flows  into  bond  funds 
are  slowing  as  investors  chase 
performance.  "It  used  to  be 
that  flows  into  funds  lagged 
performance,  but  in  recent 
months,  it  has  been  simulta- 
neous," he  says.  "That  says 
that  a  lot  of  people  out  there 
are  trading  funds — that  some 
mutual-fimd  buyers  are  becoming  spec- 
ulative players." 

If  McManus'  call  on  the  bond  mar- 
ket is  right,  those  that  move  into  bond 
funds  will  do  well.  But  falling  rates 
would  also  goose  equities.  So  those  who 
stick  it  out  with  stocks  could  again  be 
the  biggest  winners. 

By  Suzanne  Woolley  in  New  York 


MONEY  MANAGERS 

MILITANT  ON 
INVESTMENTS 

Travelers  taps  Tom  Jones  to 
run  its  $120  billion  in  assets 

On  his  second  day  on  the  job, 
Thomas  W.  Jones  seems  right  at 
home  in  his  plush  office  at  the 
Travelers  Corp. — a  long  way  from  his 
role  as  a  militant  student  leader  at  Cor- 
nell University  in  1969.  His  office  is  still 
unfumished,  but  it  is  prime  real  estate, 
with  a  corner  location  and  panoramic 
view  of  the  New  York  harbor — as  befits 
the  chief  executive  of  Smith  Barney  As- 
set Management,  a  new  di- 
vision of  parent  Ti-avelers. 

Jones,  a  dynamic,  articu- 
late workaholic,  has  his 
work  cut  out  for  him.  While 
Smith  Barney  Asset  Man- 
agement has  $120  billion  in 
assets  under  management 
in  various  in-house  money 
market  and  mutual  funds, 
it  is  not  a  top  fimd  manag- 
er That's  because  it  offers 
only  a  limited  aiTay  of  stock 
funds.  And  the  funds'  over- 
all performance  has  been 
modest:  only  7  of  the  94 
Smith  Barney  funds  rated 
by  Morningstar  earned  the 
top  Morningstar  Inc.  rank- 
ing of  five  stars.  "It  is  in- 
cumbent upon  us  to  have 
four-  to  five-star  funds  in 
most  fimd  categoiies.  That's 
not  the  case,"  says  Jones. 
AIMING  HIGH.  The  former 
president  of  giant  teachers' 
pension  fund  TIAA-CREF 
aims  to  change  that.  Jones 
believes  he  can  import  tiaa- 
CREf's  risk-  and  investment-  manage- 
ment techniques  to  beef  up  Smith  Bar- 
ney's returns.  Although  he  has  no 
experience  as  a  money  manager,  he  has 
overseen  since  1989  the  launch  of  foui* 
new  TIAA-CREF  funds  that  were  all  i-ated 
either  four  or  five  stars  by  Morningstar. 
He  is  reviewing  Smith  Baniey's  mutual- 
fund  business  and  winting  a  three-year 
plan,  which  he  will  pi-esent  to  the  board 
by  yearend.  Jones  intends  to  rely  on 
current  staff  as  well  as  hire  "key  play- 
ers" and  sell  more  fimds  through  other 
Travelei-s  units,  such  as  Primerica,  which 
has  28,000  insurance  agents  Hcensed  to 
sell  mutual  funds.  "At  the  end  of  tkree 
years,  we  will  have  emerged  as  a  lead- 
ing asset-management  complex"  on  both 


the  retail  and  institutional  side,  he  says. 

Jones  is  not  a  man  to  bet  against. 
Starting  as  a  consultant,  he  then  joined 
accountants  Arthur  Young  &  Co.  The 
fiiTO  put  him  through  night  school  at 
Boston  University,  where  he  earned  an 
MBA.  He  also  earned  a  cpa.  In  1982,  he 
signed  on  with  John  Hancock  Mutual 
Life  Insurance  Co.,  and  by  1989  had 
worked  his  way  up  to  treaswer  Stephen 
L.  Brown,  Hancock's  chief  executive, 
credits  Jones  for  putting  in  place  cost- 
tracking  and  strategic-i^laiming  systems. 
"He  really  modernized  om-  corporate  re- 
porting area,"  says  Brown. 

In  1989,  Jones  left  to  become  chief 
financial  officer  at  tiaa-cref,  which  has 
$200  billion  of  college  and  university 


professors'  pension  money  under  n 
agement.  At  the  time,  the  privaten 
profit  organization  had  huge  stal^ 
troubled  real  estate  and  junk-bondn 
kets.  Jones  went  to  the  rating  agej 
which  had  never  rated  tiaa-cre  | 
fore.  He  managed  to  secure  a  ( 
rating  of  AAA  by  explaining  why 
cref's  portfolio  wasn't  as  risky 
looked.  In  1993,  he  became  presid 
Jones  has  always  been  a  quick 
His  father  was  a  Presbyterian  mi 
and  a  nuclear  physicist  who  des 
missiles  for  the  I)efense  Dept. 
grew  up  in  Queens,  New  York,  ar.i 
tered  high  school  at  12,  having  ski] 
fourth  and  eighth  gi-ades.  He  wd 

DOING  THE  RIGHT  THING 

Jones  stands  by  his  choicesi 
From  Cornell  student  radicl 
1969  to  head  ofiii 
new  Smith  Emm^ 
Asset  Managemei 

Cornell  University 
where  he  was  electedl 
ident  of  his  freshmanf 
In  his  senior  year,  p 
earned  nationwide  not  i; 
In  April,  1969,  he  f 
leader  of  an  armed  talii 
of  Cornell's  WiUaixl  StBj 
Hall  to  protest  the  unf 
ty's  disciplining  blach 
dents  who  had  demonsa 
for  a  black  studies  pi'cn 
Jones  appeared  in  a  f  i 
photo  clenching  a  i  .l 
raised.  Later,  adch- 
demonstrators,  he  (lc( 
"In  the  past,  it  has  Ikm 
black  people  who  h:i\  r 
all  the  dying.  Now  tin. 
has  come  when  the  i>i; 
going  to  die,  too  . . .  ( r 
has  until  9  o'clock  toiv 
In  a  controversial  mo\ ; 
imivei-sity  capitulated,  'li 
led  to  its  president  stepping  dow 
some  faculty  leaving. 

How  does  the  pinstriped  Jont 
about  the  incident?  Of  those  tumiW! 
times,  he  says  today:  "I'm  absdt 
proud  that  we  stood  up  for  ours'Vt 
He  admits,  though,  that  "a  lot  oli 
got  wi-ecked."  Cornell  later  emi? 
Jones,  making  him  a  trustee  ini'^ 
And  Jones  even  owes  Cornell  hi  ri 
job.  He  met  Tr-avelers  Chief  Extat 
Sanford  I.  Weill  when  both  ser!d 
trustees  of  Cornell  Medical  Collek 
Ti-avelers,  Jones  can  expect  to  ea 
more  than  the  $1.3  million  he  mi( 
1996  at  his  old  job.  Not  bad  for,  i ' 
fi-iend  calls  him,  a  "preacher's  kid 
By  Leah  Nathans  Spiro  in 
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issed  the  entire 
I  market" 


GENE  G.  MARCiAL 

IM  ISN'T  STAYING 
PWN  ON  THE  FARM 

s  a  die-hard  value  player,  invest- 
ment manager  Wayne  Nordberg  is 
ays  on  the  lookout  for  big  names 
t  have  fallen  hard — and  are  bereft 
[riends.  "Often,  real  value  is  over- 
ked  in  stocks  where  expectations 
low,"  says  Nordberg,  head  of  equi- 
ty investing  at 
Lord  Abbett, 
which  manages 
$25  billion.  One 
{  ^  f     stock  he's  high 

I  '  I  on:  scandal-ridden 
^  Archer  Daniels 

Midland  (ADM),  a 
processor  of  com- 
modities such  as 
corn,  wheat,  and 
oilseeds. 

Archer  Daniels 
has  "missed  the 
entire  bull  mar- 
ket," says  Nord- 
berg. Hovering 
"~  between  15  and 

since  1995,  the  stock  is  now  at  20. 
int  three  factors,  argues  Nordberg, 
or  buying  adm:  The  company  has 
tied  the  most  potentially  damaging 
suits  brought  by  the  Justice  Dept. 
1  others  for  price-fixing  and  for  ille- 
payments  to  executives;  a  turn- 
und  in  earnings,  figures  Nordberg, 
ust  six  months  away,  helped  by  pro- 
ved returns  from  investments  in  Eu- 
e  and  in  bio-products;  and  a  joint 
iture  is  rumored  to  be  in  the  works 
ween  adm  and  Monsanto, 
rhere  is  talk  that  Monsanto,  a  giant 
ihemicals  and  faraa  products,  could 
'  a  stake  in  adm.  Monsanto,  with 
3S  of  $9.2  billion  last  year,  has  a 
rket  capitaUzation  of  $26.7  billion, 
il,  with  sales  of  $13.3  billion,  has  a 
rket  cap  of  $11.6  bilhon. 
Nordberg  says  that  adm's  entry  into 
rative  bio-products  fueled  those 
ispers  and  that  Monsanto  might  go 
!r  the  whole  company.  But  he  thinks 
Ant  venture  is  more  likely.  Making 
A  amenable  to  such  a  venture  is  a 
re  independent  board  and  a  new 
),  Alan  Andreas,  nephew  of  founder 
'ayne  Andreas,  79.  adm  and  Mon- 
ito  dechned  comment. 
3io-products  is  a  new  field  for  adm, 
it  has  invested  $1.5  billion.  Mai-gins 


on  products  such  as  vitamin  E,  beta- 
carotene,  and  lysine  are  high,  and  re- 
turn on  assets  could  reach  20%,  says 
Nordberg.  He  notes  adm  has  60%  of 
the  $600  million  lysine  market. 

With  adm's  "clean  balance  sheet  and 
cash  on  hand  of  about  $2  billion,"  Nord- 
berg says  the  company  has  an  oppor- 
tunity to  invest  more  in  its  own  busi- 
nesses and  bring  earnings  back  on 
track.  He  believes  it  will  earn  $1.35  a 
share  in  the  year  ending  June  30,  1998, 
and  $2  in  1999.  He  figures  the  stock 
will  be  worth  40  in  12  to  18  months. 

Lord  Abbett  analyst  Richard  Larsen 
says  the  market  for  processed  farm 
products  "is  booming,"  led  by  Chinese 
demand.  The  tight  com  supply  in  1995 
and  1996  hurt  results,  but  now  "the 
outlook  is  substantially  better,"  he  says. 

ADVANCED  HEALTH 
IS  IN  THE  PINK 

Advanced  Health  (advh)  is  by  no 
means  a  blue-chip,  but  it  has  kept 
pace  with  the  lai'ge-caps  in  this  roaiing 
l3ull  mai-ket:  When  first  featured  in  this 
column  on  Feb.  3,  1997,  the  stock  was 
trading  at  9.  It  has  since  zoomed  to 
20,  more  than  doubling  its  market  cap 
from  $65.7  million  to  $148.4  milHon. 
And  like  the  horde  of  faithful  bulls  in 
the  market,  some  pros  keep  on  buying 
Advanced  Health.  What's  the  scoop? 

Advanced  Health  is  branching  out 
from  providing  integi'ated  services  to 
physicians.  It's  becoming  an  infonnation 
technology  company,  which  should  pro- 
duce even  healthier  results.  Advanced 
Health  has  devel- 
KEEPING  IN  STEP     oped  "clinical  tri- 
WITH  THE  BIGGIES    al"  software  for 
companies  with 
products  that 
need  to  get  Food 
&  Drug  Adminis- 
tration approval. 

The  company 
says  that  the  soft- 
ware will  simpli- 
fy the  process  of 
filing  for  clinical 
tests.  Advanced 
Health's  software 
includes  a  data- 
base of  informa- 
tion on  patients 
and  doctors  who  can  be  em-olled  in  tri- 
als. The  software  also  helps  analyze 
the  characteristics  of  any  product, 
which  will  reduce  the  time  and  cost  of 
filing  for  approval  from  the  fda. 
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So  far.  Advanced  Health  has  been 
beating  earnings  estimates,  causing 
most  analysts  to  rate  the  stock  a  buy. 
For  1997,  they  expect  51^  a  share,  vs. 
a  26(2  loss  last  year  and  for  1998,  the 
consensus  is  $1.07.  Will  the  company 
beat  these  estimates  as  well?  "You 
bet,"  says  one  insider. 

GOOD  CHEMISTRY 
IN  CHINA  

So-called  red-chip  stocks  continue  to 
be  red-hot.  Trading  mainly  in  Hong 
Kong,  they  are  shares  of  companies 
vdth  ties  to  enterprises  inside  China. 
But  there's  one  red-chip  issue  that 
trades  not  in  Hong  Kong  but  on  the 
NASDAQ:  Pacific  Chemical  Group  (cpta). 

"It's  one  of  the  new  breed,"  explains 
S.  L.  Chen,  chairman  of  S.  L.  Chen  As- 
sociates, consultant  to  many  state- 
owned  enterprises  in  China,  including 
Pacific  Chemical.  The  company  is  a 
textbook  example,  he  says,  of  the  kinds 
of  ventuj'e  that  wiU  flourish  in  China  in 
the  next  few  years.  Pacific  Chemical 
owns  51%  of  a  joint  venture  company 
that  is  the  second-largest  producer  of 
puiified  terephthalic  acid  (pta),  a  chem- 
ical used  to  make 

polyester  resin.  THIS  'RED-CHIP' 
This  is  a  critical  IS  RED-HOT 
raw  material  in 
the  textile  and 
bottling  indus- 
tries. Demand  for 
PTA  is  exploding, 
says  Chen. 

Located  in  the 
northern  city  of 
Jinan,  the  joint 
venture  is  called 
Jinan  Dayang 
Chemical  Fiber. 
The  remaining 
49%  is  ovmed  by 
Jinan  Chemical 
Fiber.  The  joint  ventui-e's  pta  production 
is  sold  to  Jinan  Chemical,  so  the  gi'owth 
of  Jinan  Dayang  is  inextricably  linked 
with  the  progress  of  Jinan  Chemical. 

So  far,  the  venture  is  thriving,  ac- 
cording to  Joe  Salvani,  dh'ector  of  re- 
search at  Boston  Group,  who  has  put  a 
buy  recommendation  on  Pacific  Chemi- 
cal. The  stock,  which  has  been  rising, 
trades  at  13.  Based  on  projected  gi'owth, 
Salvani  thinks  the  stock  could  hit  20 
this  year.  He  expects  the  company  to 
earn  85^  to  $1  a  share  on  estimated 
sales  of  $80  million  this  year,  and  $1.50  a 
share  on  sales  of  $110  million  in  1998. 
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When  choosing  a   PC  for  your  company,  remember 


the    lesson    of    the    Titanic.    Hieh   PC  management 


costs  aren't  just  bad  in  themselves;  they 
also  ti'anslate  into  lost  productivity.  Worse, 
they  suggest  a  PC  environment  barely 


HPVectraVE  Under  coutrol.  But  at  HP,  we  don't  just  make 

for  Business  fromS992 

Intel®  Pentium'  processor-based  PCs  that  you  can  manage. 


We  make  PCs  that  help  you  manage.  Between  our  hardware 


and  software  features  such  as  Top  TOOLS  and  Open  View, 


we  offer  a  host  of  n  o n  -  p  r  o p  r  i  c  t  a  r  y,  D M  1  -  s  t  a  n  d  a  r  d  s  -  b a  s  e  d 


management   solutions.  You   can   remotely   upgrade  the 


BIOS  of  multiple  PCs,  monitor  every  PC  in  your  network,* 


troubleshoot  problems  and,   in  general,  minimize  costs. 


The  iceberg  will  still  be  out  there,  of  course.  But  it,  w o n ' t 


be  one  you'll  founder  on.  w  ww.  h  p.c  om /g  o/v  e  c  t  rac  o  m  m  p  rc  i  a  I 


Better  products,  better  productivity. 


HEWLETT 
PACKARD 


Information  Processing 


SOFTWARE 


CAN  MARIMBA'S  CEO 
KEEP  THE  BEAT? 

A  Silicon  Valley  sensation  tackles  startup  problems-and  skeptics 


By  now,  Kim  Polese  is  accustomed 
to  the  spotlight.  The  35-year-old 
founder  of  Maiimba  Inc.  has  been 
living  in  its  glow  for  the  past  two 
years.  As  a  product  manager  at  Sun 
Microsystems  Inc.,  she  helped  make  the 
company's  Java  progi'amming  language 
a  household  word.  She  became  an 
overnight  sensation 
when,  at  the  height 
of  the  Java  buzz  ear- 
ly last  year,  she  quit 
Sun  and,  along  with 
two  key  Java  engi- 
neers, formed  Inter- 
net stailup  Maiimba. 
A  rare  female  CEO  in 
a  male-dominated  in- 
dustry, Polese  hob- 
nobs with  President 
Clinton    and  Vice- 
President  Gore,  and 
is  often  mobbed  by 
autogi'aph  seekers  at 
trade  shows.  Musi- 
cian Thomas  Dolby,  a 
friend   of  Polese's, 
calls    her  "Silicon 
Valley's  answer  to 
Madonna." 

Just  like  the  ma- 
terial giii,  Polese  has 
her  share  of  critics, 
who  say  she  is  inex- 
perienced and  over- 
rated. Indeed,  her 
fame  does  not  sit 
well  with  some  Val- 
ley denizens.  "Kim 
spends  an  awful  lot 

of  time  in  the  public  hundreds  of  waiy 
eye,  but  I  don't  see  corporate  clients 

that  many  products 
coming  out  that  are  generating  rev- 
enue," says  Christopher  R.  Hasset,  ceo 
of  PointCast  Inc. 

Legitimate  gripe  or  sour  grapes? 
While  critics  and  press  i-eports  have  fo- 
cused on  hei'  fame,  Polese  has  been  qui- 
etly proving  her  mettle.  Maiimba,  which 
makes  technology  for  delivering  soft- 
ware updates  and  information  across 


the  Net,  has  gi'own  from  four  founders 
in  Januaiy,  1996,  to  70  employees.  The 
company  boasts  300  paying  customers, 
including  Lehman  Brothers  Inc.  and 
PeopleSoft  Inc.  It  just  released  a  third 
version  of  its  product,  Castanet,  which 
fh'st  debuted  in  Januar\'.  And  in  mid- 
September,  a  half-dozen  strategic  pail- 


Pinel  Realtors  in  Saratoga,  Cat, 
example,  Castanet  dehvers  real  s 
Hstings  and  photos  to  the  compu  : 
400  agents. 

Additionally,  this  is  the  fu'st  tiie 
has  managed  more  than  a  hanAi 
people.  And  in  the  months  ahea, 
must  win  over  hundreds  more  oi 


IN  THE  SPOTLIGHT 

Polese  has  to  brin 


ners  are  expected  to  invest  up 
to  $1.5  million  in  Marimba. 
§  Still,  Polese  faces  hiu'dles  be- 

fore earning  her  place  among 
Silicon  Valley's  entrepreneurial 
successes.  She's  made  some  mis- 
steps. For  example,  Marimba  early  on 
tried  to  go  after  the  consumer  market 
as  well  as  coi-porate  customers.  The  re- 
sult: an  overtaxed  staff  and  a  muddied 
message.  Now,  Marimba  is  focusing  on 
selling  to  corporations,  which  use 
Marimba's  push  technology'  to  automat- 
ically deliver  software  and  information 
to  employees  and  customers.  At  Alain 


KIM  POLIS! 

BORN  Nov.  13,  1961,  i\ 
Calif. 

UPBRINGING  Italian  iir 
parents  ran  a  small  riC: 
shop  in  Berkeley.  Getlg 
^  A's  in  sctiool  was  a  m;t. 

EDUCATION  Universitjrf 
California  at  Berkeley?? 
biophysics,  1984. 

CAREER  1985-1988  i 

keting  manager  at  Inllii 
which  developed  artifia 
gence  software. 

1989-1996  Joined  SiH 
tems  as  a  product  m<':aj 
named  and  promoted 3'. 
hot  programming  lan  ia 

1996-present  Co-foi* 
Marimba  Inc.,  an  lnter«l- 
company,  where  she  isov 

rate  customers,  wliich  are  tyijical 
itant  to  take  a  risk  on  an  unjri'nx  e 
pany.  Only  then  will  Marimba 
share  of  the  Web-software  manajMi 
market,  which  Fon-ester  Reseantl 
estimates  will  be  worth  $400  militn 
2000. 

Polese  has  been  preparing  f' 
challenge  her  entire  life.  Her  biii 
instincts  were  inspii'ed  by  her  pp 
Itahan  immigi-ants  who  ran  a  ir:i 
shop  in  Berkeley,  CaUf.  Standai'd  « 
high  in  the  Polese  household.  Sh<- 
ied  piano,  danced,  strove  for  stii 
A's.  "You  didn't  come  home  from^ 
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irn  on  the  TV  and  open  a  bag  of 
,os,"  says  Polese. 
study  habits  ai-e  paying  off  today, 
wledging  her  inexperience,  Polese 
aght  management  help  fi-om  Dou- 
[ackenzie,  a  partner  at  the  ven- 
ipital  firm  of  Kleiner  Perkins  Cau- 
Byers,  which  invested  $4  million 
•imba  last  year.  And  she  has  as- 
;d  a  top  executive  team — rich  in 
p  Icnowhow  and  expert  at  deal- 
th  corporate  customers, 
t  has  helped  forge  essential  bonds 
;stablished  players,  such  as  IBM 
etscape  Communications  Corp. 
•elationship  vdth  Netscape  gives 
ifidence  they'll  be  around  for  a 
"  says  Robert  Offutt,  a  senior 
ilogist  for  Sabre  Group  Holdings 
vhich  is  considering  using  Cas- 
te distribute  software  updates  to 
travel  agents  worldwide. 
NOSED.  Most  impressive,  Polese 
monstrated  a  steely  pragmatism, 
lonths  ago,  she  decided  to  accel- 
hiring  a  dozen  engineers  and 
upport  folks,  even  though  that 
,  pushing  back  the  startup's 
iven  target.  "Breaking  even  isn't 
lal  right  now,"  she  says.  "Owning 
irket  is."  Another  hard-nosed  de- 
developing  a  version  of  Castanet 
works  with  Microsoft  Corp.'s 
)ws-based  programs,  instead  of 
ava. 

3se  has  taken  a  conservative  ap- 
1  from  the  beginning.  She  and 
o-founders,  who  each  put  up 

0  to  start  the  company,  waited 
hey  had  a  product  and  customers 

they  accepted  outside  financing, 
lidn't  want  to  get  fat  and  hap- 
ays  Polese.  Although  the  buzz 
mding  her  company  almost  giiar- 

1  demand  in  the  financial  mar- 
she's  in  no  rush  to  go  public — 
)98  is  the  target. 

strategy  could  pay  off.  As  more 
^nies  use  the  Web  to  reach  cus- 
s  and  employees,  technology  hke 
iba's  will  be  in  great  demand, 
now,  Polese  has  only  a  smatter- 
'  competition,  mostly  from  star- 
■iuch  as  BackWeb  Technologies, 
r  term,  Microsoft  has  signaled  it 
id  software-distribution  features 
products.  "She's  in  a  battle  where 
soft  is  trying  to  kill  her  every 
says  L.  John  Doerr,  a  venture 
r  at  Kleiner  Perkins.  Polese 
!  off  the  Microsoft  threat.  As  long 
rimba  keeps  innovating,  she  says, 

be  successful.  As  for  the  crit- 
Phere's  substance  here,  in  me  and 

company,  and  I  don't  let  it  both- 
,"  she  says.  Good  thing,  because 
jotlight  isn't  likely  to  dim  any- 
;oon. 

<teve  Hamm  in  San  Mateo,  Calif. 


NETWORKING 


THERE  S  NO  LOOKING  BACK 
FOR  ERIC  SCHMIDT 

He  knew  Novell  was  hurting  when  he  left  Sun,  but... 


You've  got  to  admire  Eric  Schmidt's 
pluck.  When  he  quit  his  job  as  chief 
technologist  of  red-hot  Sun  Mi- 
crosystems Inc.  in  March  to  become 
chief  executive  of  troubled  Novell  Inc., 
reactions  ranged  from  surprise  to  baf- 
flement. Even  his  old  boss.  Sun  ceo 
Scott  G.  McNealy,  remains  bemused.  "I 
never  understood  why  he  left  the  best 
job  on  the  planet,"  McNealy  says. 

Especially  for  what  may  be  one  of 
the  hardest  jobs  in  computerdom.  Nov- 
ell once  viitually  owned  the  market  for 
the  software  that  inns  corporate  net- 
works. By  the  time  Schmidt  came  on 
board,  its  share  had  dwindled  to  57%, 
from  70%  in  1993,  and  archrival  Mi- 
crosoft Corp.  was  poised  to  gi-ab  the 
No.  1  spot  for  new  sales  with  Windows 
NT.  The  cause  of  Novell's  woes:  a  bitter 


brew  of  aging  technology,  ill-advised  ac- 
quisitions, and  management  turmoil. 
Worst  of  all,  the  company  was  a  virtual 
no-show  on  the  biggest  network  of  them 
all,  the  Internet. 

Schmidt,  42,  appears  to  be  just  what 
the  doctor  ordered.  In  his  14  years  at 
Sun,  he  ran  product  development  and 
operating  divisions  and  earned  a  repu- 
tation as  a  techno-visionary.  In  recent 
years,  he  was  Sun's  apostle  of  Java,  the 
company's  pioneering  software  for  cre- 
ating "applets,"  or  tiny  progi'ams,  that 
can  be  zapped  across  the  Net.  His  ar- 
rival lent  Novell  some  much  needed  ca- 
chet. Wall  Street  applauded  Schmidt's 
appointment,  driving  up  Novell  shares 
22%  within  a  few  days,  to  around  10, 
though  the  stock  has  since  fallen  to  SVi. 

Now,  it's  time  to  deliver.  Four  months 
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into  the  job,  Schmidt  is  steering  the 
company,  which  sphts  its  operations  be- 
tween San  Jose,  Calif.,  and  Pi'ovo,  Utah, 
firmly  back  to  its  roots  as  a  supplier  of 
basic  network  software.  At  the  same 
time,  he's  weaning  Novell  fi-om  depen- 
dence on  its  core  NetWare  operating 
system  and  getting  the  company  into 
the  Internet  game — fast.  On  Aug.  25, 
Novell  will  ship  a  new  software  package 
called  Border  Manager  that  connects 
NetWare  networks  to  the  Net.  "This  is 
just  the  kind  of  thing  they  need  to  be 
doing,"  says  Jon  Oltsik,  an  analyst  at 
Foirester  Research  Inc. 

But  the  huzzahs  may  not  drown  out 
more  bad  news  on  the  financial  front. 
Novell's  revenue  has  been  in  decline 
since  1995,  and  two  of  the  past  five 
quarters  were  money- 
losers.  On  Aug.  21,  the 
company  is  expected  to 
report  a  third-quarter 
loss  that  could  be  its 
biggest  ever:  around  $56 
million,  vs.  profits  of  $59 
million  a  year  ago.  Rev- 
enue is  expected  to 
plunge  47%  from  a  year 
ago,  to  $193  milhon,  says 
analyst  Sanjiv  G.  Hingo- 
rani  of  Furman  Selz. 

Schmidt  has  made  no 
secret  of  the  expected 
shortfall.  Indeed,  it's  part 
of  his  plan  to  put  Novell 
back  on  track.  He  has 
laid  off  18%  of  the  work- 
force, halted  NetWare 
shipments  to  resellers — 
whose  unsold  inventories 
climbed  alarmingly  in  the 
second  quarter — and  is  expected  to  take 
hefty  write-downs.  "We're  calling  it  the 
kitchen-sink  quarter,"  says  Schmidt. 
Still,  the  extent  of  Novell's  problems 
surprised  him.  "I  took  the  job  on  the 
presumption  that  we  would  not  have  to 
do  this,"  Schmidt  says.  "If  I'd  known 
what  shape  the  company  was  in,  I 
might  not  have  taken  it." 
PRAGMATIC.  Is  the  worst  over?  Schmidt 
thinks  so,  and  Wall  Street  is  cautiously 
optimistic.  Furman  Selz  projects  that 
revenue  will  bounce  back  to  $;^25  million 
in  the  fourth  quarter.  That's  still  15%- 
below  last  year's  level  but  enough  to 
produce  a  $50  million  profit  for  the 
quarter — and  push  Novell  into  the  black 
for  the  year.  Analysts  expect  profit  of 
about  $48  million  for  1997,  vs.  $126  mil- 
lion in  1996.  For  1998,  the  picture  is 
even  brighter:  Wasserstein  Perella  & 
Co.  analyst  Stephen  C.  Dube  says 
revenue  could  hit  $1.5  billion,  near 
Novell's  1995  peak  of  $1.63  billion  (ex- 


cluding sales  from  businesses  it  has 
sold). 

The  engine  for  gi'owth  will  be  new 
products.  In  early  1998,  Novell  will  ship 
a  new  version  of  NetWare,  code-named 
Moab,  that  builds  on  the  Net's  basic 
standai'ds  and  will  work  with  Sim's  Java 
software.  More  important,  this  fall  the 
company  vrill  ship  the  fii^st  products  that 
don't  depend  exclusively  on  NetWare. 
Among  them  is  a  new  version  of  Nov- 
ell's NetWare  Directory  Services,  so- 
phisticated software  that  simphfies  the 
job  of  managing  networks  nmning  not 
just  NetWare  but  also  Unix  and  Mi- 
crosoft's Windows  NT  operating  systems. 

That's  a  refreshingly  pragmatic  ap- 
proach for  a  company  that  badly  stum- 
bled trying  to  compete  head-on  vdth 


1             SCHMIDrS  Rx  FOR  NOVELL 

PROBLEM 

REMEDY 

•Lost  $14.6  million  in  April 
quarter;  a  larger  loss 
expected  in  July 

•Laid  off  18%  of  workforce 
and  took  a  big  write-down 

•NetWare  is  losing  sales 
to  Microsoft's  Windows  NT 
operating  systenn 

•New  NetWare  slated  for 
early  1998;  hired  IBMer 
John  Slitz  to  head  corporate 
marketing 

•Weak  Internet/intranet 
product  lineup 

•Rebuilding  NetWare  on 
Internet  standards;  making 
NetWare  compatible  with 
popular  Java  software 

•Overdependence  on 

NetWare,  which  accounts 
for  60%  of  sales 

•Developing  new  network 
applications  to  run  on 
systems  using  Windows  NT 
and  Unix 

Microsoft.  In  1993,  Novell  was  flying 
high  under  founder  Raymond  Noorda 
until  he  became  obsessed  with  beating 
Microsoft.  Noorda  spent  $350  million  to 
snap  up  Unix  from  AT&T  in  June,  1993. 
Then  in  March,  1994,  came  the  $855 
million  acquisition  of  Utah  neighbor 
WordPerfect  Corp.,  which  made  the 
best-selling  word-processing  package  of 
the  same  name.  A  month  after  acquiiing 
WordPerfect,  Noorda  stepped  aside,  and 
Novell  hired  Robert  J.  Frankenberg,  a 
former  Hewlett-Packard  Co.  exec,  as 
CKO.  Frankenberg's  30-month  tenure 
was  spent  downsizing  Novell  and  di- 
vesting the  acc(uired  properties — giving 
rivals  a  jump  on  the  Net. 

Now,  Schmidt  says  he  will  "focus,  fo- 
cus, focus"  on  networking.  The  linchpin  of 
his  comeback  plan  is  the  dir'ectoiy  tech- 
nology that  is  built  into  Novell's  Net- 
Ware 4  software  (recently  rechiistened 
IntranetWare).  Think  of  the  du-ectoiy  as 
a  master  list  of  all  the  people  authoiTzed 


to  use  a  network  and  its  attacheM 
vices.  Employees  have  to  sign  inn 
once  to  access  printers,  programsa 
data,  and  network  managers  nei 
maintain  only  one  central  list.  With] 
directory,  moving  someone  even  •! 
one  part  of  a  building  to  another  a-, 
quu-e  updating  dozens  of  different  < 
WELCOME  BUFFER.  With  the  sprel 
the  Net,  directory  technology  is  | 
critical  than  ever — and  Novell  has! 
lead.  The  directory,  says  Hingora 
Novell's  "greatest  strategic  aJ 
Schmidt  plans  to  make  the  most  o  ' 
asset.  The  NT  version,  due  this  fi 
a  first  step.  And  Border  Manajr 
just  the  first  of  a  series  of  big-  :i 
software  packages  that  will  build  i 
directory  technology.  The  si 'ft 
priced  from  $2,5(>0 
five-user  starter  1 
$77,000  for  5,0(10  i 
acts  as  a  buffer  iiei 
a  corporate  netwdi- 
the  pubhc  Internet- 
dling  secuiity,  filterii 
coming  content  fro  ! 
Web,  and  other' 
that  previously  i<i 
a  hodgepodge  of 
ucts.  "This  will  ki'p]  i 
of  customers  in  Die  . 
says  Doyle  N.  I  ri; 
networking  dirccii 
the  University  of 
tucky  at  Lexinntm 
There's  just  uiic,.- 
Microsoft  is  hard  atjif 
on  its  own  technio 
called  Active  Diii 
which  will  be  inclu  'u 
the  next  release  olW 
dows  NT  in  1998.  And  NT  is  comg 
strong.  In  1998,  NT  sales  are  expecjd 
top  NetWare's  for  the  fu'st  time, 
ing  to  Dataquest  Inc.  If  you  sti 
upgi'ade  business,  NT  already  claiii  J 
of  new  sei-ver  sales  vs.        foi-  NeV; 

By  his  one-year  anniversary  a  ( 
Schmidt  hopes  to  transfomi  Nov(  i 
"a  100%  pure-play  Internet  a\\ 
tranet  company."  Novell  may  havlb': 
late  to  the  Net,  but  he  figures  . 
provide  the  software  platform'c 
new  generation  of  network  conint 
applications  written  in  Sun's  Jav;- 
leapfrog  Microsoft's  nt.  Analysi 
skeptical:  So  far,  there  are  fewlb 
ness  applications  written  in  Jav.  ; 
such  programs  won't  necessai-i 
well  on  NetWar-e.  That  could  1 
news  for  the  former  Java  gui' 
Schmidt  is  learning  how  to  ma; 
best  of  bad  news. 

Bij  Andy  Reiht 
in  San  Josi-'Ji 
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by  Seott  Shuster, 
moderator  of  The 
1997  Business  Week 
Asia  Leadership  Forum 


"China  needs  change. They  should  start 
replacing  bureaucrats  with  entrepreneurs." 

Lee  lacocca.  chairman,  lacocca  Foundation;  former 
chairman.  Chrysler  Corporation:  former  president, 
Ford  Motor  Company 


"If  China  had  a  democratically-const% 
congress  and  a  government  elected  y 
its  1.2  billion  people,  then  I  would  h^c 
no  fear." 

Martin  C.  M.  Lee.  Q.C..  S.C.,  chairman, 

I 

Democratic  Party  of  Hong  Kong 


The  1997  Business  Week  Asia  Leadership  Forum  -  Hong  Kong 

Leading  Change 


Hong  Kong,  China,  July  1 997:  Over 
a  century-and-a-half  of  British  sovereignty 
ended  with  much  ado;  more  ado  than 
most  members  of  the  Hong  Kong  business 
community  believe  it  deserved. 

"Witness  the  confidence  here,  so  different 
from  the  pessimism  in  the  media."  As  a 
member  of  the  new  Hong  Kong  Special 
Administrative  Region  (SAR)  Executive 
Council,  Nellie  Fong  wonders  "why  so  many 
people  read  Hong  Kong  so  wrong."  Speaking 
at  BusinessWeek's  1997 Asia  Leadership 
Forum,  Fong  shared  her  frustration  over 
"unjustified  distrust  of  the  Chinese  govern- 
ment. Those  of  us  working  with  China  know 
how  determined  that  nation  is  to  make  'one 
country,  two  systems'  work." 


Of  Two  Minds  Over  "Two  Systeiis 

China-aware,  business-focused  individu;? 
as  Nellie  Fong  are  sanguine.  "China  tod;  i. 
not  China  011978  or  1989,"  .says  Fong  vfic 
also  a  member  of  the  executive  council  o 
Artlun-  Andersen  Worldwide  and  a  leadtto 
China  practice.  "The  leadership  has  ch;^£ 
the  people's  attitude  has  changed." 

Surveys  of  Hong  Kong  business  execti^ 
confirm  that  they  are  highly  confident.  Vt 
other  Hong  Kongers  are  fearfi^il,  viewingm^ 
hint  t)f  anti-democratic  tendency  among  le 
new  leaders  as  proof  that  Hong  Kong's  fi:  d 
face  imminent  tlueat.  The  Byzantine  chi  ic 
of  Beijing  decision-making  does  not  hel  lo 
calm  them. 
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le  Sino-British  Joint  Declaration  is  a 
m\g  done  by  China,"  says  Martin  CM. 
.C,  S.C.,  Chairman  of  the  Democratic 
if" Hong  Kong,  and  a  vocal  critic  of" 
"It  guarantees  tliat  Hong  Kong  people 
le  Hong  Kong  with  a  high  degree  of 
my  for  50  years.  This  was  a  wonderful 
nd  we  support  it.  We  simply  want  China 
Y  out  all  the  promises  contained  in  it." 
;  expect  no  deterioration,"  says  Fong. 
ive  the  same  civil  servants  and  judges  as 
Any  pressure  from  the  mainland  will  be 
resisted  by  Hong  Kong's  government, 
•m  is  very  close  to  our  hearts  and  part  of 
iis  of  our  success.  We  are  determined 
□ng  Kong  will  continue  to  enjoy  the 
neasure  of  freedom." 

^andover  Is  Over:  Back  to  Work 

ong  Kong  handover  is  only  the  most 
d  example  of  Asian  change.  "Our  busi- 
is  grown  fifteen-fold  in  15  years,"  says 
Zuellig,  joint  chief  executive  of  the  $3 
Philippines-based  Zuellig  Group  of 
aceutical  distributors,  feed  grain  producers, 
mry  boutique  impresarios.  "China 
ces  and  consumes  115  million  tons  of 
mriually.  Within  25  years  that  need  will 
650  million  tons.  It  is  absolutely  impos- 
ir  China  to  produce  even  half  that 
it.  A  million  tons  must  come  into  China 
rhe  opportunity  is  not  only  in  grain: 
orts  are  yet  to  be  built." 
accomplish  this  growth,  a  massive  j)an- 
corporate  transformation  is  required, 
lat  may  be  hindered  by  the  family-based 
ire  of  the  region's  businesses, 
en  the  listed  public  companies  are  run 
iiily  affairs,"  says  Zuellig.  "Leaders  discuss 
ling  with  their  spouses  and  children  before 
lise  It  with  their  managers.  Eveiyone  in 
[lily  must  agree  before  a  transformation 
gin.  We  could  have  given  our  competitors 
ial  about  our  transformation  plans  and 
ould  still  not  have  responded." 
lange  involves  pain,"  says  Harold 
aw  III,  president  of  The  McGraw-Hill 
anies,  the  parent  of  Business  Week.  "In 
5t  four  years,  two-thirds  of  McGraw-Hill's 
0  managers  were  replaced.  New  behaviors 
eeded.  It  has  not  been  easy  and  it  will 
oe  easy.  But  by  committing  to  ongoing 

we  have  become  more  competitive  than 
sfore." 


Nice  Market  You've  Got  There 

"Businesses  all  over  the  world  are  iiros]Jcctiiig 
for  new  customers  and  new  markets,"  says 
Mai-vin  Runyon,  Postmaster  General  and  CEO 
of  the  U.S.  Postal  Sei-vice.  "Mail  plays  a  central 
role  as  the  one  universal  connector  that  reaches 
eveiyone,  everywhere.  For  Asia-U.S.  business, 
mail  is  the  two-way  product  pipeline  that 
globalizes  the  marketing  power  of  even  the 
smallest  business.  The  U.S.  Postal  Service  is 
arming  catalogers  and  marketers  with  new 
sei-vices  like  Global  Package  Link  (GPL)  that 
place  goods  in  the  hands  of  ccjiisumers  on  the 
other  side  of  the  world  both  quickly  and 
economically."  Says  Runyon,  "The  potential 
for  c(jmpanies  around  the  globe  to  create 
profits  and  success  using  direct  marketing  is 
as  vast  as  the  Great  Wall  is  long.  " 

But  once  you  reach  the  Asian  consumer, 
what  do  you  say?  "Asia  is  so  huge  —  half  the 
world  population  —  that  there  is  really  no  way 
any  consumer  products  conij)any  can  tackle  that 
mass  market,"  says  Miguel  Ko,  president  of 
Pepsi-Cola  Asia  Pacific.  "At  best  you  can  tackle 


"Hong  Kong  was  Never  a 
Democracy  Under  the  British,  so 
Why  Should  Hong  Kong  be  a 
Democracy  Under  the  Chinese?" 


Martin  CM.  Lee,  Q.C.,  S.C.,  Chairman  of  the 
Democratic  Party  of  Hong  Kong  and  a  prominent 
campaigner  for  democracy,  shared  his  answer  to 
one  of  the  most-frequently-asked  questions 
about  Hong  Kong. 

"Hong  Kong  never  had  democracy,  that  is  true. 
But  we  have  enjoyed  freedom  and  the  rule  of  law 
thanks  to  a  democratically-elected  British  govern- 
ment 8,000  miles  to  the  west.  If  China  had  a 
democratically-constituted  National  People's  Con- 
gress and  a  government  elected  by  its  1 .2  billion 
people,  then  I  would  have  no  fear.  We  could  then 
trust  the  Chinese  government  to  take  care  of  our 
freedoms  as  the  British  did.  But  they  don't. 

"That  is  why  we  must  now  have  our  own 
democracy  here  in  Hong  Kong.  That  is  the  only 
way  for  us  to  make  sure  that  our  chief  executive 
and  members  of  our  legislature  will  always  defend 
the  freedoms  of  Hong  Kong,  as  the  British  did.  If 
we  have  democracy  and  the  leaders  fail  to  defend 
Hong  Kong,  we  can  always  vote  them  out.  Demo- 
cracy is  a  must  if  Hong  Kong  is  to  remain  free." 
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"The  potential 
for  companies 
around  the  globe 
to  create  profits 
and  success  using 
direct  marketing 
is  as  vast  as 
the  Great  Wall 
is  long." 

Marvin  T.  Runyon 

Postmaster  General  and 
CEO,  United  States 
Postal  Service 


"Malaysia  is 
taking  a  leap  of 
creative  faith." 


Dr.  Mohamed  Arif  Nun 

executive  director  and 
chief  operating  officer, 
Multimedia  Develop- 
ment Corporation 
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"It  is  no  longer 
enough  to  re- 
process ideas 
from  other  parts 
of  the  world. 
Asian  firms  must 
learn  to  originate 
ideas  themselves." 

John  Kao 

academic  director. 
Managing  Innovation 
Program, 

Stanford  University 


"Chinese  factory 
workers  are 
quite  creative. 
Within  a  few 
years  they  will  be 
on  par  with  the 
best  engineers  in 
the  world." 

Allan  Wong 

chairman. 

VTech  Holdings  Ltd. 


an  age  groiijj.  a  certain  income  Ie\"el.  For  Pepsi. 
it",s  the  youth.  And  we  siih-segineiit  heavily 
within  that  group." 

Pepsi"s  success  in  Asia  is  an  example  of 
American  brand-buikhng  brilliance.  Jack  Trout, 
the  world's  most  renowned  and  respected  author- 
it}-  on  marketing  explained  to  participants  at 
The  1997  Business  Week  .\sia  Leadership  Fonun 
that.  "American  comj^anies  win  at  this  game 
because  they  spend  a  lot  of  monev  iin  esting  in 
their  brand.  Thev  are  good  at  advertisino;  and 
promoting,  they  tend  to  be  more  focused  than 
companies  of  other  nationalities,  and  thex'  ha\"e 
decades  ot  extremeK'  difficult  brand  competi- 
tion behind  them." 

The  New  Asian  Competitor 

"We  are  a  small  tamilv  compaiix  with  no  global 
presence.  How  do  we  compete  against  global 


giants  .-'"  For  Tan  Bien  Kiat.  COO  of  Omen 
die  answer  is  "ver)  well  indeed."  Under  the 
baton  of  Mr.  Tan.  a  former  Mobil  Oil  exec  i 
and  Booz  .\llen  8c  Hamilton  and  A.T.  Keai 
consultant.  FT  Ometraco  has  become  one! 
hidonesia's  leading  conglomerates.  "Our  stij 
is  to  build  local  relationships."  says  Tan. 
"These  become  barriers  against  multinati( ; 
corporations  who  are  easily  frightened  <  iff 
momentan.-  problems  like  riots.  While  iln 
away,  we  are  making  hay  —  building  reiatu^ 
ships  and  profits."  Ometraco's  internation 
competition  includes  Cargill.  ABB.  AEG. 
Siemens,  and  many  large  banks. 

"Companies  in  Indonesia.  Malaysia,  tli 
Phili})pines.  and  elsewhere  are  becoming  ]^ 
sources  of  technolooT."  savs  Dr.  George  ^ 
L  CL.\.  audior  of  the  new  book  Asian  Aih_ ,/ 
Successful  Global  Sfrafco^ies  in  the  Pacific 


Asia's  Connection 


As  As/0  moves  toward  world  economic  dominance,  the  businesses  located  there  find  themselves  in  a 
position  to  leapfrog  the  West  through  effective  application  of  information  technolog'/. 

"Asia  has  the  growth  potential  but  needs  more  reliable  communications.  To  I; 
copper  wire  would  take  decades,  so  governments  are  wisely  choosing  quick- 
installation  wireless-only  solutions.  These  will  greatly  speed  regional  economi 
advancement,  principally  because  companies  entering  these  new  markets  will 
benefit  from  enhanced  internal  coordination,  better  staff  utilization,  and  vast!; 
improved  market  access  For  both  business  and  government,  wirele* 
communication  means  more  rapid  and  cost-effective  growth 

Matthias  Weber,  member  of  the  board  of  management.  International  Activities 
Deutsche  Telekom  Mobilnet  GmbH  (T-Mobil) 

"Asia  is  fortunate.  In  Europe  and  the  U.S.  we  have  20  and  30  years  of 
computer  infrastructure  in  place.  The  upgrade  to  improved  systems  is  a  terril;. 
costly  challenge.  In  most  Asian  companies  outside  Japan  the  infrastructure  is  s: 
quite  new.  and  not  as  deeply  integrated  into  the  life  of  the  company.  This 
means  Asia  can  leapfrog  the  West  and  gain  a  technology-based 
competitive  edge 

Mike  Sheppard.  vice-president  and  managing  director  Asia-Pacific.  J.D.  Edwards  Wed 
Solutions  Company 


Space  imaging  is  the  newest  information  technology  and  Asiai 
already  positioning  itself  as  a  leader  in  this  field.  Immediate  acces.'O 
low-cost  high  resolution  satellite  images  will  change  the  management  of  agric- 
ture,  trucking  and  other  logistics,  construction  planning  and  project  monitorii, 
marketing,  retail  development,  infrastructure  planning,  and  much,  much  morsA 
year  from  now  thousands  of  businesses  will  wonder  how  they  <er 
did  their  job  without  it 

Jeffrey  K,  Harris,  president.  Space  Imaging  EOSAT 
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I.  "Buyers  rightly  conclude  that  'if  this 
my  and  its  technologies  work  in  the 
pines,  then  perhaps  they  are  a  good 
;  for  hidia,'"  says  Yip.  Tan  is  taking 
race's  Indonesian-rooted  talents  and 
)logies  into  Burma  and  Vietnam. 

ird  A  More  Innovative  Asia 

aiisrormation  challenge  lacing  Asian 
irise  also  includes  a  desperate  need  to 
creativity  and  innovation  into  hundreds 
j-too"  enteqjrises.  "Asia  needs  to  shift  up 
lue  chain,"  says  John  Kao,  academic 
or  of  the  Managing  Imiovation  program  at 
ird  University,  CEO  of  The  Idea  Factory, 
ithor  of  hestsellers  on  coiporate  creativity. 
10  longer  enough  to  re-process  ideas  from 
lere.  Asian  firms  must  learn  to  originate 
themselves." 

ook  at  laptops  from  Taiwan:  30%  of  the 
's  laptops  are  made  there,  but  only  3  to  4% 
profit  stays  with  those  manufacturers. 
In't  it  be  great,"  says  Kao,  "if  they  could 
ate  back  to  the  creativity,  where  the  high 
resides?" 

o,  whose  own  family  emigrated  from 
g  to  the  U.S.  48  years  ago,  finds  many 
ts  of  Asian  culture  inherently  inimical  to 
rate  creativity: 

ian  families  regard  dieir  business  as  a 
)oat.  This  dictates  thrift  and  savings 
ler  than  risk-taking  and  investment, 
ians  believe  in  hard  work  to  the  jjoint  of 
austion.  Creativity  demands  time  to  think, 
ians  believe  the  only  people  you  can  trust 
your  family.  Innovation  demands  input 
n  diverse  types  of  people  in  close,  trusting 
aborations. 

le  Asian  belief  in  obedience  to  authority 
;rely  limits  the  bubbling  up  of  creative 
is  from  younger  people  and  lower  levels  of 
mizations. 

onfucian  values,"  Kao  concludes, 

'ly  may  not  parse  with  the  inherently  anti- 

ritarian  character  of  creativity." 

ng  With  Asia's  Creativity  Challenge 

:i,  the  large  Hong  Kong-based  maker  of 
uters,  telephones,  and  educational  elec- 
toys  is  confronting  this  cjuintessentially 
challenge.  The  company's  University  of 
)nsin-trained  Chairman  and  CEO  Allan 
;  tells  VTech's  20,000  Chinese  workers, 
vant  your  ideas.  We  are  listening  to  you." 
has  created  a  "VTech  Technology  Fellow," 


Turning  Back  Pressure  from  Beijing: 
A  Hong  Kong  Handover  Anecdote 


Comments  of  Ronnie  Chan,  chairman  of  l-lang 
Lung  Development  Co.,  Ltd.  a  pmminent  Hong 
Kong  real  estate  development  company.  Chan  is 
also  a  founding  member  of  the  Better  Hong  Kong 
Foundation,  a  group  comprised  of  19  of  Hong 
Kong's  most  prominent  business  tycoons. 

"I  was  buying  a  Hong  Kong  office  building  from 
a  good  friend,  another  Hong  Kong  business 
man.  He  called  to  tell  me  he  was  under  pressure 
from  someone  in  Beijing  who  wanted  to  buy  the 
same  building. 

"The  man  in  Beijing  said  he  would  match  the 
other  buyer's  price.  'We  are  all  patriotic,  aren't 
we?'  he  said,  'We  all  understand,  and  the  other 
potential  buyer  will  understand,  too.'  But  my 
friend  the  seller  is  very  honorable,  he  felt  that  this 
pressure  was  not  fair  He  would  not  reveal  my 
name.  He  protected  me.  He  called  me,  we  quickly 
concluded  a  price  and  I  bought  the  building. 

"This  is  how  Hong  Kong  can  deal  with  'pressure 
from  Beijing.'  Yes,  matters  like  this  are  worrying. 
But  give  us  Hong  Kong  people  a  chance  to  face 
down  these  challenges,  as  my  friend  the  seller  did. 

"And  now  let  me  tell  you  about  that  fellow  in 
Beijing  who  brought  the  pressure;  He  is  still  in  China, 
sitting  in  jail,  paying  the  price  for  other  crimes." 

whose  role  is  to  "create  and  organize  new  ideas. 
Unheard  of  in  Chinese  companies,"  says  Wong. 

A  new  creativity  is  needed  in  Asian  govern- 
ment too.  "Malaysia  is  taking  a  leap  of  creative 
faith,"  says  Dr.  Mohanied  ArifNun.  advisor  to 
his  countiy's  massive  Multimedia  Supercorridor. 
a  government-designed  creative  and  innovative 
hothouse  to  occupy  300  sc|uare  miles  south  of 
die  capital.  "It  will  be  almost  a  separate  nation  " 
says  Dr.  Arif  The  |)roject  is  designed  in  part  to 
overcome  the  hurdles  of  Asian  tradition  described 
by  Professor  Kao. 

This  massive  Malaysian  initiative  is  a  measure 
of  the  in  gency  of  Asia's  creative  challenge.  Says 
Dr.  Arif,  "It  will  be  a  place  where  the  rest  of  highly 
traditional  Malaysia  can  see  that  die  bogeyman 
of  moderiiitv  is  mavbe  not  so  bad  after  all." 
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"Those  of  us 
working  with 
China  know  how 
determined  that 
nation  is  to  make 
'one  country,  two 
systems'  work." 

Nellie  Fong 

Executive  Councillor, 
Hong  Kong  SAR 
Government;  chairman. 
Executive  Committee, 
Better  Hong  Kong 
Foundation;  member, 
executive  council,  Arthur 
Andersen  Worldwide 


See  the  results  of 
an  informal  survey 

of  200  top  executives 
who  attended  The 
Business  Week  Asia  , 
Leadership  Forum 
at  Business  Week's 
Web  site: 
http://www. 
businessweek. 
com/execprog/ 
asia/content/ 
reports/poll. htm,' 
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STALKING  THOSE  ELUSIVE 
FINANCIAL  RECORDS 


The  soaring  stock  mar- 
ket is  running  into  tur- 
bulence. And  the  new 
tax  bill  slashes  the  capital- 
gains  rate  to  a  maximum  of 
20%  on  as- 
sets held  for 
more  than  18 
months.  Perhaps  you  want  to 
do  some  judicious  selling, 
tuiTiing  those  fat  paper  prof- 
its into  cold,  hard  cash. 

But  the  elation  you  might 
enjoy  over  cashing  in  on  a 
smart  investment  could  turn 
into  a  major,  and  perhaps 
costly,  headache  at  tax  time  it 
your  financial  records  aren't 
in  order.  To  know  how  much 
tax  you  would  have  to  pay 
on  your  gains,  you  would 
need  to  know  exactly  how 
much  you  spent  initially.  Do 
you  have  that  information — in 
tax  terms,  the  "cost  basis" — 
for  all  of  your  investments? 
OLD  SUITCASES.  Knowing  the 
amount  of  capital  gains  in 
your  portfoho  is  essential  for 
smart  investment  and  tax 
planning.  Mark  Cohen,  a  CPA 
with  the  New  York  account- 
ing firm  of  Newman  &  Co- 
hen, recently  sent  a  client  to 
rummage  through  old  suit- 
cases and  file  folders  for  doc- 
umentation that  would  estab- 
lish a  cost  basis  for  a 
six-figure  holding.  "Depend- 
ing on  how  much  profit  there 
is,  my  chent  may  be  better 
off  donating  the  shares  to 
charity  than  selling  them  and 
paying  the  taxes,"  says  Co- 
hen. "But  I  just  can't  advise 
her  until  I  know." 

If  your  financial  records  are 
spotty  or  if  years  of  data 
seem  to  have  evaporated, 
you're  not  alone.  Even  many 
well-to-do  folks,  the  sort  that 
use  the  senices  of  a  major 
trust  company,  often  fail  when 
it  comes  to  financial  fastidi- 
ousness. "A  lot  of  people  come 


INVESTING 


to  us  with  veiy  poor  records," 
says  Edward  Peller,  a  senior 
vice-president  at  U.S.  TtTJst 
Co.  of  New  York.  ""We  start 
by  asking  how  the  stock  was 
obtained: 
pui'chase,  in- 
heritance, or 
gift.  Depending  on  the  an- 
swers, we  can  direct  people 
to  the  sources." 

It's  easier  to  hunt  for  those 
missing  numbers  now  than  in 
those  frantic  first  weeks  of 
April.  You'll  need  that  info  to 


complete  the  Schedule  D 
(Capital  Gains  &  Losses)  on 
youi"  federal  income  tax  re- 
turn, and  most  likely  for  your 
state  form  as  well.  Many  mu- 
tual-fund companies  provide 
average  cost  basis  in  yearly 
statements  or  when  shares 
are  sold.  But  if  the  fund  has 
been  held  for  more  than  a 
decade,  that  basis  may  not 
include  older  investments. 

Not  having  those  numbers 
could  cost  you.  If  you  report 
a  basis  that's  too  high  and 


thus  show  a  lesser  gaii 
tax  liability,  you'll  ris 
wi-ath  of  the  Internal ! 
enue  Service.  You  might  5 
to  pay  not  only  the  Viae 
es,  but  penalties  and 
est.  Tax  pros  say  th 
rarely  questions  cost -ha; 
porting  by  itself,  but  ai 
might  ask  for  documer 
if  you're  already  unde; 
the  agency's  scrutiny. 

Without  good  record 
could  also  underrepi  III 
cost  basis,  and  thus  u\ 


ixes.  Accurate  records 
pecially  important  if 
nvest  dividends  or  the 

and  capital-gains  dis- 
)ns  paid  by  a  mutual 
ach  time  you  reinvest, 
;  actually  buying  new 

and  those  purchases 
D  your  cost  basis. 
1  if  you're  not  planning 
right  now,  it's  still  a 
dea  to  establish  the 
sis  for  your  holdings, 
e  days  of  merger  ma- 
u  might  be  forced  to 
u"  stock  if  the  compa- 
lought  out.  If  you  re- 
ash,  you'll  likely  have 
rt  capital  gains, 
first  step  in  trying  to 
line  cost  basis  on 
of  stock  or  a  mutual 
1  to  contact  the  firm 
Id  you  the  investment, 
s  and  financial  plan- 
ften  keep  their  own 


records  of  clients'  transactions 
in  addition  to  those  of  their 
firms.  That's  handy  if  the  bro- 
ker has  changed  employers. 
Also,  scores  of  brokerages 
have  folded  or  merged,  and 
old  records  don't  always 
make  it  to  their  successors. 

If  you  have  stock  certifi- 
cates but  can't  find  a  broker- 
age record  of  the  purchase, 
check  the  shares  for  the  date 
they  were  registered  to  your 
name.  That's  usually  done 
within  four  to  six  weeks  of 
pui'chase,  says  Rosilyn  Over- 
ton, a  financial  planner  at 
Brown  &  Overton  in  Queens, 
N.  Y.  Once  you  establish  a 
registration  date,  Overton 
suggests  a  trip  to  the  libraiy 
to  check  newspaper  stock  ta- 
bles or  Standard  &  Poor's 
Daily  Stock  Price  Record  for 
the  prices  four  weeks  and  sLx 
weeks  before  the  transfer 


Strategies  for 
Filling  the  Gaps 


BROKERS     ■  TAX  RETURNS 


Ask  for  cost- 
basis  data  at  the 
firm  where  you 
made  the  invest- 
ment. Firms 
usually  archive 
even  dormant 
account  records. 


COMPANIES 


The  shareholder 
relations  depart- 
ment can  be  of 
help,  but  the 
level  of  assis- 
tance will  vary 
by  company  and 
how  far  back 
your  request 
goes. 


MUTUAL  FUNDS 


Call  the  share- 
holder service 
number.  The 
last  two  years' 
records  are  usu- 
ally free,  but  be 
prepared  to  pay 
after  that. 


If  you've  rein- 
vested dividends 
and  distribu- 
tions, you  can 
fill  in  missing 
years'  cost  data 
by  looking  at 
how  much 
income  from 
those  invest- 
ments you've 
reported  on  past 
returns. 


REFERENCES 


Check  the  busi- 
ness section  of 
the  public 
library  for  Com- 
merce Clearing 
House's  Capital 
Changes 
Reporter,  or 
S&P's  Corpora- 
tion Records, 
Dividend 
Record,  and 
Daily  Stock 
Price  Record. 
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date.  Take  one  of  them,  or  av- 
erage them,  and  use  that  as  a 
cost  basis.  "It's  not  exact,  but 
it's  close  enough,"  says  Over- 
ton. This  method  may  be  way 
off  base,  though,  if  there  have 
been  stock  splits,  spin-offs,  or 
other  corporate  reorganiza- 
tions over  the  years. 

The  business  section  of  a 
large  public  library  usually 
has  some  publications  that 
will  may  help  you  trace  such 
events.  They  include  Capital 
Changes  Reporter,  pubUshed 
by  Commerce  Clearing 
House,  and  two  s&p  publica- 
tions: Corporation  Records 
and  Dividend  Record.  Try 
calhng  company  shareholder- 
relations  departments  for  as- 
sistance, but  often  they  lose 
track  of  spin-offs  once  they 
are  separated  from  the  par- 
ent. Standard  &  Poor's  Cen- 
tral Inquiiy  (212  208-1199)  is 
a  fee-based  sei'vice  that  also 
can  assist  in  searches.  The 
cost  depends  on  the  amount 
of  infonnation  you  need,  but 
there  is  a  .$35  minimum. 
Don't  bother  looking  online. 
Daily  quotes  at  Web  sites 
commonly  go  back  months, 
not  decades. 

Mutual-fimd  companies  are 
used  to  getting  requests  for 
records,  and  you  can  order 
them  by  calling  the  funds' 
toll-free  numbers.  Even  if 
you  were  making  monthly 
purchases,  you  don't  need  a 
statement  for  every  invest- 
ment. Each  year's  final  state- 
ment will  include  all  the 
year's  transactions,  including 
reinvestment  of  dividends 
and  capital  gains.  The  same 
goes  for  the  dividend  rein- 
vestment programs  that 
many  corporations  run  for 
shareholders. 

Most  fund  companies  will 
provide  the  cun-ent  and  pre- 
vious year's  statement  gratis, 
but  you  may  have  to  pay  be- 
yond that.  T.  Rowe  Price  As- 
sociates chai'ges  $10  per  year 
for  past  statements,  with  a 
maximum  of  $75  for  all 
searches,  dst  Systems,  the 
transfer  agent  that  handles 
the  recordkeeping  for  more 
than  2,000  mutual  funds  and 
more  than  2,400  companies, 
doesn't  charge  for  the  past 


five  years  of  records.  But  gQr 
ing  back  sLx  to  10  years  costs 
$20;  11  to  16,  $40;  and  17  or 
more,  $80.  You  can  get  com- 
puterized records  in  a  few 
days,  but  older  records  on 
microfilm  or  ledger  cards  will 
take  longer. 

Suppose  you  have  the  cost 
of  your  original  investment, 
but  are  missing  reinvestment 
records.  Old  tax  retums  may 
help.  Pi'ovided  you  reinvested 
all  the  dividends  and  distrib- 
utions, you  can  assume  the 
dividend  and  distribution  in- 
come from  each  stock  or  fimd 
reported  on  Schedule  B  of 
the  tax  return  is  the  amount 
you  invested. 

If  you're  seUing  inherited 
stock,  the  cost  basis  is  proba- 
bly the  stock's  price  on  the 
benefactor's  day  of  death.  Ex- 
ecutors have  the  option  of  us- 
ing a  valuation  date  six 
months  after  the  day  of 
death,  so  you  should  check 
with  the  executor  or  seek  a 
copy  of  the  estate  tax  retiuTi. 

It  gets  tougher  when 
you're  deaUng  with  gifts.  Sup- 
pose you're  in  your  40s  and 
you  want  to  sell  the  stock 
your  deceased  Uncle  Joe 
gave  you  when  you  were  a 
tot.  If  he  bought  the  stock  in 
your  name,  the  cost  basis  is 
the  same  as  if  you  had  pur- 
chased it  yourself.  But  if  he 
transferred  shares  fi-om  his 
ownership  to  youi-s,  your  cost 
basis  is  his.  And  who  knows 
when  he  got  those  shares? 
The  first  place  to  check  is 
with  other  family  members 
who  may  have  access  to  his 
records.  Tiy  the  company, 
too.  Exxon,  for  instance,  has 
nearly  80  years  of  daily  stock 
price  information.  If  you  can 
provide  a  purchase  date  or  a 
stock  certificate  number, 
Exxon  may  be  able  to  fill  in 
the  missing  pieces. 

But  even  after  a  long 
search,  you  may  never  solve 
this  mysteiy.  If  you  still  want 
to  sell  and  can't  come  up 
with  the  exact  information, 
advisers  suggest  document- 
ing your  efforts  to  find  the 
original  cost  basis,  coming  up 
with  a  reasonable  estimate, 
and  hoping  the  iRS  under- 
stands. Jeffrey  M.  Ladennan 


Personal  Business 


There's  no  such 
thing  as  a  rou- 
tine spin  around 
the  block  in 

Chrysler's  new  Ply- 
mouth Prowler.  Min- 
utes after  pulling  out 
of  my  driveway,  I 
cruise  by  a  neighbor- 
hood park  in  the  low- 
slung,  piu'ple  roadster 
modeled  after  1930s- 
era  hotrods.  As  if  on 
cue,  a  sandlot  baseball 
game  freezes  in  mid-pitch. 
The  preteen  players  stare  in 
my  direction,  and  then  begin 
a  rh\lhmic  chant:  "Prowler 
. . .  Prowler. . .  Prowler  I" 

Talk  about  an  attention- 
getter  Outrageous  by  design. 
Prowler  is  the  spu-itual  suc- 
cessor to  the  \\-ildly  popular 
Dodge  Mper  muscle  car  The 
idea  behind  Prowler  was  to 
inject  some  excitement  into 
Chrysler's  tired  Plymouth 
brand.  On  that  score,  the 
1997  Prowler,  which  goes  on 
sale  this  month,  deUvers  big 
time.  For  three  days,  the 
Prowler  and  I  were  waved 
at,  honked  at,  tailgated,  and 
generally  ogled  nonstop. 
Imagine  strolUng  with  Clau- 
dia Schiffer  or  Brad  Pitt. 
This  isn't  just  a  car,  it's  a 
celebrity  on  wheels. 
BIT  OF  A  BRUTE.  With  a 
839,000  price  tag.  Prowler 
can't  succeed  on  looks  alone. 
Luxuiy  carmakers  Porsche, 
Mercedes-Benz,  and  BMW 
have  all  rolled  out  new  two- 
seat  roadstei^s  since  last  year, 
and  the  rivalrv'  in  this  sporty 
segment  has  never  been 
tougher.  With  its  unique 
wedge-shaped  body,  huge  20- 
inch  rear  tires,  and  sinister- 
looking  headlamps  and  grille. 
Prowler  won't  get  lost  in 
the  crowd  of  snub- 
nosed  European 
convert- 


ON  THE  PROWL  IN 
PLYMOUTH'S  BAD  BOY 


ibles.  Compared  with  the  fine 
road  mannei-s  and  sophistica- 
tion of  vehicles  such  as  the 
Porsche  Boxster  and  Mer- 
cedes SLK,  Prowler  is  a  bit 
of  a  brute.  Yet 
Chrysler  revels 
in  the  car's  image  as  the  an- 
tithesis of  the  shck,  luxury 
roadster  "It's  thumbing  your 
nose  at  conventional  things," 
says  Thomas  Gale,  executive 
vice-president  of  product  de- 
velopment. "There's  a  bad- 
boy  mentality  about  Prowler" 
Like  any  bad  boy.  Prowler 
does  its  share  of  misbehav- 
ing. Its  ride  is  rough,  and  hit- 
ting a  serious  pothole  can  rat- 
tle youi"  teeth.  The  rear  end 
shakes  on  bumpy  cur\'es.  Its 
tight  fendei-s  and  jutting  plas- 
tic grille  catch  every  loose 
pebble,  creating  almost  con- 
stant noise.  Other  drawbacks 
include  a  trunk  barely  big 
enough  to  store  a  garment 
bag,  and  a  windshield  so  nar- 
row that  the  rear-\iew  mirror 


AUTOS 


nearly  obstioicts  your  vision. 

But  you  flat-out  don't  care 
about  those  flaws  because  dri- 
ving the  Prowier  is  so  much 
fun.  So  what  if  it  comes  in 
just  one  color — 
"Prowler  Pur- 
ple"— and  is  only  equipped 
with  a  3.5-liter,  V-6  engine? 
Chiysler  programmed  the  au- 
tomatic transmission  to  shift 
hard  and  abiniptly,  pi'oviding 
a  satisfying  kick  from  first  to 
second  gears.  Or  the  driver 
can  use  the  clutchless  Auto- 
Stick  to  shift.  Aluminimi  body 
panels  keep  Prowier's  weight 
dowTi  to  a  trim  2,862  pounds, 
so  its  214-horsepower  engine 
can  hit  a  top  speed  of  120 
miles  per  hour  The  brakes 
are  sound,  the  steering  and 
overall  handling  even  better 
There  are  any  number  of 
neat  features  in  the  cockpit, 

PROWLER 

$39,000 

WTiile  its  ride  can  be 
rough,  the  brakes  are 

sound,  the  steering 
even  better 


"1 


from  the  raised  s 
ette  of  a  prowling 
ther  on  the  le 
seats  to  the  old- 
ioned  tachoi 
mounted  on  the 
ing  column.  A  li 
w^hite  gauges  is  ei 
ded  in  a  sleek  ove 
tei'ed  in  the  dash 
The  320-w^att,  s 
speaker  sound  s 
has  a  sLx-disk  CD 
and  cassette 
•  Seats  are  set  l 
the  door  panels  < 
up  to  the  shoulder  of 
foot-taU  dfiver  The  dee 
position  pro\ides  more; 
adequate  headi'oom  \\  h 
convertible  top  is  up.  A 
top  can  be  easily  lowei 
unfastening  two  latches 
windshield  and  a  pair 
ing  pins  in  the  trunk 
even  has  a  glass  (inst- 
plastic)  real"  window  wl 
electric  defroster 

This  is  the  perfect  ( 
the  exhibitionist  in  the 
(who,  based  on  the  pri 
tai'get  market,  is  hkel; 
an  affluent  male  ov( 
Even  the  most  jaded  j 
dustiy  types  in  Moto 
hard-pressed  not  to  g 
visit  to  the  United 
Workers  headquarters 
troit,  for  example,  c 
crow'd  of  50  to  the  \ 
lot.  One  aw^estruck  r( 
"They're  not  really  gi 
sell  this,  are  they?" 
sure   are,   but  not 
Chrysler  plans  to  buil(5^ 
3,000  Prowiers  a  ye' 
parcel  them  out  only  t 
best  dealers.  The  tliii : 
that  part  of  the  car'r 
tique  will  be  its  scare. 

Prospective  owmersh 
be  warned  that  liviii 
Prowier  can  be  weari?. 
ter  turning  the  car  le 
my  pai'king  lot  attend  it 
morning,  I  returned  ) 
it  gone.  Seems  he  cou'i 
sist  showing  it  off  to  le- 
er cai-parkers  down  tl  ; 
And  it  can  be  a  trifle  u 
ing  to  idle  at  a  stopli 
notice  that  a  van  fuU 
is  weaving  wildly 
Makes  you  w-ant  to 
down  in  that  deep  se 
keep  driving.  BH 
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In  the  new  digital  age,  a  company's  success  depends  an  its  ability  to  contihuousl 


strategize  and  plan  in  the  face  of  rapid  technological  ad 


vances. 


Business  "Peek's  mi  Digital  Economy  Conference  wilJ  gath 


gather  senior 


executives  from  major  companies  across  America  to  explore  the  dynami 


amic  interaction 


between  information  technology,  business  strategy  and  real-world  results. 
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right  answers  to  the  strategic  questions  raised  by  today's  technology-d 
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A  Renaissance 

IN. 


Strategy. 


Business  strateg}"  is  once  again  the  single  most  important  issue  on  the  corporate  agenda.  Yet  less  than 
10  percent  of  strategies  effectively  formulated  are  effectively  implemented.  Why?  Barriers  exist 
around  vision,  management,  people  and  operations.  And  todays  strategies  have  a  half-life,  a  » 
"use  by"  date,  after  which  they  expire.  .\  one  in  ten  chance  of  success  is  not  much  chance  at  all.  • 

The  need  for  speed  in  achie\ing  business  results  has  never  been  greater.  Renaissance  knows 
that  strategies  carved  in  stone  are  history.  We  help  our  clients  translate  strategy  into  action  - 
aligning  strategy  with  organization  and  resources,  leveraging  hidden  assets  and  knowledge,  link- 
ing people  and  processes,  and  creating  strategic  feedback  systems  that  accelerate  corporate  learning 
Join  the  Renaissance  of  Corporate  Strategy,  call  Mark  Bruneau  at  1.800.591.7764. 

Renaissance 
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Renaiss.^nce  SbiiiiiONS,  Inc.  -  Ati.a.nta  -  Boston  -  Chicago  -  Goteborg  -  Lincoln  -  London  -  Richmond  -  San  Francisco  -  Stamford  -  Washingti 


siness  Week  Index 


)UCTION  INDEX 


nge  from  last  week:  0,5% 
nge  from  last  year:  4,4% 


PRODUCTION  INDICATORS 


PRODUCTION  INDEX 

Aug,  9=127.3 
1992=100  ' 


,ug.  Dec.  Apt  Aug 

)96  1996  1997  1997 

ndex  IS  a  4-week  moving  average 

iduction  index  increased  in  each  of  the  two  latest  weeks.  But  before 
ion  of  ttie  four-week  moving  average  the  index  rose  from  127.3  at 
of  July  to  128.6  in  tfie  week  ofAug.  2,  and  then  fell  to  127.3  in 
ik  ended  Aug.  9.  In  the  latest  week,  drops  in  the  seasonally  adjusted 
of  autos,  trucks,  and  electric  power  led  to  the  index'  overall  weak- 
er July,  the  index  stood  at  126.1,  up  from  June's  reading  of  123. 

lion  inde<  ropyfight  1997  hv  The  McGraw.Hill  Companies 


)ING  INDICATORS 


LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

PRICES  (8/15)  S&P  500 

900.81 

933.54 

35.4 

RATE  BOND  YIELD.  Aaa  (8/15) 

7.26%  7.15% 

-1.8 

[RIAL  MATERIALS  PRICES  (8/15) 

107.9 

108.3 

-0.7 

ESS  FAILURES  (8/8) 

NA 

NA 

NA 

STATE  LOANS  (8/6)  bilhons 

NA 

NA 

NA 

SUPPLY,  M2  (8/4)  billions 

$3,945.8 

$3,937.3 

4.9 

L  CLAIMS.  UNEMPLOYMENT  (8/9)  thous 

316 

304 

-1.9 

S:  Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (index:  1990=100).  Dun 
reet  (failures  of  large  companies).  Federal  Reserve,  Labor  Dept 

REST  RATES 

AL  FUNDS  (8/19) 

LATEST 
WEEK 

5.47% 

WEEK 
AGO 

5.50% 

YEAR 
AGO 

5.08% 

:RCIAL  PAPER  (8/20)  3-month 

5.54 

5.57 

5.40 

'IGATES  OF  DEPOSIT  (8/20)  3  month 

5.58 

5.57 

5.36 

MORTGAGE  (8/15)  30-year 

7.71 

7.60 

8.16 

TABLE  MORTGAGE  (8/15)  one  year 

5.79 

5.69 

6.00 

(8/15) 

8.50 

8.50 

8.25 

Federal  Reserve.  HSH  Associates,  Bloomberg  Financial  Markets 


STEEL  (8/16)  thous.  of  net  tons 

1 ATCCT 

LAIto 1 

WEEK 

2,029 

UlCCtf 

WttK 
AGO 

1,992# 

VCADl V 

%CHG 

4.2 

AUTOS  (8/16)  units 

113,752 

119,749r# 

-6.1 

TRUCKS  (8/16)  units 

119,736 

109,910r# 

9.0 

ELECTRIC  POWER  (8/16)  millions  of  kilowatt-hrs. 

74,381 

71,838# 

4.1 

CRUDE-OIL  REFINING  (8/16)  thous.  of  bbl./day 

15,068 

14,684# 

6.1 

COAL  (8/9)  thous.  of  net  tons 

21,429# 

19,859 

1.2 

LUMBER  (8/9)  millions  of  ft. 

477. 4# 

503.6 

-4.2 

RAIL  FREIGHT  (8/9)  billions  of  ton-miles 

26. 8# 

26.2 

3.5 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports,  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept.,  WWPAl,  SFPA2,  Association  of 

American  Railroads 

PRICES 

GOLD  (8/20)  $/troy  oz. 

LATEST 
WEEK 

322.050 

WEEK 
AGO 

325.200 

YEARLY 
%  CHG 

-15.7 

STEEL  SCRAP  (8/19)  #1  heavy,  $/ton 

146.50 

146.50 

7.3 

COPPER  (8/15)  t/lb. 

106.9 

110.1 

12.1 

ALUMINUM  (8/15)  e/ib. 

82.0 

82.8 

16.5 

COTTON  (8/16)  strict  low  middling  1-1/16  in.,  j/lb.  72.08 

72.42 

-5.6 

OIL  (8/19)  $/bbl. 

19.81 

19.87 

-13.5 

ORB  FOODSTUFFS  (8/19)  1957=100 

239.25 

238.11 

-14.3 

ORB  RAW  INDUSTRIALS  (8/19)  1 967=100 

338.59 

341.81 

-1.3 

Sources:  London  Wednesday  final  setting,  Ctiicago  market,  Metals 
market,   NYMEX.  Commodity  Research  Bureau 

Week.  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (8/20) 

LATEST 
WEEK 

118.00 

WEEK 
AGO 

115.65 

YEAR 
AGO 

108.34 

GERMAN  MARK  (8/20) 

1.86 

1.83 

1.48 

BRITISH  POUND  (8/20) 

1.59 

1.58 

1.55 

FRENCH  FRANC  (8/20) 

6.25 

5.19 

5.07 

ITALIAN  LIRA  (8/20) 

1806,3 

1794.9 

1506.2 

CANADIAN  DOLLAR  (8/20) 

1.39 

1.39 

1.37 

MEXICAN  PESO  (8/20)' 

7.751 

7.775 

7.478 

TRADE-WEIGHTED  DOLLAR  INDEX  (8/20) 

107.3 

105.3 

97.1 

Sources:  Maior  New  York  banks  Currencies  expressed  m  units  per  U.S.  dollar, 
except  for  British  pound  in  dollars-  Trade-weighted  dollar  via  J  P  Morgan 


3ta  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart),  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
it.  l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


HEWEEKAHEAD 


>lfi  HOME  SALES 

,  Aug.  25,  10  a.m.EDT*-  Existing 
probably  sold  at  an  annual  rate  of 
illion  in  July,  slightly  higher  than 
4  million  rate  in  June.  That's  the 
forecast  of  economists  surveyed  by 
ernational,  one  of  The  McGraw-Hill 
ies.  Housing  remains  a  strong  sec- 
ne  prices  are  rising,  mortgage  rates 
rdable,  and  mortgage  applications 
lase  a  home  are  on  the  rise. 

LE  GOODS  ORDERS 

',  Aug.  26,  8:30  a.m.EDT>  The  mms 
xpects  that  new  orders  taken  by 
goods  manufacturers  likely  increased 
July,  on  top  of  a  2.3%  jump  in 


June.  A  gain  in  machinery  demand  offset 
weakness  in  the  motor-vehicle  industry. 

CONSUMER  CONFIDENCE 

Tuesday,  Aug.  26,  10  a.m.EDT^  The  Con- 
ference Board's  index  of  consumer  confi- 
dence probably  stood  at  125.5  in  August, 
unchanged  from  July's  reading.  Confidence 
has  soared  this  year,  lifted  by  the  strong 
job  market  and  rising  stock  prices. 

GROSS  DOMESTIC  PRODUCT 

Thursday,  Aug.  28,  8:30  a.m. edt^  The  mms 
survey  forecasts  that  revisions  to  the  data 
will  show  the  economy  grew  at  an  annual 
rate  of  2.5%  in  the  second  quarter,  a  bit 
better  than  the  2.2%  initially  reported.  How- 


ever, a  narrowing  in  the  June  trade  gap  sug- 
gests that  the  revision  could  be  larger. 

PERSONAL  INCOME 

Friday.  Aug.  29,  8:30  a.m.EDT^  Personal 
income  likely  increased  just  0.2%  in  July, 
after  a  steep  0.6%  gam  in  June.  That's 
suggested  by  smaller  weekly  paychecks  m 
July.  Consumer  spending,  however,  probably 
rose  a  solid  0.6%  in  July,  twice  the  gain  in 
June.  Retail  sales  were  up  strongly  in  July, 
and  demand  for  energy  was  also  higher. 

NEW  HOME  SALES 

Friday,  Aug.  29,  10  a.m.EDT^  New  single- 
family  homes  likely  sold  at  an  annual  rate  of 
805,000  in  July,  up  from  800,000  in  June. 


Air  force  lechnoloqics 
Available  NOW! 


Check  the  topics  which  appeal  to  youl 


□  ton  Beam  Diamond-like  Carbon  Coating  for 

inexpensive  pinhole-free  coatings  w/superb 
adhesion,  low  surface  friction,  UV  filtering,  glare 
reduction 

□  Sell-Directed  Material  Process  ContmHot^in 

films  and  advanced  polymer-matrix  composites 

□  Laser-Based  Dissolved  Oxygen  Analyzer  for 

measuring  oxygen  or  otfier  elements  in  liquids 

□  Secure  Digital  Voice  for  personal 
communications  (multi-speaker  conferencing, 
voice/data  netwjorie,  RF  communications) 

□  Infrared  Tect)nologytoi  nonintnjstve,  and  covert 
surveillance  using  large  focal  plane  array 
platinum  silicide  (PtSi)  systems  (law 
enforcement) 

□  Phase  Only  Pattern  Recognition  based  on 
using  fingerprints  (aedit  cards/security  systems) 

□  Automated  High  Voltage  Power  Supply  Test 
Station  for  testing  several  thousand  varied  power 
supplies  on  one  test  system 

□  Finite  Element  Analysis  Method-Prismatic 
Mesh  (FEMA-PRISM)  Enhancements  to  model 
flush-mounted  antennas 

□  Reliability  Prediction  Techniques  for  Military 
Handbook  217 

□  Smart  Oxygen  Mask  for  detemiining  oxygen 
flow  by  measuring  blood  oxygen  saturation 
through  light  emitting  diodes  (LEDs) 

□  Advanced  Packaging  Design,  techniques  to 
minimize  the  effects  of  electromagnetic 
environments 

□  3-D  Human  Surface  Topology,  advanced  3-D 
surface  digitization  and  analysis 

□  Robotics  RAD  for  automated  manufacturing  (AF 
Center  for  Robotics) 

□  Analog/Digital  Auto  Test  System  to  brklge  the 
gap  between  functional  and  in-circuit  testing 

□  Climatic  Laboratory  and  Anechoic  Chamber 

for  automotive,  aircraft  and  medical  testing 

□  Base  Installation  and  System  Security  for 
testing  law  enforcement  and  prison  security 
systems 

□  Send  general  information 


Fax  to  (937)  656-  213S,  TECH  CONNECT 
Call  1-m-203-e451 


Name:  

Company:. 
Address:_ 
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State:_ 


FAX: 


UbII  10.  AFMC  TTO/TTB.  Attn.  TECH  CONNECT  4375  ChlOlaw 
fid  Sle  6,  Wright-Panerson  Air  FofCt  Base  Oh  45433-5006, 
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Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


ABC  38 

ABfVAMRO  Chicago  (AAN)  32 
Advanced  Healtli  (ADVH)  83 
Advanced  Micro  Devices 
(AMD)  42 

Affordable  Dram  &  Sewer  74 
A|ax(EJ.)  70 
Alptiatec  48 
Ameritech  (AIT)  42 
Apple  Computer  (AAPL)  20, 
31,48 

Archer  Daniels  Midland 
(ADM)  83 

APIS  Technologies  35 
Armani  Exchange  49 
AT&T  (T)  4, 87 
Avid  Technology  86 

B 


Eastman  Chemical  (EMN)  64 

Education  Access  31 

EIAI  53 

Eh  Lilly  (LLY)  73 

EMI  Music  34 

Ernsts  Young  78 

Exxon  (XON)  94 


BankLeumi  53 
Bausch  &  Lomb  (BOD  42 
Bethlehem  Steel  (BS)  28 
Blimpie  Intemational 

(BMPE)  74 
Blue  Chip  Economic 

Indicators  30 
BMG/Music  34 
BMW  96 
Boston  Group  83 
Braun  (G)  42 
Brooklyn  Union  Gas  38 
Brous(HD)  78 
Brown  &  Overton  94 
Budros  &  Ruhlin  39 
Burger  King  (CRM)  28. 42,  78 


FastCast  64 
Fidelity  Investments  60 
Fingerhut  (FHT)  70 
First  Union  (FTU)  42 
Ford  (F)  38 
Forrester  Research  87 
Franklin  Health  10 
Frito-Lay  (PEP)  74 
Fujitsu  48 
FurmanSelz  87 


Checkpoint  Systems  78 
Chen(SiJ  83 
Cheung  Kong  79 
Chevron  (CHV)  57 
Chrysler  (C)  28,  64, 96 
Cigna  (CI)  12 
Cityscape  Financial  10 
Coca-Cola  (KO)  4 
Cognetics  24 
Comerica  64 

Commerce  Clearing  House  94 
ConAgra  (CAG)  64 
Conference  Board  30 
Credit  Suisse  First  Boston  81 


Dairy  Queen  (INDQ)  49 
Dataquest  31,87 
Dayton  Hudson  (DH)  70 
Dell  Computer  (DELL)  31,48 
Delta  Electronic  48 
Digidesign  (AVID)  86 
Dolphin  Fast  Food  70 
Donaldson  Lufkin  & 
Jenrette  57 
Donnelley  (R,R.)  4 
Dow  Chemical  (DOW)  42 


Gateway  2000  (GATE)  48 
Genentech  (GNE)  10 
General  Electnc  (GE)  104 
General  Motors  (GM)  4 
Genome  Therapeutics 

(GENE)  73 
Gillette  (G)  4, 42 
Glaxo  Wellcome  (GLX)  51,73 
Goldman  Sachs  79,81 
Gnffin  Kubik  Stephens  & 

Thompson  30 
Grupo  Televisa  50 

H 


Hair  Decor  5  49 
Hewlett-Packard  (HWP)  87 
Hoechst  51 
Honeywell  (HON)  25 
Hudson  Foods  (HFI)  42 
Hughes  Electronics  (GM)  4, 
50 


IBM  (IBM)  31,42,48,86 

ING  Barings  48 
Inland  Steel  (IAD)  28 
International  Data  31 
Intuit  (INTU)  20 
Israel  Electric  53 
Ito-Yokado  (lYCOY)  74 


Jardine  Fleming  79 
Jinan  Chemical  Fiber  83 
Jinan  Dayang  Chemical 
Fiber  83 

John  Hancock  Mutual  82 
Johnson  (S.C  )  60 


Kanon  Bloch  Carre  60 
Kensington  Microwave  20 
King(D.F)  39 


Kleiner  Perkins  Caufield  & 
Byers  86 
KookminBank  79 


Laura  Ashley  42 
Lehman  Brothers  (LEH)  81, 
86 

Liquid  Audio  35 
LordAbbett  83 
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Mammoth  Records  34 
Management  Ventures  74 
Marriott  International 
(MAR)  28 

McDonald's  (MCD)  64 
McGraw-Hill  (MHP)  101 
Mcintosh  Securities  79 
McKinsey  10 
Mercedes-Benz  (DAI)  96 
Merck  (MRK)  51,73 
Merrill  Lynch  (MER)  42, 48, 
79 

Metrawerks  31 
Microsoft  (MSFT)  31,42,87 
Minor  Group  49 
MMS  International  (MHP)  101 
Mobil  (MOB)  57, 74 
Monsanto  (MTC)  83 
Monterey  Resources  (MRC)  32 
Morgan  Stanley  Dean  Witter 
(MDW)  79 

Morningstar  39, 60, 60, 82 

Motorola  (MOT)  31 
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NationsBank  (NB)  64 
Netscape  Communications 

(NSCP)  42, 86 
NatWest  Securities  (NW)  81 
Newman  &  Cohen  94 
News  Corp.  (rWVS)  50 
Nextel  Communications 

mi)  78 

Northeast  Utilities  (NU)  42 
Norton  18 
Novell  (NOVL)  87 
Nucor(NUE)  28 


Oak  Farms  Dairv  74 
Oryx  Energy  (ORX)  57 

P 


Pacific  Chemical  (CPTA)  83 
Peachtree  Software  20 
Pennzoil  (PZL)  32 
PeopleSoft  (PSFT)  86 
Peregnne  Investment  79 
Pfizer  (PEE)  51 
Pioneer  Hi-Bred  (PHB)  83 
Pizza  Hut  (PEP)  49 
PointCast  86 
Polygram  Records  34 
Power  Computing  31 
Primerica  82 
Profit  Financial  14 
Prudential  HealthCare  10 


Roche  51 
Roussel  Uclaf  51 
Royal  Dutch/Shell  (R[^51 
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Sabre  Group  aSG)  8j 
Salomon  Brothers  (Sf  7! 
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Seapower  Financial 
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Sensormatic  Electrons 

(SRM)  78  ! 
7-Eleven  Stores  (lYCF' 
SGL  Carbon  51 
Siam  Commercial  Ba 
Simon  &  Schuster  4 
Sizzler  (SZ)  49  , 
Smith  Barney  30, 8i 
Smith  New  Court  79 
Solana  Technology'  : 
Sony  Music  Entertaii  - 

(SNE)  34 
SoundScan  34 
Southland  (lYCOY)  " 
Standard  &  Poor  s  (I\i'.' 
Sun  Microsystems 

(SUNVfl  86, 87  ' 
Sunbeam  (SOC)  33 
Swensen's  (IBIN)  4? 


Taco  Bell  (PEP)  74 
Technology  Funding 
Television  Altera  5( 
Tenneco(TEN)  64 
Texaco  (TX)  32 
Time  Warner  (TWX)  , 
Travelers  aRV)  82 
Trim  Tabs  Financial  i 
Services  81 
T  Rowe  Price  60. 9, 
TuppenNare  (TU)  6'! 

U 


Radnor  Financial  Advisors  39 
Recognition  78 
RHR  International  10 


Umax  Computers  3 
Union  Warren  Savin 
Bank  60 

Universal  Music  Grt 
(VO)  34 

UnoCal(UCL)  57 
UPS  4,25,28,64,14 

U.S.  Trust  (USTC)  3 


Vanguard  Group  6^ 
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Wal-Mart  Stores  (W) 
Walt  Disney  (DIS)  :53l 
Warner  Music  Groui 
OW)  34,  35 
Wasserstein  Perells'7 
Wawa  74 

Wheat  First  Butchejnf 
White  Oack)  39 
Wilkofsky  Gruen 
Associates  34  i 
WordPerfect  87 
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/estment  Figures  of  the  Week 


500 

Feb.    Aug.  Aug.  14-20 


U.S.  MARKETS 


Latest 


%  change 
Week  Year 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


945 
939.35 


k change  t -week  change 
!%  -hi. 9% 


ENTARY 

S.  stock  market  staged 
ing  recovery,  after  a  wor- 
:  decline  that  had  some 
;  concerned  that  the  bull 
t  may  be  faltering.  On 
5  the  Dow  Jones  indus- 
iverage  fell  247  points 
34,  a  3.1%  decline,  in 
rst  selloff  since  Novem- 
1991.  Profit  concerns 
ted  the  decline.  But  the 
t  came  roaring  back  on 
ree  days  that  followed, 
00-point  gains  on  each 
Id  the  Dow  topped  8000 
on  Aug.  20.  Gains  in 
iter-stock  earnings  fed 
lly. 


REST  RATES 


\SURY  BOND  INDEX 

Feb    Aug.  Aug.  14-20 


k  change 


;  1560 

■1535 
:  1522.64 
■  1510 

•  1485 


1-week  change 
+0.8% 


)omberg  Financial  Markets 

m 
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Dow  Jones  Industrials 

8021.2 

1.2 

40.2 

NASDAQ  Combined  Composite 

1628.7 

2.9 

44.8 

S&P  MidCap  400 

314.7 

1.3 

36.3 

S&P  SmallCap  600 

174.2 

1.7 

33.1 

S&P  SuperComposite  1500 

201.6 

1.8 

40.3 

SECTORS 

Latest 

%  change 
Week  Year 

Bloomberg  Information  Age 

304.0 

1.4 

54.2 

S&P  Financials 

108.2 

2.1 

54.2 

C  P  D  lltilitiar 

oAcr  UTMITieS 

199.1 

0.7 

4.3 

PSE  Technology 

338.7 

4.4 

69.4 

FOREIGN  MARKETS 

Latest 

%  change 
Week  Year 

London  (FT-SE  100) 

4958.4 

-0.9 

27.7 

Frankfurt  (DAX) 

4223.4 

-1.3 

65.0 

Tokyo  (NIKKEI  225) 

19,252.2 

1.3 

-8.9 

Hong  Kong  (Hang  Seng) 

15,855.7 

-3.8 

40.2 

Toronto  (TSE  300) 

6773.1 

-0.3 

31.5 

IVIexico  City  (IPC) 

5124.2 

2.1 

50.6 

FUNDAMENTALS 

Latest 

Week 
ago 

Year 
ago 

S&P  500  Dividend  Yield 

1.62% 

1.62% 

2.16% 

S&P  500  P/E  Ratio  (Last12mos.) 

23.3 

23.2 

19.0 

S&P  500  P/E  Ratio  (Next  1 2  mos.)*    1 8.6 

18.6 

NA 

First  Call  Earnings  Revision* 

-1.2% 

-1.4% 

NA 

TECHNICAL  INDICATORS 

Latest 

Week 
ago 

Reading 

S&P  500  20Q-day  average 

813.5 

808.1 

Positive 

Stocks  above  200-day  average 

80.0% 

81.0% 

Negative 

Options:  Put/call  ratio 

0.59 

0.50 

Negative 

Insiders:  Vickers  Sell/buy  ratio 

3.20 

2.91 

Negative 

Homebuilding 
Transportation  Services 
Semiconductors 
Tobacco 

Money  Center  Banks 


16.3  Semiconductors  127.5 

12.0  Trucking  116.3 

11.7  Computer  Systems  98.6 

11.5  Savings  &  Loans  88.7 

9.9  Invest.  Banking/Brkrge.  83.0 


WORST-PERFORMING  Last 


GROUPS 


month  % 


Last  12 
months  % 


Health-Care  Services 
Cosmetics 
Soft  Drinks 
Shoes 

Oil  &  Gas  Drilling 


-10.5  Gold  Mining  -20.7 

-8.4  Photography/Imaging  -9.7 

-8.4  Engineering  &  Constr.  -9.7 

-7.2  Hospital  Management  -2.4 

-5.5  Electric  Companies  1.8 
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Rebound  ahead?  Stocks  with  most 
significant  buying  on  price  weakness 

Price 

1-month 
change 

Telebras-ADR 

124^/4 

-6V4 

Coca-Cola 

60 '^'1 6 

-7V2 

Signet  Banking 

49 '5/1 6 

-V4 

United  Healthcare 

50'Vi6 

-2  "/1 6 

Warner-Lambert 

135Vi6 

McDonald's 

49^4 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

Intel 

9729/32 

12^/32 

Microsoft 

138 '^16 

2''/8 

Dell  Computer 

84  "/i6 

8% 

Oracle 

41  Vs 

4^/64 

Sun  Microsystems 

50 '/1 6 

4'Vl6 

Apple  Computer 

24^/16 

8%2 

KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


MONEY  MARKET  FUNDS 

5.16 

5.15 

4.93 

90-DAY  TREASURY  BILLS 

5.23 

5.32 

5.18 

6-MONTH  BANK  CDS 

5.17 

5.17 

5.02 

1-YEAR  TREASURY  BILLS 

5.51 

5.60 

5.62 

10-YEAR  TREASURY  NOTES 

6.24 

6.36 

6.59 

30-YEAR  TREASURY  BONDS 

6.54 

6.64 

6.80 

LONG-TERM  AA  INDUSTRIALS 

7.05 

7.10 

7.32 

LONG-TERM  BBB  INDUSTRIALS 

7.41 

7.48 

7.74 

LONG-TERM  AA  TELEPHONES 

7.33 

7.42 

7.56 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 


assuming  a  31%  federal  tax  rate. 

10-yr.  bond 
Latest  Last 
week  week 

30-yr.  bond 
Latest  Last 
week  week 

GENERAL  OBLIGATIONS 

4.65% 

4.67% 

5.23% 

5.25% 

PERCENT  OF  TREASURIES 

74.52 

73.60 

79.64 

78.84 

TAXABLE  EQUIVALENT 

6.74 

6.77 

7.58 

7.61 

INSURED  REVENUE  BONDS 

4.79 

4.83 

5.45 

5.49 

PERCENT  OF  TREASURIES 

76.77 

76.13 

82.99 

82.44 

TAXABLE  EQUIVALENT 

6.94 

7.00 

7.90 

7.96 

EQUITY  FUNDS 
Leaders 

Four-week  total  return  % 

Lexington  Troika  Russia  1 5.2 

Robertson  Steph.  Info  Age  A  8.8 
Steadman  American  Industry  8.6 

Wright  EquiFd. -Mexico  8.3 

United  Svcs.  China  Reg.  Op.  8.2 

Leaders 

52-week  total  return  % 

Lexington  Troika  Russia  143.0 

Fidelity  Select  Electronics  88.5 

ITT  Hartford  Cap.  Apprec.  A  85.0 

American  Heritage  83.1 

Fidelity  Select  Computers  72.0 


Laggards 

Four-week  total  return  % 


EQUITY  FUND  CATEGORIES 
Leaders 

Four-week  total  return  % 


Laggards 

Four-week  total  return  % 


Merrill  Emerging  Tigers  B 
DFA  Japanese  Small  Co. 
Tocqueville  Intl.  Value 
Fidelity  Emerging  Markets 
Van  Eck  Asia  Infrastr  A 

Laggards 

52-week  total  return 


-14.2 
-11.5 
-9.9 
-8.8 
-8.3 

% 


Technology 
Natural  Resources 
Precious  Metals 
Small-cap  Value 
Small-cap  Blend 

Leaders 

52-week  total  return 


3.6  Diversified  Pacific/Asia 
2.8  Japan 

2.7  Health 

2.7  Pacific/Asia  ex-Japan 

2.4  Foreign 


% 


Laggards 

52-week  total  return 


^.1 
-3.7 
-3.4 
-3.2 
-2.1 

% 


Bull  &  Bear  Gold  Investors 
Frontier  Equity 
United  Svcs.  Gold  Shares 
Morgan  Stan.  Instl.  Gold  A 
DFA  Japanese  Small  Co. 


^2.8 
^2.6 
^2.5 
-38.8 
-38.5 


Financial  47.4  Precious  Metals  -27.2 

Technology  46.3  Japan  -5.2 

Latin  America  41.5  Diversified  Pacific/Asia  3.4 

Large-cap  Growth  36.6  Pacific/Asia  ex-Japan  10.0 

Large-cap  Blend  36.3  Utilities  16.7 


as  of  market  close  Wednesday.  Aug.  20,  1997,  unless  otfierwise  indicated.  Industry  ey  flow  analysis,  and  mutual  fund  returns  are  as  of  Aug.  19.  For  a  more  detailed  explanation,  write 
Jde  S&P  500  companies  only.  Fundamentals,  tectinical  indicators,  Bloomberg  men-     to  us  or  E-mail  figures@businessweek,com,  NA=Not  available  **Vanguard  Index  500  Fund 


Editorials 


WHEN  WAGE  GAINS  ARE  GOOD  NEWS 


Is  the  paity  over?  Will  the  United  Parcel  Service  Inc.  set- 
tlement be  a  reverse  of  the  Reagan-era  air-traffic  con- 
trollers' strike  and  change  the  balance  of  power  between  la- 
bor and  capital  in  America?  Will  it  boost  wage  costs  for 
companies,  renew  inflation,  and  ultimately  tank  the  stock  mar- 
ket, a  la  1987?  Is  this  finally  the  rise  in  labor  costs  and  har- 
binger of  recession  that  most  economists  and  Wall  Street  ana- 
lysts have  been  predicting  since  unemployment  fell  below  6%? 

It's  time  to  get  a  grip.  Real  wages  for  the  bottom  half  of 
the  working  population  are  moving  upward  for  the  first  time 
in  two  decades,  and  that  isn't  bad  news.  Productivity  can  pay 
for  modest  pay  increases  while  global  competition  should 
keep  a  hd  on  prices  and  outsize  labor  demands.  The  pros- 
perity of  recent  years  is  finally  being  shared  by  those  in 
the  lower  tier  of  the  economy — and  that  is  a  cause  for  cele- 
bration, not  despair. 

In  some  ways,  the  UPS  settlement  is  a  watershed  event.  The 
first  big  strike  in  a  decade  was  decidedly  won  by  the  Teamstei-s 
union,  with  help  from  the  afl-cio.  Sui-prisingly,  the  stiike  hit 
a  chord.  The  public  strongly  supported  the  workere,  whereas  it 
backed  President  Reagan  against  the  controllers  in  1981  and 
was  hostile  to  sti-ikers  and  their  imions  right  up  to  the  day  the 
UPS  workei"s  walked  off  their  jobs.  Clearly,  most  Americans  be- 
lieve it  is  only  fair  for  the  low-wage  UPS  workers  who  haven't 
had  a  raise  in  years  to  get  a  decent  pay  hike. 

INFLATION  iS  STILL  TAME  

Workers  are  playing  catch-up  everywhere.  After  six  years 
of  strong  economic  gi'owth  and  low  unemployment,  the  tight 
labor  markets  are  finally  allowing  the  less-skilled  to  join 
their  college-educated  brethren  in  prosperity.  Real  wages 
have  gone  up  1.4%  in  the  past  year  ended  in  June,  the 
strongest  gain  since  the  1970s.  Earnings  for  the  lower-paid 
60%  of  the  workforce  are  rising  faster  in  1997  than  for  the 
top  40%.  The  growing  gap  in  the  distribution  of  income 
(the  biggest  in  the  industrialized  world)  has  at  last  begun  to 
reverse  itself.  But  it  will  take  at  least  foiu-  more  years  of  1% 
real  wage  growth  to  simply  restore  worker  income  to  1989 
levels. 

Cassandras  who  have  been  shouting  "inflation  is  coming,  in- 
flation is  coming"  for  years  are  now  ready  to  glom  on  to  ris- 
ing wages  as  proof  that  the  end  is  near.  They  feel  triumphant 
because,  contrary  to  expectations,  recent  government  revisions 
in  the  numbers  on  productivity  gi'owth  showed  virtually  no 
improvement  through  the  current  business  upswing.  The 
double-digit  gi-owth  in  corporate  profits  must  therefore  derive 
from  holding  wages  down,  they  argue,  rather  than  boosting 
productivity.  If  that's  right,  when  wages  begin  moving  up, 
companies  must  raise  prices  to  retain  theii"  margins,  trigger- 
ing an  inflationary  spiral.  And  if  they  can't  raise  prices,  prof- 
its will  suffer — and  the  stock  market  with  it.  That  is  where 
America  is  poised  today,  they  say. 

Not  so  fast.  Even  using  the  government  figure  of  1%  pro- 


ductivity growth  for  the  past  five  years,  real  wag; 
grow  by  the  same  amount  without  putting  much  pressjr 
margins  or  prices.  Evidence?  Even  as  real  wages  haves 
ed  moving  up,  inflation  has  actually  been  falUng,  whilfE 
in  corporate  profits  chug  along  at  a  tenific  pace.  We  f 
that  UPS's  own  productivity  growth  is  much  higher  th!j 
per  year,  and  over  the  next  five  years  that  growth  \V! 
for  a  big  chunk  of  the  settlement.  , 

THE  CASE  FOR  PRODUCTIVITY  [ 

In  fact,  we  believe  the  government  numbers  on  j 
tivity  are  seriously  flawed.  How  else  to  explain  the  li  i 
anomalies: 

■  For  decades,  productivity  rates  in  service  ind 
tracked  productivity  in  manufacturing.  In  the  mid-80s,  t 
verged.  Today,  manufacturing  productivity  is  rising  al 
3.5%  annually,  while  services  are  neai'ly  flat.  What  hap 
Service  productivity  suddenly  became  "hard  to  measil 

■  Growth  in  productivity  used  to  parallel  sales  p' 
ployee.  In  the  early  '90s,  they  separated.  Inflation-a(u 
sales  per  employee  went  up  4.8%  in  1994,  9.3%  in  191;, 
4.6%  in  1996,  while  the  government's  figures  on  proditi 
growth  continued  along  at  1%.  WTiat  changed? 

■  Ditto  for  the  relationship  between  the  growth  a. 
ductivity  and  real  pereonal  income.  Before,  they  moved  | 
dem,  but  in  the  '90s  they  went  theii'  separate  ways.  O'l 
past  year,  to  cite  the  latest  anomaly,  per-capita  incoia 
2.7%.  Productivity?  You  know  the  answer.  I 

Something  has  clearly  changed.  Many  academic  ecoii 
dismiss  the  views  of  CEOs  such  as  General  Electril 
John  F.  Welch  who  insist  their  companies'  productfl 
surging  as  they  move  into  a  new  economy  of  infoil 
technology  and  globalization.  With  all  due  respect  to  tl 
nomics  profession,  why  ignore  so  much  anecdotal  em 
from  so  many  people  in  so  many  industries?  We  side  vl 
practitioners.  To  many  CEOs  in  the  country,  from  Silici 
ley  to  the  Ohio  Valley,  the  message  in  the  producti\'it>'i 
is  simple:  "It's  a  measurement  problem,  stupid."  As  i 
the  government  numbers  on  service-sector  product  i\ 
main  squishy  at  best,  we  strongly  suspect  that  prodi! 
growth  is  higher  than  the  stats  show — and  may  i,'; 
accelerating. 

In  the  New  Economy,  the  business  cycle  is  not  r-'' 
but  it  appears  there  is  more  room  for  faster  growth!  " 
unemployment,  and  higher  real  wages  v/ithout  ignitir  iii 
tion.  But  workers  should  take  heed.  The  rising  tide  ill 
benefit  everyone  equally.  Those  with  top  skills  and  etc? 
benefited  fii-st  and  most  from  this  economic  expansioi  iV 
of  the  part-time  ups  workers  throwing  boxes  into  bs 
students  earning  money  to  pay  for  college.  After  .ai 
tion,  they  will  go  on  to  make  much  more  than  those  » 
main  full-time  sorters,  regardless  of  renewed  union  sfin? 
This  may  ultimately  be  the  lesson  of  the  ups  strike. 
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IV  Cable  Systems  International  connects  with  customers  twice  as  fast. 

n  Cable  Systems  Internationa]  (CSI)  was  formed  from  a  unit  of  ATt^T,  it  needed  a  system  that 
Id  help  get  its  telecommunications  products  to  customers  quickly.  CSI  chose  R/3" 
/are  from  SAP.  R/3  cut  order  delivery  times  m  halt  m  CSI's  connectorized 
ucts  division.  Now,  customers  can  expect  their  products  in  two  weeks 
ad  of  four.  And  when  requested,  CSI  can  often  deliver  m 
aurs  or  less.  In  fact,  the  connectorized  p^roducts  team  has 
lished  a  near  perfect  shipping  record.  For  CSI, 
was  definitely  a  valuable  connection, 
more  information,  visit  us  at 
://www.sap.coin  or 
1-800-283- 
\  P. 
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A  Better  Rcliiiii  On  Iiitoiiiiaiion'. 


Growing  stron 
Hoechst. 


All  cultivated  plants  such 
as  com  need  sufficient 
protection  from  weeds, 
disease  and  pests  in  the 
field.  Agricultural  bio- 
technology will  help 
ensure  an  abundant 
harvest. 


AgrEvo 


h  biotechnology. 


For  the  next  30  years,  as  the  world 
population  continues  to  grow,  the  need 
for  food  is  expected  to  double. 

The  problem  is  that  land  suited  to 
agricultural  uses  is  limited. 

Opportunities  for 
high-yield, 
sustainable  farming. 

Through  agricultural  biotechnology, 
we  have  new  prospects  for  producing 
food  for  people  on  existing  farmland 
well  into  the  future.  And  preserve  the 
envirormient  in  the  process. 

Researchers  at  our  agribusiness 
AgrEvo  are  developing  biotechnological 
techniques  to  boost  yield  and  make 
plants  more  resistant  to  weeds,  diseases 
and  pests. 

The  result:  stronger  crops  through 
strong  research.  Now  that's  great  growth 
potential. 

Hoechst  AG,  D-65926  Frankfurt 
http://www.hoechst.com 

Hoechst  is  an  international  group  of 
companies  spearheading  innovation  in 
Life  Sciences  and  Industry.  With  more 
than  140,000 people  worldwide,  last 
year's  sales  totalled  $  34  billion. 
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Up  Front 


EDITED  BY  PAT  WECHSLER 


PRODUCT  PEEK 


NOTHING  BUT  NET  AT  APPLE 


STEVE    JOBS  WASTED 

no  time  pruning  Apple 
Computer's  product  line 
since  taking  control  in 
early  July.  But  the  com- 
pany's co-founder,  insid- 
ers say,  is  also  working 
on  brand-new  products 
that  he  hopes  will  play 
a  major  role  in  Apple's 
future  gi'owth:  network 
computers. 

Unlike  personal  com- 
puters, xcs  store  pro- 
grams and  data  on  a  central 
server.  They  are  designed  to 
be  less  expensive  than  pes, 
with  the  proposed  Apple  mod- 
els to  run  between  $500  to 
$1,000.  Wliile  many  doubt  the 
Apple  Nc's  potential  in  coipo- 
rate  mai'kets,  it  could  be  per- 
fect for  cost-conscious  educa- 
tors anxious  to  comply  with 
President  Clinton's  call  for  a 
1:3  computer-student  ratio  by 
2000.  And  NCs  ai-e  also  perfect 
for  Apple,  intent  on  protect- 
ing and  even  increasing  its 
dominant  54%  share  of  the 
K-thi'ough-12  mai'ket. 


Company  sources  say  the 
NCS  will  run  programs  based 
on  the  Java  programming 
language — either  on  top  of 
the  Macos  found  on  today's 
Macs,  or  without  a  conven- 
tional operating  system.  Some 
of  these  devices  could  appear 
in  early  1998. 

But  which  Java  standard 
will  Apple  adopt?  While  the 
company  has  worked  with 
Java  inventor  Sun  Microsys- 
tems for  over  a  year,  it's 
now  working  more  closely 
with  Microsoft  to  support  its 
version.         Peter  Burrows 


THE  LIST  YOU'RE  SO  VAIN 


WHAT  MEN  SPEND  TO 
LOOK  AND  SMELL  GOOD 

Per  capita  expenditure  in  1996  in  U.S.  dollars 


HI,  GUY:  Men  do  primp 


FRANCE 

$51.31 

GERMANY 

$40.27 

BRITAIN 

$38.06 

ITALY 

$32.01 

SPAIN 

$31.09 

JAPAN 

$31.06 

U.S. 

$26.96 

gest  market  for  men's  toiletries  in 

The  U.S.  may  have  the 
the  world,  weighing  in  at  $3.5  billion.  But  when  it  comes  to 
per  capita  spending,  according  to  market  researchers 
Euromonitor,  American  males  are  pikers.  Men  in  Germany, 
Britam,  France,  Italy,  Spain,  and  Japan  spend  more.  But 
Euromonitor  predicts  more  spending  everywhere  for  the  next 
several  years  as  men  turn  to  products,  such  as  moisturizers 
and  face  creams,  previously  reserved  for  that  other  sex. 


TALK  SHOW  4iThe  tobacco  industry  has  conceded  defee 
and  we  have  a  settlement  of  historic  proportions." 
— Florida  Governor  Lawton  Chiles,  referring  to  the  $11.3  billion 
settlement  his  state  wonfrom  five  major  tobacco  companies 


JOINT  VENTURES 

ANOTHER  BIG-OIL 
BONOING  RITUAL? 

DOES  BIG  OIL  NEED  TO  GET 

bigger?  That  seems  destined 
to  become  a  hot  question  for 
federal  regulators.  Before  the 
Federal  Ti-ade  Commission 
has  even  completed  its  re- 
view of  a  proposed  oil  refin- 
ing and  marketing  alliance 
between  Shell  Oil  and  Texaco, 
another  seems  to  be  in  the 
works.  Wall  Street  is 
buzzing  about  the 
prospect  of  a  linkup 
between  Amoco 
and  Mobil.  The 
idea:  merge  theii- 
U.  S.  refining  and 
marketing  busi- 
nesses to  create  a 
powerhouse  east 
of  the  Mississippi 
River.  Together, 
the  two  hold 
about  a  20%  share  of  re- 
tail fuel  markets  in  such 


densely  populated  statei 
Illinois,  Pennsylvania,  t 
Jersey,  and  Florida. 

Donaldson,  Lufkin  & 
rette  oil  analyst  John  He 
says  he  e.xpects  the  two 
panics  to  make  the  joint 
ture  announcement  "w 
weeks."  Mobil  confiims  tl 
has  had  discussions  with  ( 
compames,  but  claims  noi 
is  imminent.  Amoco  dec 
comment,  dlj's  Hei^  ex- 
confident  that  the  cmiijli 
which  could  produce  •'^7(H 
lion  in  cost  savings — i.- . 
accomph  that  he  reci 
raised  liis  Muliil 
ommendation 
"buy"  from  " 
ket-pefoiTner 
far,  the  const! 
outci\v   has  : 
hmited.  I'.ut 
Rothschild  o 
vocate  gToajj  ■ 
zen  Action 
the  possibilitA 
second  deal  is  "ven-  ( lis 
ing."        Gai-y  McWiII 


IPO  WATCH 


WHEN  HEADHUNTERS  CALL  UNDERWRITER 


THIS  SPRING,  PRIVATELY  HELD 

executive  recruiter  Lamalie 
Associates  raised  $24  million 
and  more  than  a  few  eye- 
brows when  it  floated  2  million 
shai'es.  And,  more  headhuntei- 
IPOS  are  on  the  way. 

Fir.st  on  the  list:  dhr  In- 
ternational, with  $25  million 
in  revenues.  Founder  and 
CEO  David  Hoffman  expects 
to  raise  $20  million-plus  with 
an  IPO  that  won't  happen  be- 
fore the  end  of  the  year 

Another   company  with 
stock  market  fever:  Horton 
International,  a  $40  million 
firm  specializing  in  emerg- 
ing  markets.  President 
Robert  Horton  says  the  idea 
has  been  under  discussion  for 
more  than  a  year,  but  claims 
an  IPO  is  still  two  years  off. 

Finally,  there's  No.  2-r-anked 
Heidiick  &  Stiuggles.  Indus- 
try insiders  swear  an  ipo  is 
looming.  But  vice-chairman 


John  Thompson  scoffs.  , 
professional-semces  fiiTn ; 
sets  tend  to  walk  in  and 
the  door  eveiy  day,"  lie 

And  in  fact,  recruiters . 
have  gone  public  have 
badly:  Solomon-Page  ' 
rai-ely  topped  then*  $4  < 
ing  price  since  the  19i:H' 
and  KoiTi/FeiTy  was  fore 
buy  back  its  shares  two  ] 
after  its  1972  float.  Lam; 
the  exception,  with  its 
price  rising  50%  since  th(  P 
Lisa  Sa.'. 


Presence  of 


"IT  I  PRIVATE 
5E  BANKING 


Whatever 

makes  you  happy. 


Up  Front 


PLANET  WATCH 

THE  WORLD  BANK'S 
SOOTY  TRADE-OFF 

IT     IS     NOT     EASY     TO  BE 

en\'ifoiimentally  coiTect  while 
industrializing  poor  nations. 
No  one  knows  this  better 
than  the  World  Bank,  just 
chided  in  a  study  as  one  of 
the  globe's  biggest  polluters. 

It's  not  as  if  the  bank  is 
emitting  carbon  dioxide.  But, 
says  a  recent  report  by  the 
liberal  Institute  for  Policy 
Studies  in  Washington,  the 
World  Bank  is  not  lending 


WOLFENSOHN:  Not 

living  up  to  Iiis  vows? 

with  the  environment  in 
mind,  as  the  bank's  pres- 
ident James  Wolfensohn 
lectm-ed  its  1995  annual 
meeting  to  do.  In  fact, 
the  institute  claims  the 
bank  has  doled  out  bil- 
lions in  the  last  several 
years  in  loans  to  build  such 
plants  as  the  3,600  megawatt 
coal-fired  power  plant  in 
Tuoketuo,  China.  These  pro- 
jects, the  institute  says,  will 
emit  9.5  billion  tons  of  cai'bon 
over  the  next  20  to  50  yeai-s. 

The  World  Bank  challenges 
the  emissions  number  and 
points  out  that  it  has  also  in- 
creased its  investment  in  re- 
cent years  in  hydro  and  nat- 
ural gas  projects.  Even  so, 
insists  Charles  Feinstein, 
chief  of  the  bank's  climate- 
change  unit,  "there  is  an  un- 
deniable link  between  ener- 
gy development  and  economic 
improvement."  Lisa  Sanders 


AFTERLIVES 


SOME  GUYS  PLAYED  WITH  THEIR  HELMETS  ON 


EVER  WONDER 

what  spoitscasters 
do  when  there's  no 
game?  Then  check 
out  the  new  lineup 
on  TNT  when  the 
NFL  season  kicks 
off  on  Aug.  31,  if 
you're  ready  for 
your  dumb-jock 
stereotypes  to  be 
shattered. 

The  newest  hire 
is  Sean  Jones,  who 
helped  the  Green 
Bay  Packers  win 
the  Super  Bowl  in 
January.  This  nfl 
Pro  Bowler  earned 
$12.5  million- 
plus  during  his  13  seasons. 
Yet,  going  by  "Dwight  S. 
Jones,"  he  spent  summers  as 
a  broker  at  Dean  Witter 
(starting  salary:  $30,000;. 
Now,  Jones  runs  his  own  fi- 
nancial-services firm  and  nfl- 
licensed  apparel  company. 


JONES:  Tycoon 


Pat  Haden  is 
entering  his  16th 
broadcast  season. 
But  on  weekdays, 
the  1975  Rhodes 
scholar  partners  a 
$100  million  ven- 
ture-capital outfit 
with  Los  Angeles 
Mayor  Richard  J. 
Riordan.  Haden 
got  his  law  degree 
while  quarterback- 
ing  the  Rams  for 
~ix  seasons. 

Mark  May  is 
spending  his  10- 
year  NFL  fortune 
on  cars — lots  of 
them.  He  just 
closed  on  his  second  Ford 
dealership  and  plans  to  buy 
six  more.  He  even  got  Haden 
to  plug  one  during  a  presea- 
son broadcast.  Says  Haden: 
"It  only  made  sense.  The 
Ford  family  owns  the  Detroit 
Lions."        Brad  Wolverton 


DRAWN  &  QUARTERED 


LITIGATION  NATION 

SELL  FUTURES  IN 
YOUR  VERDICT 

TIRED  OF  WAITING  FOR  THE 

wheels  of  justice  to  stop 
gi-inding  and  kick  out  some 
cash?  Call  Judgment 
Purchase  Corp. 
(jpc).  Plaintiffs  can 
now  pre-sell  their 
civil  jmy  verdicts 
to  this  San  Fran- 
cisco-based com- 
pany.   The  liti- 
gants get  about 
50c  on  the  dollar, 
depending  on  the 
level  of  risk  that 
the  case  could 
be    delayed  or, 
even  worse,  the  ver- 
dict overtuiTied. 

Here's  how  it  works:  When 
Pacific  Group's  deal  to  buy  a 
hotel  in  Hawaii  fell  through 
in  1995,  it  sued  U.S.  Hotel 


and  won  $8.6  million  in 
pensatory  damages.  Nat 
ly,   U.  S.   Hotel  appe; 
Cash-strapped  Pacific  n 
have  been  in  a  bind  hac 
JPC  advanced  it  $70,000. 
settlement  was  reached : 
than  a  yeai-  later:  U.  S.  ] 
would  pay  $3? 
lion.  JPC 
$140,000. 

As  far  aih 
American 
Assn.  and  the 
tional  Associu 
of  Tiial  Law  ; 
are  aware,  .u 
the  fii-st  of  its 
But  its  pote: 
seems  clear:  'it 
opening  in  19%ii 
firm  has  pushec; 
nual  revenues 
the  high  eight  dij; 
says  President  Alan  Zin"; 
man.  jpc  has  turned  a  ] 
in  90%  of  the  40  cases  i 
accepted.  Jennifer 


THE  BIG  PICTURE 


CHIPS  AHOY! 

Worldwide 
semiconductor 
revenues  have 
been  generally  on 
the  rise  since  the 
mid-70's.  But  sales 
took  a  hit  early  last 
year  after  overzealous 
holiday  season  production 
left  inventories  bloated 
and  prices  depressed. 

DATA:  FAHNESTOCK  &  CO.,  WORLD  SEMICONDUCTOR  TRADE  STATISTICS,  SEMICONDUCTOR  INDUSTRY  A5 


FOOTNOTES  Factoi-y  outlet  centers  nationwide  for  fashion,  accessories,  and  houseware  manufacturers,  1988:  108;  1997:3 
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Data  warehouses  are  becoming 


strategically  vital  to  a  business's 


success.  But  the  truth  is,  many  are 


outgrown  right  after  they're  delivered. 


They're  simply  overwhelmed  by 


ever-increasing  amounts  of  data.  Unless 


you  have  EMC  Enterprise  Storage! 


It's  the  only  solution  that  keeps 


mission-critical  information  available, 


protected  and  timely,  even  in  the 


face  of  explosive  growth.  And  it's 


the  only  way  to  refresh  data  from 


multiple  sources  without  sacnhcmg 


performance.  To  find  out  ho^ 


a   data   warehouse    with  EMC 


Not  ^^ithOUt        Enterprise  Storage  can 

EMC  Enterprise    ^  °  ^  ^ 

^tOr^fje         respond  to  the  ever-changing 
The^  J^reH  tm       needs  of  your  business. 


call  1-800-424-EMC2,  ext.  121,  and 


we'll  send  you  an  interactive  CD-ROM. 


Or  visit  us  at  www.emc.com. 


EMC 

The  Enterprise  Storage  Company 


is  a  registered  trademark,  and  EMC,  EMC  Enterprise  Storage,  and  The  Enterprise  Storage  Company  are  trademarks  of  EMC  Corporation.  ©1997  EMC  Corporation  All  rights  reserved. 
Reprinted  through  the  courtesy  of  ClO.  ©1996  ClO  Communications  Inc  -  Daniel  Gross  author  4/15/1995 


5:33  p.m.  Orlando 
Concierge  Roberto  Vidas 


By  the  end  of  their  vacation,  these  hjds  wi 
thinly  "concierge"  is  French  for  "uncle!' 


SlWRoiJ^o  Hofels  Iriternctionol, 


c  The  difference.  You  notice  it  the  minute  you  arrive.  In  people  like  Roberto  Vidas.  And  the  rest  of  our  staff  People  who  are  helwf 
2    courteous  not  because  it's  their  job  But  because  it's  their  nature  We  invite  you  to  experience  the  difference  at  any  of  our  hotels  w(fc 


^11  i.ann.TJ-j.i-m 


1 1  tr/^w nr/%(AACiii^n/vl 


Radisson 

HOTELS  WORLDWIDE* 

The  difference  is  genuine'.' 
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SILICON  VALLEY:  NOT  JUST 

MEN  AND  COMPUTERS  

"Silicon  Valley"  (Cover  Story,  Aug. 
18-25)  espouses  the  movers  and  shakers 
in  the  Valley,  who  are  pictured  to  be  all 
white  males.  Does  this  reflect  on  your 
editorial  judgment  of  your  publication 
to  eliminate  females  and  minorities 
from  the  "movers  and  shakers"  cate- 
gory? Or,  as  I  believe  is  more  likely 
the  case,  that  the  Valley's  management 
is  too  much  like  the  rest  of  Corporate 
America. .  .just  a  good  old  boys  club. 

Andrea  M.  Cranford 
Atlanta 

Reading  the  article  "Why  women  are 
so  invisible,"  I  immediately  identified 
with  the  women  mentioned  in  the 
article,  although  I  am  not  a  ceo — ^just 


LOOKING  DEEPER 

"The  Valley  is  much 
more  than  computer 
hardware  and  software. 
For  example,  it  is  home 
to  companies  that  have 
produced  important 
medical  breakthroughs." 


the  entire  San  Francisco  Bay  are 
much  more  than  computer  hardi.i 
and  software  companies.  For  exar 
the  Valley  is  home  to  companies 
have  produced  breakthroughs  in 
diagnosis  and  treatment  of  impoia 
medical  conditions,  including  cae 
heart  disease,  organ  transplants,  ij 
tious  disease,  and  perhaps  even  thi^ 
ing  process. 

Scott  Mj 
President  and- 
SEQUIS  Pharmaceuticals  c 
Menlo  Park,  (i 

Five  crucial  letters  were  conspicia 
ly  absent  fi'om  yoiu-  glowing  repon 
Silicon  Valley:  darpa,  short  for 
Defense  Advanced  Reseai'ch  &  Pre 
Administration.  Embarrassing  as 
may  be  for  Silicon  Valley's  laissez-ji 
zealots,  massive  fedeni 
vestment  in  the  for  ■ 
huge    defense  resin 
gi-ants  to  Stanford  Urs 
sity  and  private  contra  o! 
was  indispensable  in 
tuiing  high-tech  Indus; 

Andrew  J.  P' 
Mountain  View,  i. 


WANT  TEAMWORK? 
LOSE  THE  CUBICLE! 


the  owner  of  my  own  management 
consulting  business.  I  started  my 
own  business  primarily  because  of 
the  pervasive  climate  of  Silicon  Valley, 
where  women  are  tolerated  but  not 
much  more.  Ironically,  I  found  that  the 
only  way  to  be  heard  was  to  become 
a  consultant.  I  guess  it  makes  a  dif- 
ference when  more  money  is  on  the 
table. 

Rochelle  Ullmann 
Owner/President 
Strategic  Human  Resources 
San  Jose,  Calif. 

While  you  did  a  good  job  of  captur- 
ing the  magic  of  Silicon  Valley,  you  left 
out  a  large  part  of  the  story.  The  busi- 
ness wellspring  of  the  Valley,  which 
has  become  a  virtual  place  spanning 


Peter  Coy's  commentary  ("Help! 
a  prisoner  in  a  shrinking  cub!i 
News:  Analysis  &  Commentary,  At. 
really  hits  home.  Everywhere,  cf 
rations  are  paying  multibucks  too: 
sultants  to  determine  why  good  >i 
pie  leave,  how  teamwork  cai 
improved  and  sales  increased.  Atl 
same  time,  they  take  away  the  diii' 
and  self-respect  of  the  emplo; 
While  preaching  empowerment,  qilil 
and  teamwork,  they  create  a  waror 
on  the  office  floor.  Like  caged  ania 
workers  begin  to  cravd  the  wal' 
their  minds,  of  course),  seeking  m 
ment  of  sohtude. 

Save  your  money,  Coi-porate  A ' 
ca.  You  don't  need  high-priced  c(^ 
tants.  Teamwork  is  not  a  prli 
of  overcrowding   and  degradii' 
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LATING  THE 
OF  BUSINESS. 


Do  you  speak  digital?  Sharp  does. 
And  can  translate  it  In  ways  that  make  sense 

for  you.  Sharp's  PC-connectable  faxes  are 
equipped  with  the  industry's  fastest  available 
modem  offering  sizzling  Super  G3  Technology. 
Faster  phone  transmission  means  you  can 
save  time  and  money.  That's  why  Sharp's  been 
America's  #1  fax  choice  for  the  last  10  years. 
And  why  today,  nobody  sells  more 
facsimilies  than  Sharp. 


Merrill   Ly  ii  c  h 

on  n  a  t  i  o  n  a  1  s  e  c  ii  r  i  t  y . 


When  its  people  are  financially  secure,  a  nai 
security  is  enhanced.  But  the  costs  of  a 
populations  are  raising  issues  that  mus 
addressed  in  the  U.S.  and  in  countries  aroun( 


At  Merrill  Lynch,  we've  conducted 
dbrcaking  research  on  the  problem  and 
:o  solve  it.  Advocated  sound  public 
;si.And  developed  the  expertise  to  advise 


governments,  industries  and  individuals. 
Preserving  the  quality  of  a  long  life  makes 
a  difference.  -  - 

The  difference  is  Merrill  Lynch. 


Merrill  Lynch 

A  tradition  ot  trust: 


Readers  Report 


CORRECTIONS  &  CURIFICATiONS 

In  the  "Corporate  Scoreboard"  (Aug.  18-25). 
Fortune  Brands  Inc.  should  have  been  list- 
ed in  the  General  Manufacturing  group,  not 
the  Consumer  Products-Tobacco  group. 

In  "Silicon  Valley"  (Cover  Story.  Aug.  18-25). 
Broadview  Associates  LP  was  not  involved 
with  Hewlett-Packard  Co.'s  buyout  of  VeriFone. 

"Why  Johnny  can't  sit  still"  (Personal  Busi- 
ness. Aug.  18-25).  published  in  some  edi- 
tions, misidentified  the  Summit  Center  for 
Learning  in  Springfield.  N.  J.  Also,  the  phone 
number  for  Children  &  Adults  with  Attention 
Deficit  Disorders  should  have  been  800  233- 
4050  or  954  587-3700. 

"How  Merrill  Lynch  is  winning  the  East" 
(Finance.  Sept.  1)  incorrectly  stated  that  this 
year.  Merrill's  Asian  pretax  profits  are 
expected  to  hit  S200  million.  The  article 
should  have  said  Merrill's  Asian  pretax  prof- 
its outside  Japan. 


low  morale  and  nonproductivity  are. 

Maiyann  Barvinski 
Alexandra,  Va. 

A  FAIRER  EVALUATION 

OF  HOST  MARRIOTT  

In  "Don't  wony,  be  bullish"  (News: 
Analysis  &  Commentary,  Aug.  4),  Host 
Mamott  Coi-p.s  stock  was  identified  as 
a  sell  candidate  by  the  D.A.IS  Group.  The 
D.^is  Group  valuation  model  is  based 
on  earnings  per  share,  which  includes 
depreciation  and  other  noncash  items. 
In  the  case  of  real  estate  investment 
companies,  such  as  Host  Mannott,  de- 
preciation significantly  reduces  earnings 
per  share  but  increases  cash  flows.  An 
appropriate  valuation  of  Host  Maniott 
should  be  based  on  either  funds  from 
operations  or  earnings  before  interest, 
taxes,  depreciation,  and  amortization. 

Robert  Parsons 
Executive  \lce-President  and  CFO 
Host  Marriott  Corp. 
Bethesda.  Md. 

THE  REAL  WORLD 

OF  STAY-AT-HOME  PARENTS 

I  found  "The  second  income:  Is  it 
worth  if?"  (Pei*sonal  Business.  Aug.  18- 
25)  gives  an  imi-ealistic  picttire  of  life  for 
mothers  outside  the  workplace.  I  left  a 
well-paid  professional  job  five  years  ago 
to  stay  at  home  with  our  children  and 
have  not  yet  suffered  the  identity  crisis 
the  article  alludes  to  in  "placing  peek-a- 


boo  and  singing  Ticiyikle.  Twinkle.  Little 
Star  all  day  long."  On  the  contrarv^  the 
development  and  education  of  our  chil- 
dren has  been  a  challenging  and  re- 
warding occupation,  and  I  have  time  at 
home  to  pursue  a  variety  of  intellectual 
interests.  Being  at  home  duiing  the  ear- 
ly years  of  om*  children's  hves  has  been 
the  joy  and  passion  of  my  hfe,  and  no 
401(k)  balance  on  earth  could  be  re- 
motely as  rewarding. 

Edna  Tokay 
Swannanoa.  N.  C. 

The  woman  profiled  should  definitely 
keep  her  job:  With  a  husband  who  cai'es 
so  little  about  the  kids,  she's  almost  cer- 
tain to  be  in  divorce  cotut  in  a  year  or 
two.  Seriously,  yotu*  article  asstimes  that 
the  woman  does  lOO'vf  of  the  child  care 
plus  a  full-time  job.  This  is  not  reason- 
able. Why  is  the  husband  not  doing  his 
share  of  the  job? 

Craig  A.  Finseth 
St.  Paul.  Minn. 

That's  a  pretty  amazing  aiticle.  Are 
there  no  niuttuing  men  out  there?  Are 
there  no  women  who  earn  more  than 
their  husbands,  or  do  you  think  none  of 
them  read  business  week?  Not  even  a 
minor  side  note  that  the  discussion  about 
working  mothers  cotild  occasionally  be 
appUed  to  working  fathers  as  weU? 

Barbara  Clemmensen 
Great  Falls.  Va. 

CHEMICAL,  NOT  CHASE, 

SAVED  ON  THEIR  MERGER  

PliQlip  L.  Zweig's  piece  on  Cha^e  Man- 
hattan Corp.,  "Speculation  101:  A  Chase- 
Merrill  deal?"  (Finance,  Aug.  18-25),  was 
ver>'  interesting  for  us  academics  curious 
about  the  fonnation  of  megafirms  in  the 
workl.  There  are  a  couple  of  misleading 
statements:  Chase  did  not  wTing  cost 
sa\ings  out  of  its  merger  with  Chemical 
Bank  or  Manny  Hanny.  It  was  the  other 
way  ai'ound.  Chemical  acqtiii-ed  Manu- 
facttirers  Hanover  Ti-ust.  Then,  it  merged 
with  Chase.  Technically  it  was  a  merger, 
but  it's  more  like  an  acqtusition,  the  up- 
per hand  in  managing  the  new  Chase 
belonging  to  Chemical. 

S.  B.  Prasad 
Management  &  Law  Dept. 
Central  Michigan  University 
Mt.  Pleasant,  Mich. 

DON'T  REWARD  COMPANIES  FOR 
SHORTSIGHTED  DOWNSIZING 

Contrarj'  to  Mike  McXamee's  com- 
mentary' ("The  producti\ity  boom  is  stiU 
a  mvster\',"  News:  Analvsis  &  Commen- 


tary, Aug.  18-25),  there  isn't  any  myst 
about  the  "producti\ity  boom" — th 
isn't  one.  Just  because  Alan  Greens- 
and  Wall  Street  don't  like  what  the  ]  - 
ducti\ity  statistics  ai'e  showing  doe 
mean  they're  wTong.  What  they  shoA 
a  decline  in  producti\ity  growth  des  t 
the  corporate  downsizing  and  resti-- 
ttuing.  Annual  producti\ity  growth, 
the  nonfarm  business  sector  only  a" 
aged  0.4%  between  1992  and  1996.  Tl 
less  than  half  of  the  1.1*^  average  ar 
al  growth  between  1973  and  1992.  . 
it's  less  than  a  fotuth  of  the  2.8%  aveij 
annual  gi'owth  between  1947  and  191 
What's  clear  is  that  all  of  the  coi 
rate  dowTisizing  and  restioicttuing  i 
merely  been  a  shortsighted  response 
the  management  of  America's  compaj 
to  the  long-term  problem  of  global  c| 
petition.  Rewarding  these  c-ompanies 
higher  stock  prices  for  layoffs 
haven't  always  improved  even  short-t| 
profitability  is  just  as  shortsighted. 

Donald  R.  Fi 
Littleton,  (J 


FINDING  US  ONLINE 


BusinessWeek  JoML/I/Mi 


The  full  text  of  Business  Week,  the  Business  i 
Daily  Briefing,  and  six  years  of  BW  archives  arj 
available  on  the  World  Wide  Web  at: 
www.businessweek.com 

and  on  America  Online  at  Keyword:  BW. 
To  sign  up  for  BW  on  AOL.  call  (800)  641-484| 
and  mention  Business  Week. 


MaVen  \ 

Shopping  for  computer  equipment?  Visit  Maven,  I 
online  Computer  Buying  Guide,  for  contlnuousM 
updated  ratings  and  price  information.  F 
Go  to  Keyword:  Maven  on  America  Online, 
or  to  the  World  Wide  Web  at: 
www.maven.businessweek.coni 
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Retirement  Is  Dead.  It's  Been  Replaced  By 

A  Novel  Concept  Called  Living. 


Who  decided  that  at  the  age  of  65  it  was  time  to  hit  the  brakes,  start  acting  vour  age,  and  smile  sweetly 
as  the  world  spins  by?  Definitely  not  you.  So  we've  packaged  a  unique  set  of  tools,  including  annuities, 
401(k)s,  IRAs,  mutual  funds,  and  life  insurance  for  you  and  your  family.  Everything  you  need  to  lay  the 
groundwork  for  your  next  grand  adventure.  Whether  that  s  finishing  law  school  or  turning  your  genius  for 
the  perfect  omelet  into  a  corner  cafe.  Because  when  you  turn  65,  the  concept  of  retirement  will  be  the  only 
thing  that's  old  and  tired.  For  a  free  brochure,  call  1-800-AETNA-60  or  visit  us  at  http://www.aetna.com. 


Build  for  Retirement.  Manage  for  Life.' 


Retirement  Services 


If  this  were  a  data  traffic  problem,  how  would  you  solve  it? 

CaT)  widen  the  alley 

?      (S)  send  the  dog-s  a  memo  asking*  for  cooperation 

Cc)  restrict  walking*  privileg*es 

(d)  transfer  dog*  walking*  responsibilities  overseas 


As  more  and  more  employees  grumble  about  how  much  time 
they  waste  waiting  for  files  to  download,  or  how  long  it 
takes  to  send  e'mail,  eventually  you're  forced  to  admit  you 
need  to  increase  the  speed  and  capacity  of  your  network. 
Pacific  Bell  Fa sTrak  "  Data.  Services  has  a  variety  of  fast, 
reliable  ways  to  send  information.  From  Frame  Relay 
networks  to  ATM  Cell  Relay,  we  offer  speeds  ranging 
from  a  respectable  56  Kbps  to  a  scorching  155  Mbps. 
Whether  you  need  just  a  bit  more  bandwidth,  or  something 
clo^ef  to  an  Alaskan  pipeline,  we  can  help  you  build  a 
solution.  For  more  information  call  us  pr  visit  our  Web  site. 


PACIFIC  I^BELL 


vuww.pacbell.com/fastrak 


Call  now  for  significant  savings  on  Frame  Relay.  1-888-327-8725  ext.  106 


hen  It  comes  to  workers'  compensation 
insurance,  its  good  to  know  all  your  bases  are 
covered.  That's  why  so  many  employers  choose 
State  Fund.  For  the  last  eighty-one  \'ears.  we've 
been  going  to  bat  lor  clients  by  offering  the 
most  comprehensive,  worry-free  workers' 
compensation  programs  available.  Whether 
us  claims  management,  fraud  investigation, 
or  accident  prevention,  State  Fund  has  more 
experience  than  any  carrier  in  California. 
Which  means  our  people  are  better  trained 
to  provide  personalized  service  that  meets 
\  our  specihc  workers'  comp  needs.  And  with 
21  district  ofhces,  help  is  never  far  away 

At  State  Fund,  we  belie\-e  the  only  way  to 
pro\ide  workers'  compensation  is  to  offer  more 
than  you  expect.  That  includes  working  with 
\'0U  to  pre\'ent  accidents,  as  well  as  giMng  \-ou  all 
the  ser\nce  and  support  \-ou  need  dunng  a  claim. 

So  if  you  want  to  get  more  from  your 
workers'  compensation  programs  and  services, 
simply  contact  your  broker  or  call  us  toll  free 
at  1-888-STATE  FUND  todav  And  discover 


why  we're  m  a  league  of  our  own 


STATE 

COMPE  NSATION 
INSURANCE 

FUND 

GET  MORE.  WORRY  LESS, 
w  vv  w .  s  c  i  f .  c  o  m 


EVER  SINCE  Bill  McNally  MOVED 

HIS  COMPANY  TO  STATE  FUN! 

HE'S  BEEN  FIELDING  MORE 
THAN  PHONE  CALLS 


\  / 


The  W/r 

Odyssey 

begins 

here. 


The  Ricochet 
modern  is  a 
fell-designed 
roduct,  and 
he  service 
ves  up  to  its 
romises." 


NeOrk 


Introducing  the  most  important  productivity 
breakthrough  for  laptop  and  PDAs  since  the 
modem.  Imagine  being  able  to  send  and  receive 
e-mail,  access  the  Internet  or  your  company  LAN 
— without  a  phone  line  for  a  flat  rate  starting  at 
$29.95  per  month  for  unlimited  usage. 

Check  your  e-mail  over  coffee  on  your 
couch,  the  porch  or  patio.  Check  stock 
prices  from  your  car  or  the  golf  course.  Check 
pricing  or  product  availability  on  your  company 
LAN  from  a  client's  lobby  Enter  orders  from 
your  favorite  restaurant.  Read  the  news  or 
even  receive  a  fax  while  waiting  for  a  flight  at 
the  airport  — or  even  at  the  beach! 

Ricochet  makes  wireless  access  for  virtually 
any  laptop  and  PDA  fast,  easy  and  affordable. 

Log  on  to  the  Ricochet  Wireless  network  in  the 
morning.  Stay  on  all  day  long.  Unlimited  usage  is 
just  $29.95  a  month  — that's  less  than  $1.00  a 
day,  even  if  you  stay  logged  on  24  hours  a  day. 
Seven  days  a  week. 

There's  never  a  wait  either — Ricochet  wireless 
service  means  no  phone  lines — no  busy 
signals.  Ricochet  isn't  just  fast,  its  secure.  State- 
of-the-art  spread-spectrum  frequency-hopping 
technology  changes  frequency  up  to  40  times 


To  order  call: 


800  GO  WIRELESS 

or  visit  us  at  www.ricochet.net 

©1997  Metricom.  Inc.  All  rights  Reserved.  Offer  expires  8/4/97  *  Three  free  months  with 
purchase  of  Ricochet  SE  modem  for  $349.00  plus  taxes.  See  map  for  coverage  area. 


a  second  to  keep  your  communications  secure. 

Ricochet  has  been  proven  in  the  field  over 
one  million  hours.  Thousands  of  professionals, 
consultants,  and  hundreds  of  companies  in 
your  city  are  using  Ricochet  every  day  to  turn 

downtime  into 
quality  time.  The 
Ricochet  SE 
wireless  modem 
supports  PC  and 
Mac  as  well  as 
many  popular 
PDAs.  There's  even  a 
lifetime  limited 
warranty  on  the 
modem,  if  you're 
not  100%  satisfied,  return  the  Ricochet  modem 
within  thirty  days  for  a  full  refund. 

Call  I  800  GO  WIRELESS  today  to  order  your 
Ricochet  SE  modem  for  $349.00  and  you'll 
receive  the  first  three  months  of  Ricochet 
service  absolutely  free.  That's  a  $90.00  savings! 
If  you  use  a  laptop  or  PDA,  you  owe  it  to 
yourself  to  experience  the  freedom 
of  Ricochet. 


When  you  turn  on  your  Ricochet  SE 
modem,  it  automatically  begins 
communicating  with  the  Ricochet 
network  and  provides  indications 
to  tell  you  what  you're  doing. 


VISA 


Metricom 
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Woodside—Atherton  Auxiliary  invites  you  to  become  part  of  a  Peninsula  traditioj 

Tally  Ho 

Horse  Show  and  Party 

a  benefit  for  the  love  of  children 


September  13,  1997 
Menlo  Circus  Club  •  Atherton,  California 


•Day  long  events  for  children  and  families 
•Triple-Ring  Horseshow,  featuring  English, 

Western,  Hunter,  Jumper,  Special  Breed 
•5-Star  Celebrity  Chef  Gourmet  Dinner 
•Silent  and  Live  Auctions 


•Chuck  Wagon  Grill 
•  Evening  Cocktail  Party 
•Glittering  Fashion  Show 
•Dancing  Into  The  Night 


Please  call  415*949*3845  for  information  and  reservations 


LuciLE  Salter  Packard 
Children's  Hospital  at  Stanford 


)oks 


NG  THE  SEA  DETERMINANTS  OF  ECONOMIC  GROWTH     THE  MARKETING  OF  NATIONS 

hael  Fairbanks  and  Stace  Lindsay         By  Robert  J.  Barro  By  Philip  Kotler,  Somkid  Jatusripitak,  and  Suvit 

J  Business  School  •  289pp  •  $29.95     MIT  Press  .  145pp  •  $22.50  Maesincee  •  Free  Press  .  451pp  •  $40 


HAT'S  A 

)0R  COUNTRY  TO  DO? 


Nurturing  the  Hidden  Sources  oi  Growth  - 


sk  the  average  economist  how  a 
country  can  lift  itself  out  of 
.poverty,  and  the  answer  will  be 
:  Educate  your  populace,  squelch 
on,  open  your  economy  to  free 
and  investment,  and  then  sit  back 
atch  gross  domestic  product  soar, 
as  still-poor  people  from  Bangkok 
rranquilla  can  attest,  it's  not  so 
in  practice.  In  Southeast  Asia, 
nd  took  off  like  a  rocket  when  it 
i  its  economy,  only  to  come  up 
t  huge  trade  deficits,  a  currency 
lation,  and  a  clampdowTi  by  the 
ational  Mone- 
'und.  In  Peru, 
inemployment 
md  economic 
ities  widening, 
fiation-cutting 
s  of  President 
to  Fujimori 
lling  into  dis- 
In  Argentina, 
has  also  cast 
t  with  free- 
it  capitalism, 
ition  mounts: 
T  this  year, 
people  vied  for  800  jobs  at  a  su- 
rket  outside  Buenos  Aires, 
at's  a  country  to  do?  Three  new 
try  to  answer  that  question  in 
mt  ways.  In  order  of  merit,  they 
lowing  the  Sea:  Nurturing  the 
n  Sources  of  Growth  in  the  De- 
ng World  by  Michael  Fairbanks 
itace  Lindsay;  Determinants  of 
rmic  Growth:  A  Cross-Country 
ncal  Study  by  Robert  J.  Barro; 
The  Marketing  of  Nations:  A 
gic  Approach  to  Building  Nation- 
alth  by  Philip  Kotler,  Somkid  Ja- 
itak,  and  Suvit  Maesincee. 
wing  the  Sea  is  the  best  of  the 
because  it  is  the  most  practical, 
ithors  advise  developing  South 
ican  nations  for  Monitor  Co.,  a 
ridge  (Mass.)  consulting  firm.  Fair- 


banks worked  in  Africa  as  a  U.  S.  Peace 
Corps  teacher,  a  diplomat,  and  a  mer- 
chant banker  before  joining  Monitor. 
Lindsay  used  to  be  a  grassroots  devel- 
opment worker  in  Central  America  and 
the  Caribbean.  Their  book  is  full  of  first- 
hand reports  from  Andean  countries, 
ranging  from  the  rose  growers  of 
Colombia's  highlands  to  the  leather  in- 
dustry of  Bohvia. 

Plomng  the  Sea  argues  that  for  these 
developing  countries,  economists'  macro- 
economic  prescriptions  for  growth  are 
necessary  but  insufficient.  What's  need- 


Determinants 

OF   Economic  Growth 


NaI  lOMAL  VV 


THE 

Marketing 
OF  Nations 


ed,  they  say,  is  radical  change  at  the 
microeconomic  level.  Down  in  the  bow- 
els of  the  economy,  they  suggest,  com- 
pany managers  and  government  bu- 
reaucrats remain  imprisoned  by 
old-fashioned  thinking:  overreliance  on 
cheap  labor  and  abundant  natural  re- 
sources, and  ignorance  of  the  demands 
of  a  sophisticated  world  marketplace. 

As  a  result,  Andean  companies  are 
trapped  into  being  suppliers  of  inexpen- 
sive commodities.  It's  a  pattern  that's 
repeated  in  many  poor  countries  around 
the  world.  Because  companies  compete 
on  price  instead  of  quaUty  and  innova- 
tion, they  pay  slim  wages  and  living 
standards  remain  low.  Meanwhile,  they 
sell  natural  resoiu"ces  to  countries  that 
use  them  to  make  higher-margin  goods. 
For  all  of  Andean  leaders'  brave  talk 


about  industrialization,  the  dependence 
on  exports  of  natural  resources  has  been 
rising,  not  falUng.  "The  fundamental  dy- 
namic of  what  it  takes  to  create  and  sus- 
tain wealth . . .  does  not  appear  to  have 
stuck  with  the  leaders  of  the  developing 
world,"  the  authors  write. 

Plowing  the  Sea's  title  comes  from 
the  epitaph  of  South  American  revolu- 
tionary Simon  BoHvar,  who  said — prob- 
ably in  a  moment  of  exasperation — 
"America  is  ungovernable.  Whomsoever 
has  worked  for  a  revolution  has  plowed 
the  sea."  The  authors  who  copped  his 
phrase  are  more 
hopeful.  What's  re- 
quired, they  say,  is 
a  revolution  in 
worldview.  They 
would  have  execu- 
tives in  Lima,  Peru, 
go  through  the 
same  process  as  ex- 
ecutives in  Lima, 
Ohio:  understand 
the  strengths  and 
weaknesses  of  their 
own  companies  and 
competitors;  study 
the  needs  of  the  marketplace;  then  fig- 
ure out  how  to  provide  extra  value  and 
earn  a  return  on  it. 

Defeatists  say  that  climbing  the  so- 
called  value  chain  requires  skilled  work- 
ers and  money — and  it  does,  eventually. 
But  often,  all  that's  required  to  make  a 
start  is  to  think  afresh.  For  instance, 
they  say,  Peru's  asparagus  growers  stop 
selling  to  the  U.  S.  each  year  right  when 
competition  from  U.  S.  growers  sub- 
sides— instead  of  trying  to  build  a  taste 
for  winter  asparagus  among  American 
consumers.  Also  in  Peru,  an  ugly  new 
state  hotel  in  Arequipa  completely 
missed  the  luxury-travel  market  it  was 
intended  to  serve.  While  it  had  breath- 
taking scenery,  the  authors  write,  it 
"was  created  from  prefabricated  metal 
housing  that  had  been  used  years  before 


THREE  BOOKS  OFFER  RECIPES  FOR  GROWTH 
THAT  GO  BEYOND  THE  USUAL  PRESCRIPTIONS 
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HOW  TO  HOLD     floppy  disks 


IN  THE 


M  OF  YOUR  HAND. 


NEW,  LOWER  PR] 

Visit  your  local  retail  sii 
or  corporate  reselle 
or  you  can  even  see  ua 
www.iomega.com 


TONS  OF  STORAGE  P 

Increase  your  storage  s[0 
100MB  at  a  time  for  as  * 
$12.95  per  disk  after  rejl 
Perfect  for  storing 
and  running  your  whole  .f 


COMPLETE  PORTAIi 

The  Zip™  drive  and  Zip  c;k 
small,  lightweight,  and  ig 
Which  means  you  can  t;a 
home,  on  the  road,  or  av 
else  you  need  to  c. 


FAST,  EASY  BA«I] 

Hooks  up  fast  to  your  f^m 
And,  at  up  to  20  times  ftt 
that  old  floppy  drive,  5 
for  making  copies  of  ev^t 
So  the  next  time  your  rnip 
spazzes  out,  you  vin't. 


OVER  SEVEN  MILLION  OUT  THERE.  Forget  about  that  old  floppy  drive.  Zip  drives  are 
everywhe.e;  at  home,  in  schools,  and  at  the  office.  In  fact,  they're  the  perfect  complement  to  the  enhanced 
audio  and  visual  capability  of  today's  MMX™  technology-based  systems.  And  with  so  many  Zip  drives  out 
there,  it's  more  than  just  compatible,  it's  universal. 

BECAUSE     it's    YOUR     STUFF . 

©1997  Iomega  Coiporalion  Iomega  and  Ihe  Iomega  logo  afe  regisleted  Ifademarks,  and  Zip  and  "Because  It's  Your  Slutl"  are  Irademarks  of  Iomega  Corporation  MMX  is  a  trademark  ol 
Intel  Corporation.  All  other  Irademarks  are  the  property  ol  their  respective  holders.  Prices  listed  are  estimated  street  prices  Actual  prices  may  vary.  Zip  is  compatible  with  Windows* 95,  3.1, 
NT,  DOS.  OS/2,  and  Mac  OS  Up  10  20  limes  faster  using  Ihe  SCSI  or  IDE  models,  up  to  5  times  lastcr  using  the  parallel  port  model 


iomeg< 


Doks 


use  irrigation  project  workers." 
contrast  to  Plowing  the  Sea,  the 
of  Barro's  Determinants  of  Eco- 
c  Growth  is  unabashedly  macro- 
mic.  The  shm  volume  is  based  on 
•es  that  Barro,  a  Harvard  Univer- 
;conomist,  delivered  last  year  at 
/ondon  School  of  Economics.  His 
)d  is  to  compare  the  performance 
)ut  100  countries — not  just  devel- 
ones — and  ferret  out  the  factors 
lecount  for  the  differences  among 
using  statistical  techniques, 
rro's  main  findings  from  his  com- 
runs  are  mainstream:  Govern- 
i  should  maintain  the  loile  of  law, 
lending,  and  lower  inflation.  But  he 
concludes,  controversially,  that 
;racy  may  not  be  great  for  gi-ovith. 
;ases  in  political  rights  initially  in- 
e  growth  but  tend  to  retard 
,h  once  a  moderate  level  of  democ- 
las  been  attained,"  he  writes.  That 
ige  should  be  popular  in,  say,  Sin- 
e.  Barro's  retrospective  analysis 
ts  advantages,  but  it's  not  clear 
ivell  he  fares  on  prediction.  Con- 
his  year-and-a-half-old  hst  of  the 
countries  likely  to  have  the 
gest  growth  from  1996  to  2000: 
I  Korea,  the  Philippines,  the  Do- 
an  Repubhc,  India,  and  Poland, 
of  them  have  since  suffered  set- 
that  make  it  unlikely  they  will 
d  top  the  world  in  growth. 
e  Marketing  of  Nations  argues 
countries  need  to  use  strategic 
ing  just  as  companies  do.  "There  is 
iliy  a  large  gap,"  the  book's  au- 
write,  "between  what  government 
lis  set  as  pohcies  at  the  national 
and  the  actual  workings  of  the 
ess  system  at  the  local  level."  But 
Marketing  of  Nations  lacks  ft-esh- 
It  relies  on  secondary  sources,  in- 
ig  several  popular  books  published 
id  1990.  The  authors  seem  to  be 
)f  intei-ventionist  industrial  policy, 
eping  with  that,  one  table  lists  the 
etitiveness  of  Japan  and  Gennany 
trong"  and  that  of  the  U.  S.  as 
i."  They  also  extol  a  U.  N.  report 
1993  that  advises  developing  coim- 
to  invest  in  labor-intensive  indus- 
-a  message  at  odds  with  that  of 
'ng  the  Sea.  The  book's  main  value 
a  detailed  catalog  of  various  na- 
i  growth  strategies, 
an  era  of  enormous  wealth-cre- 
,  the  persistence  of  widespread 
ty  in  many  coimtries  is  scandalous. 
3  books — particularly  Plowing  the 
-point  the  way  to  change. 

BY  PETER  COY 
y  is  BUSINESS  week's  associate 
mics  editor. 
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Technology  &  You 


BY  STEPHEN  H.  WILPSTROM 

r 

A  MATH  STUDENT'S 
BEST  FRIEND 


How  to  pick  the  right 
graphing  calculator 
for  your  high  school 
number  cruncher 


One  of  the  stranger 
items  in  my  house  is 
an  eight-foot-long 
working  model  of  a  slide  rule 
rescued  from  the  demoUtion 
of  a  high  school.  Devices  like 
it  once  graced  thousands  of 
math  classrooms.   But  no 
more.  In  today's  math  class, 
the  slide  rule  has  been 
replaced     by  the 
graphing  calculator. 
And  while  the  slide 
rule  was  a  mathemat- 
ical curiosity  that  few 
students  ever  learned 
to  use  effectively,  the 
graphing  calculator 
has  won  a  place  in 
every  math  studentV 
backpack.  Entiii 
courses  are  based  on 
the  devices.  Their  use 
is  encouraged  on  the 
SAT  and  SAT-ii  college 
entrance  tests  and  re- 
quired for  the  calcu- 
lus advanced-place- 
ment exam. 
REAL-WORLD.  If  you 
have   a  high-school 
student  who's  taking 
a  course  beyond  first- 
year  algebra,  a  graph- 
ing calculator  should 
be  near  the  top  of 
your    back-to-school  ^    .  ,  , 

Ust.  In  addition  to  tra-  first-year  calculus 

ditional  calculator  functions, 
it  can  take  an  equation  such 
as  y=x2+2x+3  and  display  a 
graph  and  a  table  of  values. 
You  can  zoom  in  and  out  on 
the  graph  and  use  the  cur- 
sor to  find  the  coordinates  of 
any  point. 

Teachers  have  taken  these 


abilities  and  rebuilt  the  math 
curriculum  around  them. 
These  revised  courses,  based 
on  National  Council  of  Teach- 
ers of  Mathematics  guidelines 
that  encourage  calculator  use 
at  all  gi-ade  levels,  emphasize 
using  math  in  real-world  sit- 
uations and,  especially,  using 
calculators  to  collect  and  ana- 
lyze experimental  data. 

Although  some  schools 
supply  calculators  for  class- 
room use,  most  students  will 
want   one   of  their  own. 


SOUPED  UP 


Texas  Instruments 
TI-86,at$12(),  is 
for  kids  who  plan 
to  go  beyond 


There's  a  pro- 
fusion of  mod- 
els, with  prices 
ranging  from 
about  $70  to 
nearly  $200,  but 
choosing  one 
is  easier  than 
it  may  seem. 

First,  find  out  if  the  school 
has  a  preference  in  calcula- 
tors. Most  do,  and  nearly  al- 
ways it's  for  Texas  Instru- 
ments. Although  perfectly 
fine  calculators  are  sold  by 
Sharp,  Casio,  and  Hewlett- 
Packard,  seven  years  of  care- 


fully built  relationships  with 
educators  and  textbook  au- 
thors has  given  Ti  a  lock  on 
the  market.  Teachers  are 
most  likely  to  use  Tis  in 
classroom  demonstrations. 

TI  currently  pffers  seven 
models,  but  only  two  make 
sense  for  most  students.  The 
stripped-down  Ti-80  hasn't 
found  much  of  a  market, 
while  the  Tl-81,  Ti-82,  and  Ti-8.5 
are  obsolete  imits  kept  in  the 
catalog  for  schools  that  have 
standardized  on  them. 
IDEAL.  For  most  college-prep 
students,  the  Ti-83  (about  $95) 
is  the  calculator  of  choice.  Its 
advanced  statistical  functions 
and  easy-to-use  data  tables 
make  it  ideal  for  the 
new  math  curriculum. 
Students  who  plan  to 
take  courses  beyond  first- 
year  calculus  might  consider 
the  $120  Ti-86,  which  can  han- 
dle differential  equa- 
tions. But  its  power 
comes  at  a  price  in 
user-friendliness,  and 
students  who  don't 
need  the  extra  func- 
tions are  better  off 
without  them.  The  Ti- 
92  is  a  $170  marvel 
that  can  do  symbolic 
algebra,  but  it  would 
be  most  useful  in  a 
class  built  around  its 
abihties.  It's  also  not 
permitted  for  stan- 
dardized tests. 

The  one  non-Ti  cal- 
culator I  would  con- 
sider is  the  $85  hp 
38G.  hp's  technical 
calculators  such  as  the 
48G  have  long  set  the  stan- 
dard for  both  power  and 
mind-boggling  complexity,  but 
I  found  the  38G  at  least  as 
easy  to  use  as  the  ti  offering. 
If  a  school  hasn't  standard- 
ized on  Tis,  it  would  be  a 
good  choice. 

Educators  debate  whether 
these  calculators  have  made 
it  easier  for  students  to  grasp 
tough  math  concepts.  But  the 
devices  certainly  have  re- 
lieved math  of  much  of  its 
drudgery.  Choosing  the  right 
one  is  a  great  investment  in 
any  student's  future. 


BULLETIN  BOAR 


STORAGE 
EASY  WRITER 

Welcome  the  first  truly  prajj 
cal  drive  that  can  read  CD 
ROMS  and  both  write  and 
erase  on  them.  The  new  t 
Media  Master  for  Windowsij 
from  Ricoh  (702  352-160(' 
costs  around  $600  and  hcii 
dies  both  standard  recordj 


CD-R  disks  and  the  new 
erasable  cd-rw  format.  W 
the  included  Adaptec  Dire 
CD  software,  you  can  writ( 
files  to  a  cd  as  though  it 
a  650-MB  floppy  disk,  an 
the  bundled  Seagate  Bac|i 
Exec  allows  you  to  use  thi 
Media  Master  to  back  up 
hard  drive.  Blank  cd-r  diii 
cost  about  $5  apiece,  wh 
the  CD-Rws  go  for  about  $). 
One  word  of  caution:  The 
included  scsi  interface  ca 
can  be  difficult  to  configii. 

SOFTWARE 

PRINT 

The  Print  Shop  from  Brode 
bund  Software  (800  548-]){ 
has  been  around  since  the 
Apple  II  and  dot-matrix  pr:- 
ers  were  state-of-the-art.  ie 
new  $70  Print  Shop  PublisH' 
Suite  for  Windows  95  comnt 
the  newly  updated  Print  Sip 
Premier  Edition  5.0,  whict  rc 
duces  greeting  cards,  invi- 
tions,  certificates,  brochui;, 
and,  of  course,  banners,  vh 
Print  Shop  Press  Writer,  a  m 
pie  desktop  publishing  pn 
gram.  The  two-CD-ROM  pata^ 
also  includes  65,000  clip- 1 
images  from  ClickArt. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 


YOU  DON'T  BLAZE  A  TRAIL,  CONVINC 

THOUSANDS  OF  CUSTOMERS 
TO  FOLLOW  YOU  AND  THEN  FIND  OUT 
YOU'RE  GOING  THE  WRONG  WAY. 


IN  THIS  BUSINESS, 
RESIGHT  IS  CRITICAL 

/horn  are  you  going  to 
jst  your  business?  A  software 
pany  that  forces  you  down  a  well- 
1  technological  path  with  no  clear 
of  the  challenges  ahead?  Or  Lawson 
^are,  a  company  that  has  smoothly 
ated  its  way  through  every  technologi- 
pheaval  of  the  last  twenty  years,  leadmg 
A'ay  from  mainframe  to  client/server 
le  web?  The  difference  is,  our  business 
agement  systems  were  built  to  survive 
rapidly  changing  environment, 
unique  architecture  of  our  products 
vs  us  to  deliver  advancements  like 
•Evident  AppHcations™  the  next 
;ration  of  client/server,  long  before 
r  sottware  companies  realize  they're 
he  wrong  path.  To  learn  more  about 
son  Software,  the  Web  Enterprise 
ipany,^"^  visit  www.lawson.com/guide 
lU  us  at  1-800-477-1357. 


YOUR  GUIDE  TO 
CHOOSING  A 
SOFTWARE  COMPANY 
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•VERSATILE 

Products  are  huilt 
from  the  pound  up  to 
handle  change. 

•VISIONARY 

At  the  foref  ront  of 
technology,  delivering 
solutions  others  can 
only  promise. 

•TRUSTWORTHY 

Custcmiers  speak 
highly  of  them. 

•ALERT 

On  the  lookout  for  signs 
of  change,  protecting 
your  investment. 


EADING    EDGE    TECHNOLOGY    WITHOUT    THE    AT  T  1  T  U  II  E 


Ljwson  Sottw  ire 


Economic  Viewpoint 


II 


BY  GARY  S.  BECKER 


FRAGILE  ECONOMIES  i 
AND  FLOATING  CURRENCIES  DONT  MIX 


SAFER  BET: 

Developing 
nations  with 
currencies 
tied  to  the 
dollar,  mark, 
or  yen  can't 
fuel  inflation 
by  printing 
money  to  fund 
their  spending 


Gary  S.  Becker,  the  1992  Nobel 
laureate,  teaches  at  the  University 
of  Chicago  and  is  a  Fellow  of  the 
Hoover  Institution 


Monetary  turmoil  has  rocked  the 
economies  of  several  rapidly  gi'ow- 
ing  Asian  nations  since  Thailand  de- 
valued the  baht  in  early  July.  These  events 
dramatically  focused  attention  on  the  systems 
used  by  developing  countries  to  determine 
the  international  values  of  their  cun'encies. 
Free-floating  exchange  rates  provide  the 
gi'eatest  flexibility  in  adjusting  to  changing 
economic  circumstances,  yet  I  beheve  most 
developing  countries  should  instead  choose 
to  tie  the  value  of  their  local  ciurencies  to  the 
dollar,  mark,  or  yen. 

With  flexible  rates,  exchange  values  are 
detennined  by  supply  and  demand  in  inter- 
national cuirency  markets.  The  floating  mon- 
ey automatically  falls  or  rises  in  value  as  a  na- 
tion's competitive  position  deteriorates  or 
improves.  This  system  eases  the  adjustment 
to  country-specific  economic  events  that  re- 
duce demand  for  exports,  such  as  rising  costs 
caused  by  a  surge  in  domestic  wages  in  ex- 
cess of  productivity  gi'owlh. 

However,  under  floating  rates,  nations  can 
debase  their  ciurencies  by  printing  money  to 
finance  government  spending.  Inflation  simply 
depreciates  the  value  of  fiexible  currencies 
to  maintain  a  rough  parity  between  the  do- 
mestic cost  of  goods  and  their  cost  in  nations 
inflating  less  rapidly.  Since  developing  nations 
usually  have  rudimentary  tax  systems  to- 
gether with  a  developed  country's  appetite 
for  government  spending,  they  are  often 
tempted  to  resort  to  financing  government 
expenditures  by  printing  money. 
TURNAROUNDS.  Tlie  experience  of  the  floating 
Tin'kish  lira  provides  a  clear  illustration  of 
these  problems.  This  ciurency  has  enonnous- 
]y  dejjreciated  over  time — it  trades  at  more 
than  160,000  to  the  dollar — because  for  many 
years,  the  government  has  recklessly  printed 
money  to  finance  extensive  militai-y  and  other 
spending.  Ai'gentina  suffered  from  hypeiin- 
flation  in  the  1980s  as  prices  sometimes  rose 
at  an  annual  rate  of  over  1000%,  and  its  peso 
became  almost  worthless.  Militaiy  and  civilian 
governments  created  money  at  an  incredible 
rate  to  finance  spending.  Only  after  Ai'genti- 
na  tied  its  peso  to  the  dollar  under  Presi- 
dent Carlos  Saiil  Menem  and  Economy  Min- 
ister Domingo  Cavallo  did  that  nation  manage 
to  limit  the  printing  of  pesos. 

Ai'gentina  tamed  inflation  by  taking  control 
of  the  peso  supply.  The  government  set  the 
peso  at  a  fixed  rate  of  exchange  of  one  to 


one  with  the  dollar  and  fully  backed  the 
of  pesos  with  dollar  reserv^es.  Its  mont  y 
ply  can  increase  only  when  foreign  rf  >e 
gi'ow,  either  because  of  capital  inflow  s  ( 
excess  of  exports  over  imports.  U.~in; 
arrangement  similar  to  Ai'gentina's,  B 
drastically  cut  its  inflation  rate  from 
900%  in  1994  to  10%  in  1996,  and  a  still 
rate  so  far  in  1997. 

WELCOME  TETHER.  No  country  with  full 
eign-resei'\'e  backing  for  its  money  supply; 
have  mnaway  inflation  for  the  simple  re 
that  power  over  the  printing  press  is  t  > 
away  from  governments.  They  cannot  ] 
money  to  gain  political  support  by  subsid 
and  assisting  domestic  interest  gi'oups. 

Unfortunately,  most  developing  natioi 
not  have  complete  backing  for  their  cui 
cies,  so  the  gi'owi:h  of  their  money  siipi 
not  automatically  constrained.  These  sys 
allow  governments  to  mismanage  mont. 
and  fiscal  policy  and  are  subject  to  st : 
devaluation  pressures  and  financial  crise 

A  good  example  is  the  Thai  balit,  whici  - 
in  value  by  over  20%-  compared  with  the 
lar  after  its  government  was  forced  ti 
valuate.  The  baht  came  imder  enorm.ous 
sure  because  of  the  rising  budget  dehr 
the  government  printed  money  to  bail 
poHtically  powerfiil  financial  companies 
other  troubled  companies.  Officials  in  Tlia 
blamed  George  Soros  and  other  foreign 
ey  managers  for  theu-  problems,  but  t 
traders  responded  to  economic  condii 
mainly  created  by  those  governments. 

Rigidly  fixed  exchange  rates  have  c 
criticized  because  they  do  not  peiTnit  nan 
to  devalue  in  response  to  reduced  int(.i 
tional  demand  for  their  goods  and  sent 
However,  local  mai'kets  usually  learn  to  a  .i 
rather  well  to  various  shocks  when  therts 
commitment  to  stable  exchange  rates,  iv. 
1983,  the  Hong  Kong  dollar  has  been  tii  ' 
the  American  dollar  at  a  rate  of  about  s'e 
to  one — Hong  Kong  has  foreign  resen'- 
about  $70  billion.  Yet  Hong  Kong  has  o; 
pered  even  when  the  American  doUari* 
gi'eatly  appreciated  in  value. 

By  ehminating  inflationai-y  finance  arc:P 
ating  a  stable  monetary  environment,  ri.il 
fixed  exchange  rates  have  immense  at  a; 
tages  for  the  great  many  developing  Ji 
other)  nations  that  can't  trust  their  go'n 
ments  to  act  responsibly  in  fiscal  and  nni 
tarv  matters. 


American  Century  Investments 
P.O.  Box  419200 
Kansas  City,  MO  64141-6200 
www.  americancentury.  com 


American  Century 
International  Investing 


IntBdiational  Growth  Binds 

1-Year 
Return 

5-Year 
Return 

Life  of  Fund 
(5/9/91) 

Morningstar 
Overall  Rating 

Twentieth  Century 
International  Growth 

27  9% 

14.3* 

15.4* 

★  ★★★ 

Lipper  Category  Average 

(5/9/91-6/30/97) 

1 6.5* 

12.3* 

1 0.9* 

International  Small  Cap  Raids 

1-Year 
Return 

3-Year 
Return 

Life  of  Fund 
(4/1/94) 

Morningstar 
Overall  Rating 

Twentieth  Century 
Internationa!  Discovery 

26.3* 

1 9.4* 

20.5* 

★  ★★★★ 

Lipper  Category  Average 

(4/1/94.6/30/9?) 

13.5* 

8.8* 

8.7* 

Average  Annual  Total  Returns  as  of  6/30/97.  Tlie  Lipper  measunng  penod  of  4/7/94-6/30/97  is  the  closest  penod 
of  comparison  to  International  Discovery  Life  of  Fund  from  4/1/94-6/30/97.  Morningstar  Ratings  as  of  7/31/97 
for  overall  perfomiance  among  555  International  Growth  and  International  Small  Cap  Funds.  International 
Discovery  requires  a  $10,000  minimum  investment,  while  International  Growth's  minimum  is  only  $2,500. 

How  In  The  World  Do  You  Get 
Performance  Like  This? 

For  starters,  you  could  read  stacks  of  financial  publications 
from  all  over  the  globe.  On  top  of  that,  you  could  develop  a 
software  system  that  tracks  the  performance  of  companies 
worldwide.  Then,  you  could  hire  a  team  of  researchers  to 
cinalyze  the  data  and  identify  the  companies  showing  strong, 
sustainable  growth.  Finally,  you  could  get  on  a  plane  and 
pay  a  visit  to  the  companies  offering  the  best  opportimities. 
Or,  you  could  just  call  American  Century  Our  international 
fund  managers  do  all  of  the  above,  and  more,  on  your  behalf. 
And,  as  this  chart  shows,  their  approach  seems  to  be  working. 
Of  course,  you  should  keep  in  mind  that  international 
investments  are  subject  to  special  risks,  such  as  currency 
fluctuation  or  political  instabilitv.  Find  nut  more  about 
these  worid-wise  investments.  ^ 
Call  American  Century  today:  X" 

American 

CENTURYm 


800-345-2021 


e  ask  for  a  prospectus  with  more  complete  informatiov ,  including  cimrges  and  expenses.  Be  sure  to  read  it  carefidly  before  you  invest.  Naturally,  past  perfoniiaiia'  can't  guarantee 
results.  Tliese  figures  are  for  nnvslor  class  shares.  Other  share  classes  are  available  Investment  return  and  the  value  of  your  principal  will  fluctuate,  and  the  final  value  of  your  investment 
V  more  or  less  tlian  ivhat  you  started  with. 

ingstar  proprietary  ratings  reflect  risk-adjusted  performance  as  of  7/31/97.  International  Growth  has  four  star  ratings  for  its  thrcc-year  period  out  of 555 fiiiuis  and  five-year  out  of  244  funds, 
mtional  Discovery  has  a  five  star  rating  for  its  three-year  period  out  of  555  funds.  The  overall  rating,  which  may  change  monthly,  is  calculated  from  the  fund's  three-,  free-  and  ten-year 
available)  average  annual  total  returns  in  excess  of  96-day  Treasury  bill  returns  with  tlie  nppropriate'fce  adjuslnienis  and  a  risk  factor  that  reflects  fund  performance  below  90-day  Treasury 
turns.  Ten  percent  of  the  funds  in  an  investment  category  receive  five  stars  and  the  next  22.5%  receive  four  stars.  Please  consult  a  prospectus.  The  figures  represent  past  performance  and 
le  all  dividends  were  reinvested. 

'Analytical  Service  rankings  are  based  on  total  returns  with  all  dividends  renivested.  Upper  International  Small  Company  Fund  category  is  a  group  of  funds  that  invest  at  least  65%  of  their 
in  equity  seairities  of  non-United  States  companies  with  market  capitalization  less  than  $1  billion  U  S  and  is  not  available  for  purchase.  ©  1997  American  Century  Seivices  Corporation, 
ican  Century  Investment  Semices,  Inc.  g5^^ 


When  choosing  a  PC  for  your  company,  remember 


the    lesson    of    the    Titanic.    High   PC  management 


costs  aren't  just  bad  in  themselves;  they 

r  ' 


also  translate  into  lost  productivity.  Worse, 
they  suggest  a  PC  environment  barely 


HPVectravE  uudcr  coutrol.  But  at  HP,  we  don't  just  make 

for  Business  from $992  ' 

Intel®  Pentium®  processor-based  PCs  that  you  can  manage. 
We  make  PCs  that  help  you  manage.  Between  our  hardware 
and  software  features  such  as  TopTOOLS  and  OpenView, 
we  offer  a  host  of  non-proprietary,  DMl-standards-based 
management  solutions.  You  can  remotely  upgrade  the 
BIOS  of  multiple  PCs,  monitor  every  PC  in  your  network,'* 
troubleshoot  problems  and,  in  general,  minimize  costs. 
The  iceberg  will  still  be  out  there,  of  course.  But  it  won't 
be  one  you'll  founder  on.  www.hp.corn/go/vectraco7nmercial 
Better  products,  better  productivity. 
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Economic  Trends 


BY  PETER  COY  

LEAN  MAY  NOT 
BE  SO  MEAN 

Ultimately,  restructuring  adds  jobs 

Companies  intent  on  creating  value 
for  then-  shareholders  can  be  tough 
on  theii'  workei-s.  But  in  the  long  nin,  the 
interests  of  owner's  and  workers  ai-e  clos- 
er than  they  might  seem,  says  McKinsey 
&  Co.,  the  New  York-based  management 
consultancy.  A  new  study  of  more  than 
1,000  companies  in  six  countries  by  Mc- 
Kinsey argues  that  over  time,  a  focus 
on  shareholder  value  actually  leads  to 
more  jobs.  Says  Thomas  E.  Copeland,  a 
dii-ector  of  coipoi"ate  financial  sei-vices  in 
New  York  who  is  co-author  with  Brus- 
sels-based McKinsey  associate  Jacques 
Bughin:  "Sti'onger,  leaner  companies  ai-e 
able  to  compete  in  the  world  market 
more  effectively,  and  that  ultimately 
draws  jobs  back  to  those  companies." 

McKinsey  contrasted  companies  in  the 
U.  S.  and  Canada  with  ones  in  Continen- 
tal Europe,  which  are  slower  to  shed 
jobs  in  the  name  of  profits.  The  authors 
found  that  from  1970  to  1990,  Eiu-opean 

HIGHER  STOCK  PRICES.  MORE  JOBS? 


NET  SHAREHOLDER 
RETURN.  1970-90* 


SERVICE  EMPLOYMENT  ANNUAL 
GROWTH  RATE,  1970-90 


CANADA 
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companies  lost  jobs  even  as  theii'  return 
on  investment  fell  shoit  of  theii"  cost  of 
capital.  By  contrast,  the  U.  S.  and  Cana- 
dian companies  increased  their  world- 
wide employment  while  also  creating 
shareholder  value. 


SPEAK  UP, 
CENTRAL  BANKS 

A  study  says  goals  should  be  public 

Secrecy  is  becoming  less  de  rigveur 
in  central-banking  circles.  A  new 
study  published  by  the  Federal  Re- 
serve Bank  of  New  York  says  coun- 


tries can  increase  support  for  fighting 
inflation  by  publicizing  their  targets — 
something  the  Federal  Reserve  itself 
doesn't  do.  An  announced  target  for 
the  inflation  rate  or  a  related  measure 
"serves  as  a  vehicle  to  communicate 
often  and  cleai'ly  with  the  public  and  to 
promote  an  understanding  of  what  the 
central  bank  is  trying  to  achieve,"  says 
the  study  by  Frederic  S.  Mishkin,  the 
New  York  Fed's  outgoing  research  di- 
rector, and  Adam  S.  Posen,  a  research 
associate  at  the  Institute  for  Interna- 
tional Economics. 

The  researchers  studied  Germany, 
whose  central  bank  has  been  announc- 
ing money-supply  and  inflation  targets 
for  the  past  two  decades,  as  well  as 
New  Zealand,  Canada,  and  Britain, 
which  in  recent  years  have  begim  an- 
nouncing multiyear  targets  for  infla- 
tion. They  concluded  that  missing  a 
target  because  of  some  shock — say,  a 
surge  in  oil  prices — doesn't  cause  a 
problem  as  long  as  the  central  bank 
keeps  the  public's  faith  by  credibly  ex- 
plaining why  it  missed. 


WHO'S  WORKING 
TWO  JOBS? 

College  grads  moonlight  a  lot 

Moonlighting  isn't  just  for  lunch- 
bucket -luggers  who  need  to  work 
extra  jobs  to  make  ends  meet.  Fai*  from 
it,  according  to  a  study  in  the  Labor 
Dept.'s  Monthly  Labor  Review.  Multiple 
jobholding  actually  gets  more  and  more 
common  as  you  move  up  the  education 
scale,  ft-om  high  school  dropouts  (3.3%) 
to  PhDs  (9.4%).  The  only  major  excep- 
tion to  the  pattern  is  people  with  pro- 
fessional degi-ees,  such  as  lawyer's  and 
physicians.  Their  rate,  6.5%-  in  1995, 

was     just      above  aMMWHWMHMMMMi 


WELL-EDUCATED 
MOONLIGHTERS 

PERCENTAGE  OF  WORKERS 
WHO  HELD  MULTIPLE  JOBS.  1935 


that  of  high  school 
gr-aduates. 

The  people  with 
more  education 
pr'obably  wor-k  ex- 
tra jobs  because 
their  schedule  al- 
lows it,  because 
their  expertise  is 
in  demand,  or  be- 
cause of  financial 
reasons  beyond 
meeting  basic  liv- 
ing expenses  and 
paying  off  debts, 
says  the  study's 
author,  Thomas  Amir-ault,  who  recently 
left  his  job  as  a  Labor  Dept.  economist 


MASIER  S  OtGREt 
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to  enter  the  private  sector.  Example i 
programmer  who  designs  Web  sites; 
night.  Of  course,  not  all  of  those  brai 
moonlighters  are  rnch.  Some,  undou- 
edly,  ar"e  adjunct  pr-ofessors  who  dr^ 
taxis  at  night.  Cutting  the  data  anot 
way — by  income  level  rather  than  e 
cation — shows  that  the  r-ate  of  miilti 
jobholding  does  decline  as  income  ri.'. 
But  the  differ-ence  is  slight — from  (]. 
in  the  lowest-income  fifth  of  the  popi 
tion  to  5.9%  in  the  highest. 


BIDDING  UP 
DEBT  AUCTIONS 

Uniform  pricing  may  raise  reven 

Little  things  mean  a  lot  to  a  gove  - 
ment  when  it  comes  to  raising  m- 
ey  by  auctioning  off  treasury  securn  j 
to  the  public:  A  country  that  sells! 
triUion  in  debt  annually  could  save  $(' 
million  a  year  or  more  if  a  better  i'.- 
tion  method  cut  the  interest  rate  it 
to  pay  by  a  mer-e  hundr-edth  of  a  p- 
centage  point.  The  U.  S.  Ti-easury  is 
auctioned  more  than  $2  triUion  in  so 
rities  annually  in  recent  years. 

Auctioneers  sell  securities  to  vi- 
ning  bidder's  in  the  amounts  that  tiy 
bid  for,  fulfilling  the  orders  from  higlsi 
bid  to  lowest  until  their  supply  is  i 
hausted.  Most  countries  use  discri- 
nator'y  auctions,  in  which  winners  ly 
the  price  they  bid.  But  that  meis 
some  pay  more  than  others  for  le 
same  securities.  Fear'ing  "winn^'s 
curse,"  people  bid  lower  than  they  h- 
erwise  would.  That  costs  the  gov'p.- 
ment  money. 

Most  r'ecent  academic  hterature  ;g- 
gests  that  governments  could  r3f 
mor-e  money  by  unifor-m-price  auctiis, 
wiiich  encour-age  higher  bids  by  liS- 
ening  fears  of  winner's  cur'se.  In  A 
auctions,  all  of  the  winning  bidders 
the  same  amount — that  is,  just  a^ 
above  the  highest  losing  bid. 

Only  Niger'ia  and  Denmar-k  selal 
their  treasur-ies  in  uniform-price  le- 
tions,  according  to  the  most  rem 
available  worldwide  data  cited  in  a  ?^ 
paper  fr-om  the  Federal  Reserve  Ipl 
of  New  York.  The  U.  S.  Tr-easury  biai; 
testing  uniform-price  auctions  for  'O 
and  five-year  notes  in  1992.  It  has  fjn( 
that  they  promote  broader  partiua 
tion,  while  evidence  on  yields  is  miJfi 
The  study's  authors.  New  York  Fek 
nior  economist  Leonardo  Bartolini'ni 
International  Monetary  Fund  diviO) 
chief  Carlo  Cottarelli,  don't  take  'M 
sition  on  which  tyj^e  of  auction  is  fet 
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OOD-BYE,  ENDLESS  SUMMER. 
ELLO,  HIGHER  RATES? 

ong  demand  may  force  the  Fed  to  take  out  more  inflation  insurance 
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IE  STRONG  UPWARD 
TREND  IN  ORDERS 


DURABLE  GOODS 

THREE-MONTH 
MOVING  AVERAGE 


I  I  '  '  I  '  I  '  I  I  I  I  I  I  I  ' 

I,  '96  JULY  '97 

LIONS  OF  DOLLARS 

A:  COMMERCE  DEPT.  BUSINESS  WEEK 


It's  crunch  time  in  paradise. 
Wall  Street's  unusual  volatili- 
f  late  highlights  a  gi-owing  perception  that  the 
■enly  combination  of  strong  growth,  high  profits, 
unemployment,  tame  inflation,  and  a  sidelined 
iral  Reserve  has  about  run  its  course.  The  snake 
lis  economic  Eden  is  overly  strong  demand  that 
focusing  attention  on  the  thi-eat  of  higher  inflation 
)98 — and  the  Fed's  possible  preemptive  response 
:  in  coming  months. 

That's  because  the  economy 
looks  far  different  than  the  ex- 
pectation outlined  by  Fed 
Chairman  Alan  Greenspan 
only  a  few  weeks  ago.  In  con- 
gressional testimony  on  July 
22,  Greenspan  said:  "Unless 
aggregate  demand  increases 
more  slowly  than  it  has  in  re- 
cent years — more  in  line  with 
the  trends  in  the  supply  of  la- 
bor and  productivity — imbal- 
s  will  emerge."  He  went  on  to  say  that  second- 
ter  demand  had  eased,  and  that  the  Fed's  forecast 
for  economic  growth  to  remain  moderate,  in  the  2% 
.5%  range  in  coming  quarters.  Under  that  sce- 
),  a  rate  hike  was  highly  unlikely. 
3ll,  look  again.  As  it  turns  out,  second-quarter  eco- 
c  growth  was  faster  than  the  2.2%  pace  fii-st  re- 
ed, and  final  demand — spending  by  consumers, 
lesses,  government,  and  foreigners — remained  as 
ly  as  ever,  even  after  accounting  for  the  temporary 
down  in  consumer  spending.  Moreover,  with  con- 
irs  on  the  rebound,  demand  is  off  to  a  strong  start 
quarter:  July  retail  sales  and  car  buying  suggest 
household  demand  is  rising  at  an  annual  rate  of 
t  4%.  If  overall  final  demand  grows  3%  this  quar- 
its  growth  over  the  past  year  will  be  the  fastest 
since  the  early  stages  of  the  recovery  from  the 
-91  recession. 

nOUGH  THE  PRICE  INDEXES  remain  tame,  the 
>.ets  know  that  the  Fed  chiefs  own  words  have  put 
at  a  crossroads.  That's  because  excessive  demand — 
nd  that  which  workers  and  machines  can  satis- 
is  the  root  cause  of  inflation.  So,  will  Greenspan 
i  interest  rates  alone,  taking  the  New  Economy 
ble  that  technology-driven  gains  in  productivity 


have  enhanced  the  economy's  ability  to  grow  faster 
without  generating  inflation?  Or  will  he  take  out  some 
more  inflation  insurance  in  the  form  of  higher  rates? 

Surprisingly  strong  demand,  especially  by  consumers, 
tilts  the  odds  in  favor  of  tighter  policy.  Although  robust 
outlays  for  business  equipment  and  buildings  are  not 
inflationaiy,  since  they  enhance  the  economy's  ability  to 
meet  demand,  consumers  and  foreigners  are  putting 
demands  on  that  production  capacity  as  soon  as  it 
comes  onstream.  Fueled  by  rising  jobs,  incomes,  con- 
fidence, and  equity  gains,  households  appear  to  be 
spending  this  quarter  at  the  fastest  four-quarter  pace 
in  more  than  three  years.  And  exports  are  growing  at 
the  fastest  yearly  rate  since  1989. 

The  latest  data  point  to  the 
thu-d-quarter's  strength.  Con-  HOME  BUYING  REMAINS 
sumer  confidence  rose  in  Au-  AT  A  HIGH  LEVEL 
gTist,  nearly  reaching  the  28- 
year  high  hit  in  June, 
according  to  the  Conference 
Board.  Also,  sales  of  existing 
homes  rose  2.2%  in  July,  to  an 
annual  rate  of  4.24  million,  and    ^ " 

although  dm-able-goods  orders   """"juLr's'? 

in  July  fefl  0.6%,  they  man-     a  millions,  annual  rate 
aged  k  0.3%  increase  in  the         national  association  of  realtors 

month,  excluding  a  big  drop  in  the  volatile  transportation 
sector.  The  trend  in  orders  is  strongly  upwai'd.  Both  new 
orders  and  home  sales  began  the  third  quarter  well 
above  theu-  average  levels  of  the  second  quaiter  (chaits). 

IF  VIGOROUS  DEMAND  does  impel  the  Fed  to  act, 
then  a  rate  hike  would  not  sit  well  with  the  stock  and 
bond  markets,  which  have  only  partially  priced  in  the 
expectation  of  a  hike.  For  example,  the  current  spread 
between  the  5.5%  overnight  federal  funds  rate  and 
5.95%  two-year  Treasuiy  notes  is  less  than  a  half  point. 
It's  typically  much  wider  when  the  market  fully  antic- 
ipates Fed  tightening.  Also,  higher  long-term  bond 
yields  would  imply  lower  stock  valuations  at  a  time 
when  earnings  gi'owth  is  slowing. 

Right  now,  there  are  only  scattered  hints  that  de- 
mand is  straining  available  production  capacity.  But 
with  spending  this  strong,  signs  are  likely  to  multiply 
this  fall.  Utilization  rates  in  manufacturing  have  actually 
fallen  in  recent  months,  but  that  partly  reflects  strike- 
related  weakness  in  auto  output.  Factory  production 
gi-ew  at  an  annual  rate  of  3.7%  last  quarter,  less  than 
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the  4.3%  pace  of  capacity  growth,  but  excluding  autos 
and  parts,  manufacturing  output  rose  at  a  4.9%  clip,  and 
auto  production  is  scheduled  to  pick  up  substantially  as 
the  third  quarter  progresses.  One  sign  of  potential 
strain:  Factoiy  delivery  times  in  July  were  the  slowest 
in  more  than  two  years. 

A  key  issue  in  the  second-half  growth  outlook  is  in- 
ventories. The  first  half's  rapid  gi'owth  in  stock  levels 
cannot  continue  for  long,  because  it  would  require  de- 
mand gi'owth  of  gi'eater  than  4%  to  justify  that  pace  of 
buildup.  However,  last  quarter's  inventory  surge  re- 
flected the  temporary  slowdown  in  consumer  spending. 
Also,  much  of  the  stock  buildup  appears  to  be  imports, 
so  the  impact  of  reducing  them  will  not  fall  completely 
on  U.  S.  production. 

THE  BIGGEST  STRAIN  ON  RESOURCES  nght  now  is 

in  the  labor  markets.  And  by  all  signs,  the  unemploy- 
ment rate,  ah'eady  at  a  24-yeai"  low  of  4.8%,  is  going  to 
fall  further  in  coming  months. 

The  Conference  Board's  August  report  on  consumer 
confidence  said  that  37.6%  of  consumers  thought  jobs 
were  plentiful,  a  new  high  for  this  expansion,  while  only 
16.6%  thought  they  were  hard  to  get  (chart).  And  the 
latest  survey  of  16,000  employers  by  Manpower  Inc., 
the  temporary  help  firm,  shows  that  corporate  hiring 
demands  for  the  fourth  quarter  will  be  the  strongest 
since  1978. 


BRAZIL 


HIGH  RATINGS  FOF 
JOB-MARKET  CONDITIO 

^°  CONSUMERS 
-WHO  CONSIDER  JOBS: 


Amid  such  tight  labor  markets,  the  Teamsters'  i' 
toiy  in  the  strike  against  United  Parcel  Service 
keeps  the  issue  of  wage  acceleration  on  the  Fed's  iin 
burner.  Annual  wage  growth  in  the  service  se  o! 
which  is  less  vulnerable  to  foreign  competition  ai 
the  goods-producing  sector,  was  3.4%  last  quarter,  m 
it  is  already  creeping  up  from  2.8%  two  years  age 

While  consumer  inflation  in 
services  has  been  about 
steady,  core  goods  inflation, 
excluding  energy  and  food,  has 
fallen  sharply  over  the  past 
year  and  a  half  in  response  to 
the  20%  rise  in  the  trade- 
weighted  dollar.  Prices  of  non- 
oil  imported  goods  have  fallen 
3.5%  in  the  past  two  years — 
and  a  fourth  of  such  goods 
purchased  are  imports.  But 
that  inflation  depressant  cannot  be  sustained  in  '\ 
unless  the  dollar's  runup  continues. 

Chairman  Greenspan  may  be  sympathetic  to 
New  Economy  \aew  that  the  economy  can  grow  f;: 
without  inflation.  But  his  poHcy  actions  demonsid 
that  when  push  comes  to  shove — that  is,  when  th{ 
idence  shows  that  excess  demand  is  straining  the  ( ' 
omy's  resources — he  will  move  preemptively  to  . 
those  strains  before  inflation  can  take  hold. 
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REAL  FEARS  OF  DEVALUATION 


Brazil's  financial  markets  are 
battling  concerns  that  the 
country's  currency,  the  real,  could 
become  another  baht.  Even  though 
the  economy  is  recovering  nicely,  a 
growing  cmrent-account  deficit  is 
pointing  to  an  overval- 
ued cuirency  and  a 
possible  devaluation. 

Real  gross  dome.stic 
product  grew  at  a 
larger-than-expected 
5.1%  in  the  year  ended 
in  the  second  quarter 
(chart).  The  industrial 
and  agTicultui'al  sec- 
tors boosted  output, 
but  domestic  demand 
was  a  bit  weaker  than  hoped. 
President  Fernando  Henrique 
Cardoso  has  said  that  growth  will 
slow  a  bit  in  the  second  half,  and 
private  economists  expect  real 
GDP  will  expand  between  3.5% 


BRAZIL'S  ECONOMY 
IS  PICKING  UP  STEAM 
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and  4%  for  the  year.  Consumer  in- 
flation, meanwhile,  will  likely  slow 
from  10%  in  1996  to  5.5%  in  1997. 
That's  the  result  of  Cardoso's  in- 
flation-fighting plan  centered 
around  softly  pegging  the  real  to 
the  U.  S.  dollar 

This  Hnk,  though,  is 
lifting  the  real  as  the 
dollar  strengthens. 
Imports  are  surging, 
and  the  current-ac- 
count deficit  is  widen- 
ing. The  second-quar- 
ter deficit  was  double 
its  total  in  the  same 
period  of  1996.  And 
the  July  gap  was  54% 
largei"  than  a  year  ago.  The  deficit 
could  hit  4.9%  of  GDP  this  year, 
from  2%  in  1996. 

The  Inteinational  Monetary 
Fund  warned  on  Aug.  21  that 
Brazil  should  shore  up  its  current- 


account  position.  And  the  rising 
deficit  and  strong  currency  are 
scaring  investors  who  see  simiLi- 
ties  in  Brazil  and  Thailand,  whii 
had  to  devalue  its  baht  in  earlj" 
July.  Brazil's  stock  market  has 
fallen  some  16%  since  then. 

For  now,  a  devaluation  is  a  r 
mote,  but  not  ignorable,  scenar. 
What  helps  Brazil  is  its  ongoinj 
privatization.  Sales  of  the  govff- 
ment's  electric  utiHties  alone  ar 
expected  to  bring  in  more  than 
$45  billion  over  the  next  few 
years.  The  inflow  of  foreign  furs 
will  help  the  trade  picture  and 
add  to  Brasilia's  coffers.  In  fact 
as  a  result  of  the  rise  in  badly 
needed  revenues,  the  public  deit 
will  likely  fall  to  less  than  3.5%rf 
GDP  this  year,  from  3.9%  in  199, 
However,  Mexico  tried  the  sam 
gambit  to  cut  its  twin  deficits— 
and  still  had  to  devalue  its  pes'. 
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If  nothing  else,  the  record-set- 
ting recall  of  25  million  pounds 
of  Hudson  Foods  Inc.'s  ham- 
burger meat  at  the  height  of 
barbecue  season  made  Americans 
acutely  aware  of  the  danger  of 
tainted  food.  But  as  Americans  get 
ready  to  stow  their  grills  and 
charcoal  for  the  winter,  concerns 
about  the  nation's  food  supply 
won't  be  so  easily  put  to  rest. 
When  the  Clinton  Administration 
launches  a  drive  to  expand  free- 
trade  agi'eements  after  Labor  Day, 
a  new  debate  over  food  safety  will 
ensue.  With  food  imports  already 
on  the  rise — and  expanding  ft-ee- 
trade  pacts  smoothing  the  way 
for  even  more — how  can  the  U.  S. 
make  sui'e  its  food  supply  is  safe? 

Some  of  the  debate  will  be  po- 
litical: As  they  have  in  the  past, 
domestic  gi-owers  and  food  pro- 
cessoi*s  wdU  tiy  to  ciu"b  competi- 
tion by  calling  attention  to  taint- 
ed foreign  produce.  But  food 
experts  and  regulators  say 
there's  no  evidence  that  im|x»rted 
food  is  more  dangerous  than  that 
produced  in  the  U.  S.  Never- 
theless, there  are  good  reasons 
to  worry.  Imported  foods  "are 
an  increasing  proportion  of  the 
diet  and  often  come  from  devel- 
oping countries  where  food  hy- 
giene and  basic  sanitation  are 
less  advanced,"  warns  the  U.  S. 
Centers  for  Disease  Control. 
Meanwhile,  the  Worid  Health  Or- 
ganization is  ringing  alaiTn  bells 
about  "emerging"  food-bome  cUs- 
eases  because  of  "the  globaliza- 
tion of  the  food  supply." 
EXOTIC  FRUITS.  There's  no  tiuii- 
ing  hack,  however.  Thanks  to  re- 
cent ti-ade  treaties,  the  U.  S.  food 
market  is  one  of  the  most  open  in 
the  world.  And  American  con- 
sumers are  driving  the  demand 
for  imjx)rts  by  seeking  fi'esh  fioiits 
and  vegetables  year  round  and 
experimenting  with  all  sorts  of 
new  treats.  That  has  developing 
nations  in  Central  and  South  America 
and  the  Caribbean  sci-ambling  to  supj^ly 
gouiTnet  cheeses  and  meats,  fi-esh  melons, 
tomatoes,  grapes,  shrimp,  and  other  sheU- 
fish.  Meanwhile,  the  U.S.  is  opening  the 
door  Ar-gentine  beef,  banned  for  70  yeai-s 
from  the  U.S.  by  protectionist  legisla- 
tion, is  now  being  sold  again. 

In  just  the  past  five  years,  U.  S.  food 
imports  have  doubled,  to  30  billion  tons, 
and  are  expected  to  keep  rising.  That 
presents  fresh  challenges  for  regulatore. 
Whether  food  comes  from  Nebraska  or 


Centi'al  America,  the  longer  the  path 
ft'om  farm  to  table,  the  more  the  jour- 
ney "sets  up  the  potential... to  introduce 
more  microorganisms  and  allow  their 
growth,"  says  Peggy  M.  Foegeding,  an 
agi'icultural  expert  at  North  Carolina 
State  University.  And  since  only  a  tiny 
fi-action  of  imported  foods  undergo  in- 
spection, it's  almost  impossible  to  keep  a 
nasty  microbe  hiding  in  a  head  of  let- 
tuce from  reaching  a  supermarket  or 
restaurant — or  a  family  dinner  table. 
U.  S.  officials  ai'e  cai'eful  not  to  scape- 


goat foreign  foods.  Despite  the  »i 
rise  in  imports,  "food-borne  illr-J 
have  not  increased  anywhere  tdi 
degi-ee,"  says  Janice  F.  Oliver,  d)ii 
director  of  the  fda's  Center  for  o 
Safety  &  Applied  Nutrition.  Ar  c 
mestic  food  producers  have  woris 
their  own,  notes  Sanford  A.  Milleiff 
mer  director  of  the  Food  &  Dni^^ 
ministration's  food-safety  office,  ;  ' 
Hudson  Foods  outbreak  shows 
have  problems  in  the  U.  S. — r  )' 
not  the  same  as  those  elsewherr-l 
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may  be  equally  severe,"  he  says, 
vertheless,  food  poisoning — be  it 
domestic  or  imported  food — is  a 
e  and  growing  problem  in  the 
More  than  250  different  diseases 
been  linked  to  contaminated  food 
nk  in  the  U.  S.  Tainted  food  caus- 
estimated  G.5  million  to  38  million 
ses  and  9,000  deaths  annually  in 
.  S.  alone,  according  to  a  1994  re- 
rom  the  private  Council  for  Agi-i- 
•al  Science  &  Technology.  And 
?ms  are  not  limited  to  food  poi- 
r.  The  total  yearly  cost  of  foreign 
and  diseases  in  lost  U.  S.  produc- 
ind  expenses  for  prevention  and 
d1  total  $41  billion,  according  to 
giiculture  Dept. 

nically,  the  gi-owing  emphasis  on 
ly  eating  may  be  exposing  more 


Ti'acking  the  source  of 
contamination  is  often 
impossible,  even  with 
sophisticated  methods 
such  as  DNA  testing. 
That's  both  a  domes- 
tic and  an  internation- 
al problem.  Just  how 
a  potentially  deadly  E. 
coli  strain  got  into  the 
Hudson  Foods  patties 
remains  unclean  And 
the  dilemma  grows 
when  foods  come  fi'om 
many  som'ces.  Author- 
ities in  Minnesota  recently  tracked  a 
new  strain  of  poisonous  E.  coli  bacteria 
to  a  salad  bar.  But  then  they  reached  a 
dead  end.  There  were  so  many  imported 
fruits  and  vegetables  among  the  selec- 
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the  evolution  of  patho- 
gens into  new  and 
sometimes  drug-resis- 
tant strains.  For  exam- 
ple, the  nasty  bug  that 
caused  the  recall  of  the 
Hudson  Foods  ham- 
bm-ger,  E.  coli  0157:H7, 
is  believed  to  be  a 
relatively  recent  muta- 
tion of  mild  strains. 

Foreign  producers 
are  understandably  de- 
fensive. Often,  they  say, 
food  anives  in  the  U.  S. 
uncontaminated  but  is  then  mishandled 
in  restaurants  or  homes.  Still,  to  allay 
concerns  in  the  U.  S.,  authorities  in 
Mexico,  which  ships  90%  of  its  $4.5  bil- 
lion in  annual  foocl  exports  to  the  U.S., 


ies  go  far  beyond  beef-and  an  increasingly  international 
supply  is  expanding  everyone's  risk  of  contamination 


ieans  to  potential  problems.  Amei'- 
are  eating  more  fresh  frait  and 
ables,  and  those  foods  are  the  top 
3S  of  a  witches'  brew  of  viiailent 
bes  that  cause  symptoms  ranging 
iiarrhea  to  renal  failm*e  and  death, 
resh  produce  from  Latin  America 

of  the  U.  S.'s  fastest-gi'owing  im- 

It's  nice  to  have  fresh  fruit  in 
lary.  But,  says  Michael  Doyle,  head 

Food  Science  &  Technology  Dept. 

University  of  Georgia,  consumers 
recognize  that  "in 
developing  coun- 
they  do  use  night 
numan  feces]  for 
zer,  and  they  do 
oUuted  iiTigation 
and  that  is 
'  problems  arise." 

in  point:  Rasp- 
imported  from 
imala  were  the 
it  when  a  nasty 
3orne  parasite 
.  hundreds  of  peo- 
1  1996  (page  32). 
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tions  that  "we  could  never  tell  which 
one"  was  the  souixe,  says  Michael  T. 
Osterholm,  chief  of  the  state's  Acute 
Disease  Epidemiology  Center. 

You  could  try  to  avoid  foreign  foods, 
but  you're  not  likely  to  succeed.  There 
are  no  federal  countiy-of-origin  labeling 
requirements,  although  Congi'ess  is  con- 
sidering such  labeling  on  produce  and 
beef.  And  in  restaurants,  where  time- 
strapped  Americans  now  consume  half 
their  calories,  there's  no  way  of  telling 
where  ingredients 
come  from. 

Beyond  lapses  in 
growing  and  process- 
ing procedures  in  the 
U.  S.  and  abroad,  there 
are  other  reasons  be- 
hind the  increase  in 
food-borne  microbes. 
They  include  increased 
travel  and  tourism,  re- 
duced immunity  be- 
cause of  AIDS,  aging  of 
the  population  in  de- 
veloped nations,  and 


are  pushing  produce  exporters  to  have 
their  operations  certified  by  private 
U.  S.  labs.  Primus  Laboratories  in  San- 
ta Maria,  Calif.,  inspects  a  producer's 
fields,  inigation  water,  and  packing  con- 
ditions, as  well  as  the  bathrooms  that 
workers  use. 

Mexico  recently  began  shipping  avo- 
cadoes  to  the  U.  S.  after  an  80-year  ban 
was  partially  hfted.  But  only  pi-oducers 
who  agi'ee  to  have  their  orchards  in- 
spected by  the  usda  can  take  part. 
Mexico  abeady  exports  32  million  boxes 
of  mangoes  to  the  U.  S.  under  a  pro- 
gi'am  that  employs  60  usda  inspectors 
paid  by  growers  and  the  Mexican  gov- 
ernment. U.  S.  packers  are  also  riding 
herd  on  Mexican  gi'owers,  sending  their 
own  people  to  check  production  meth- 
ods. "No  reputable  shipper  is  going  to 
put  his  label  on  something  that  will 
cause  him  to  lose  business,"  says  Jerry 
A.  Walzel,  executive  vice-president  for 
the  Texas  Produce  Assn. 

When  Congi-ess  takes  up  the  Admin- 
istration's request  for  "fast-track"  au- 
thority to  negotiate  further  open  trade 
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agi'eements  with  Latin  America,  the  is- 
sue of  food  imports  will  be  ft'ont  and 
center.  The  National  Farmers  Union, 
for  example,  opposes  extending  the  1994 
North  American  Free  Ti-ade  Agi'eement 
to  the  rest  of  the  hemisphere.  The 
gToup  quotes  U.  S.  government  statistics 
showing  that  imports  of  beef  fi'om  Cana- 
da and  Mexico  have  skyi'ocketed  since 
.N'AFTA,  making  it  harder  for  American 


inspectors  to  monitor  beef  cjuality.  The 
new  competition  also  has  put  a  lid  on 
U.  S.  cattle  prices,  they  concede. 

However  the  fall  trade  battle  turns 
out,  the  U.  S.  will  rely  increasingly  on 
foreign  food  supphes.  More  government 
monitoring  may  help  eliminate  somg 
tainted  imports,  but  the  ultimate  bm-- 
den  of  ensuring  that  consumers  have 
safe  food  to  buy  may  fall  to  the  global- 


ized food  industiy.  A  top  U.  S.  pnoj 
ought  to  be  "educating  other  countrie 
improving  their  own  sanitation," 
Robin  Yeaton  Woo,  a  food-safety  ex 
at  Georgetown  Univei"sity  in  Washing 
Meanwhile,  she  says,  "I've  sort  of  vm : 
off  raspbeiTies  for  my  gi'andbaby." 

By  Paul  Magnussan  and  John  Ctt 
hi  Washington,  with  Elisabeth  Mam 
in  Mexico  City  and  bureau  repoHst 


WANTED:  A  FEW  MORE  OUNCES  OF  PREVENTION 


Last  summer, 
when  hundreds 
of  people  in  20 
states  were  stricken 
with  a  nasty  food- 
borne  parasite,  with- 
in days  federal 
inspectors  deter- 
mined that  the  cases 
were  caused  by 
eyclospora-tainted 
Guatemalan  raspber- 
ries. Soon  after,  a 
team  from  the  Food 
&  Drug  Administra- 
tion and  the  Centers 
for  Disease  Control 
&  Prevention  headed 
for  Guatemala  to 
tutor  farmers  on  how 
to  avoid  contamina- 
tion by,  for  example, 
improving  the  quah- 
ty  of  irrigation  water.  "We  worked 
to  change  many  of  their  proce- 
dures," says  Janice  F.  Oliver,  the 
FDA's  deputy  food  chief. 

The  lesson  fi'om  that  incident — as 
well  as  ft'om  the  Hudson  Foods'  ham- 
burger problem — is  not  how  quickly 
U.  S.  officials  can  react  to  an  outbreak 
of  food-bome  disease  but  how  difficult 
it  is  to  keep  tainted  food  from  Ameri- 
cans' tables.  "We've  improved  oui'  re- 
sponse when  something  does  happen." 
says  Robin  Yeaton  Woo,  deputy  direc- 
tor of  Georgetown  University's  Cen- 
ter for  Food  &  Nutrition  Policy.  "But 
when  it  comes  to  prevention,  we  have 
a  long  way  to  go." 
1&-YEAR  PLAN.  A  key  reason  is  the 
scope  of  the  problem  and  the  re- 
soui'ces  that  are  dedicated  to  combat- 
ting it.  At  the  FDA,  700  investigators 
are  responsible  for  overseeing  some 
53,000  U.  S.  factories  and  billions  of 
tons  01  imported  food.  The  upshot: 
Each  U.  S.  plant  gets  inspected,  on 
average,  once  every  10  years.  As  for 


GUATEMALAN  BERRIES:  Safer — after  hundreds  of  Americans  got  sick 


imported  food,  the  fda  does  tiy  to 
identify  coimtries  and  producers  that 
could  pose  problems  and  concentrates 
its  inspections  on  those.  But  the 
agency  can't  monitor  food  production 
and  treatment  in  every  potential  trou- 
ble spot,  paiticularly  as  food  imports 
increase.  Today,  only  about  2.6%  of  all 
imports  ai"e  sampled. 

The  Agriculture  Dept.,  chai'ged 
with  making  meat  and  poultiy  safe, 
isn't  much  better  off.  It  has  8,000  in- 
spectors to  patrol  6,500  slaughter- 
houses and  food  processors.  But  theh* 
main  task  is  looking  for  obvious  signs 
of  spoilage.  They  lack  sophisticated 
tests  to  spot,  say,  the  deadly  0157 
strain  of  E.  coli  found  in  Hudson 
Foods'  hamburger  patties. 

Moreover,  even  if  such  tests  had 
been  available,  they  would  have  been 
unhkely  to  detect  problems  unless 
every  bit  of  beef  was  tested — a  vir- 
tual impossibility.  Since  bacteria  such 
as  E.  coli  0157  tend  to  be  scattered 
amid  tons  of  meat  or  produce,  "you 


can't  just  take  a  few 
samples  and  expect  t( 
tell  whether  microbes 
ai'e  there  or  not,"  saji 
Michael  P.  Doyle,  hea 
of  the  Food  Science  < 
Technology  Dept.  at 
the  University  of 
Georgia. 

"CONTROL  POINTS."  A 

more  promising  tactic 
experts  say,  is  encour 
aging  better  methods 
of  gi'owing  and  pro- 
cessing food.  That's  tl 
notion  behind  an  initii 
tive  announced  by 
Vice-President  Al  Goi 
on  May  12.  Its  center 
piece  is  "hazai'd  analy 
sis  and  critical  control* 
points,"  an  approach  i- 
that  requires  food  corf;: 
panics  to  identify  and  monitor  key  | 
factors  such  as  cooking  temperatures| 
to  avoid  contamination.  The  plan  alscf; 
calls  for  U.  S.  agencies  to  work  more^ 
with  then*  ovei"seas  counterparts  to  | 
implement  similar  standards  for  im- 1| 
ported  foods.  ' 

The  plan  doesn't  go  far  enough,  ^ 
some  critics  say.  They  want  a  singlM 
food  safety  agency  and  more  monejift 
for  everything  from  new  diagnostic 
technology  to  better  drugs  and  vac-^'* 
cines  for  animals.  "We  need  more  v 
rapid  methods  of  detection  and 
things  hke  packaging  material  that 
changes  color  if  bugs  are  growing,"  ^ 
says  Sanford  A.  Miller  of  the  Univct 
sity  of  Texas  Health  Senice  Centei  - 
at  San  Antonio  and  foi-mer  fda  fooi  i 
chief.  "All  these  are  feasible,  but 
they  cost  a  lot  of  money."  In  the  er  , 
are  Americans  willing  to  spend  moi;  j 
to  make  one  of  the  world's  safest  f>» 
food  supplies  even  safer?  i| 
By  John  Carey  in  Washington,  !^ 
ivith  Elizabeth  Roberts  in  Miami  1 
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NNING  THE  FLAMES 
R  A  TOUGHER  DEAL 

lesota's  AG  rallies  critics  in  Congress  and  heads  for  court 


Florida  Governor  Lawton  M. 
hiles  prepared  to  address  a  Palm 
each  courtroom  on  Aug.  25  to  an- 
e  an  $11.3  billion  settlement  with 
)bacco  industry,  Minnesota  state 
Is  anxiously  huddled  around  a  TV 

the  St.  Paul  capitol  building.  The 
la  deal,  including  steep  financial 


Hubert  H.  Humphrey  HI,  the  AG  who 
has  been  the  most  outspoken  critic  of 
the  tobacco  settlement  as  now  envi- 
sioned. He  is  joined  by  members  of  Con- 
gress and  several  health  groups  that 
object  to  various  aspects  of  the  agi*ee- 
ment,  ranging  fi-om  the  amoimt  of  mon- 
ey Big  Tobacco  should  shell  out  to  the 
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Hurdles  for  the  Tobacco  Pact 

The  proposed  settlement  calls  for  an  industry  payout  of  $368  billion. 
Minnesota  Attorney  General  Hubert  H.  Humphrey  III  wants  at 
least  $600  billion. 

Under  the  existing  pact,  the  FDA  has  to  jump  through  a  variety  of  legal 
hoops  to  regulate  nicotine.  Humphrey  and  many  health  advocates  oppose 
any  limits  on  the  agency's  power. 

Deal  critics  seek  complete  disclosure  of  all  of  the  industry's  internal 
memoranda.  The  tobacco  accord  preserves  attorney-client 
privilege  in  some  cases. 

Humphrey  and  other  opponents  want  to  increase  the  penalties  against 
tobacco  makers  if  teen  smoking  doesn't  decrease  sufficiently. 


ies  and  advertising  curbs,  was 
ned  on  the  proposed  $368.5  bil- 
aniversal"  settlement  announced 
le.  And  coming  just  seven  weeks 
I  similar  agreement  in  Mississippi, 
ned  to  be  a  sign  that  the  states — 
'entually  Congress — were  inclined 
port  the  June  pact, 
that's  not  what  the  people  in 
rf  the  TV  in  the  Minnesota  capitol 
1  mind.  These  earnest  staffers 
for  Minnesota  Attorney  General 


limits  it  places  on  U.  S.  Food  &  Dmg 
Administration  regulation  of  nicotine. 
These  critics  hope  either  to  kill  the  set- 
tlement or  at  least  to  strengthen  its 
health  provisions  as  the  pact  percolates 
through  Congress  in  upcoming  weeks. 

They  may  still  have  a  strong  hand 
to  play,  thanks  to  Humphi-ey.  The  Min- 
nesota suit,  seeking  to  recover  the  cost 
of  caring  for  Medicaid  patients  suffering 
from  smoking-related  illnesses,  is  slated 
to  go  to  trial  on  Jan.  19.  It  now  seems 


as  if  it  will  be  vei-y  difficult  for  Con- 
gress to  finish  work  on  the  deal  by  then. 

If  he  goes  to  trial  first,  Humphrey 
promises  to  dish  out  precisely  what  the 
industry  hoped  to  avoid  by  settling  in 
Florida  and  Mississippi:  an  ugly  trial 
with  massive  negative  publicity.  Indeed, 
many  of  the  state  AGs  who  drafted 
the  pact  are  "very  concerned"  that 
Humplii'ey's  coiutroom  attack  would  put 
the  industiy  in  such  a  bad  light  that  it 
could  torpedo  the  entire  deal,  says 
James  Tierney,  a  former  Maine  attor- 
ney general  who  is  a  consultant  to  the 
state  AGs  suing  the  industiy. 
$50  BILLION  LOOPHOLE.  Humphrey's 
tnmip  is  33  milhon  pages  of  documents 
about  the  industiy's  past  alleged  miscon- 
duct— locked  away  in  wai'ehouses  in  Lon- 
don and  Minneapolis.  They  remain  un- 
der seal,  but  a  couit-appointed  lawyer 
is  reading  tln'ough  250,000  especially  sen- 
sitive documents  to  determine  if  they 
should  be  released.  Humplrrey  says  the 
papei-work  \rill  build  the  case  that  Big 
Tobacco  knowingly  mai'keted  to  kids  and 
manipulated  nicotine  levels  in  cigarettes. 
"One  thing  the  other  side  knows:  We 
have  the  goods,"  Humphrey  says.  Indus- 
tiy spokesperson  Steven  Duchesne,  of 
Bozell  Sawyer  Miller  Group  in  Wasliing- 
ton,  declined  to  comment  on  the  Min- 
nesota suit. 

Many  health  groups  are  optimistic 
that  the  threat  of  the  Minnesota  suit 
will  force  the  industiy  to  renegotiate. 
Meanwhile,  it's  clear  the  ginmbling  in 
Washington  is  getting  louder.  Parties 
on  both  sides  are  directing  then*  lobby- 
ing energies  toward  the  White  House, 
which  is  now  analyzing  the  deal.  One 
likely  change  involves  the  last-minute 
pledge  that  President  Clinton  made  to 
get  his  budget  passed.  The  final  bill  lets 
the  industiy  waite  off  the  cost  of  the 
proposed  settlement.  Now,  Clinton  is 
trying  to  find  a  way  to  wring  more 
money  out  of  the  industiy  to  compen- 
sate for  that  $50  billion  tax  loophole, 
according  to  one  administration  official. 

This  official  adds  that  the  "over- 
whelming majority  view"  is  that  the 
Wliite  House  should  negotiate  hard  to 
increase  the  fda's  authority  and  the 
penalties  the  industiy  would  have  to  pay 
if  youth  smoking  doesn't  decline.  A  less- 
er priority  is  changing  parts  of  the  deal 
that  limit  the  rights  of  smokers  to  sue 
the  industiy. 

The  White  House  originally  hoped  to 
reach  a  decision  on  the  settlement  by 
early  August.  But  no  verdict  is  yet  in 
sight.  Until  it  is,  most  members  of  Con- 
gress are  withholding  judgment.  And 
that  may  just  give  Humplu'ey  and  com- 
pany the  opening  they  need  to  force  sub- 
stantial changes  in  the  pact.  Stay  timed. 

By  Richard  A.  Melcher  in  St.  Paul 
with  bureau  reporis 


COMMENTARY 


By  Aaron  Bernstein 


IF  HOFFA  WINS,  LABOR  IS  THE  LOSER 


Ror.  Carey  has  been  a  leading 
union  reformer  ever  since  he 
was  first  elected  president  of 
the  Teamsters  in  1991.  But  the 
image  he  cultivated  as  labor's  Mr. 
Clean  has  been  suUied.  On  Aug.  21. 
a  federal  cotirt  monitor  found  that 
Carey  aides  committed  illegal  fund- 
ing practices  during  the  unions  elec 
tions  last  December 
and  ordered  a  rematch 
against  James  P.  Hoffa,  pHr 
who  lost  by  a  slim  2*^ 
margin. 

Unless  more  damning 
revelations  come  oui, 
however.  Carey  is  likely 
to  win  another  five-year 
term  as  the  head  of  the 
ATL-cio  s  largest  union. 
And  despite  the  new 
shadows  surrounding 
Carey,  that's  probably 
the  best  outcome  the 
Teamsters  and  orga- 
nized labor  can  hope  for 
from  the  vote.  A  long- 
time Teamsters  dissi- 


the  public  sided  with  workers  rather 
than  management — for  the  first  time  in 
years.  That's  an  indication  not  only  of 
America's  frustration  with  an  econom- 
ic expansion  that  has  not  benefited 
many  workers  but  also  of  how  the 
Teamsters  have  cleaned  up  their  act. 
The  union  has  been  operating  tmder  a 
19S9  consent  decree  with  the  Justice 


«SS.^„?^S?  ^^^^af  s  at  stake:  .\iui-mob  reforms 
SH-I'"i'!?>,?.;;!ir„f  Carev  has  pushed  tlu'ougli-and  the 

t3%Tsm  smce  he  look  oi-  ^  ^  ~ 

AFL-CIO's  ambitious  recruiting  plans 


fice.  He  also  has  been  a 
key  supporter  of  afl- 
cio  President  John  J. 
Sweeney's  efforts  to  re\italize  orga- 
nized labor.  Sweeney  calls  Carey  a 
"courageous  labor  leader." 
WEAK  LAKS.  In  contrast.  Ho^  son 
of  the  infamous  Teamsters  leader  al- 
legedly killed  by  mobsters,  has  no  in- 
dependent power  base  in  the  union. 
Instead,  he  spent  most  of  his  career 
as  a  lawy-er  and  was  propelled  to 
prominence  by  Carey's  old-guard  op- 
ponents, who  recognized  the  power 
the  Hoffa  name  still  holds.  Hofe 
would  likely  repay  his  allies  by  trs'- 
ing  to  halt  Carey's  cleanup,  hurting 
efforts  to  improve  labor's  image.  "K 
Hoffa  wins,  it  would  be  a  big  setback 
for  the  Sweeney  revolution,"  says 
?ilichael  H.  Belzer.  a  labor-relations 
professor  at  the  UniversitA'  of  Michi- 
gan at  Ann  Arbor 

Scandal  in  any  form  is  the  last  thing 
labor  needs  right  now.  During  the  re- 
cent United  Parcel  Service  Inc.  strike. 


Dept.  intended  to  rid  it  of  decades 
of  gangsterism. 

Now.  Barbara  Zack  Quindel,  the 
federal  monitor  who  oversaw  the 
election,  has  determined  that 
Carey's  campaign  iDegally  used  mon- 
ey from  the  union  and  from  employ- 
ers. Carey  has  made  similar  allega- 
tions about  Hoffa's  campaign,  which 
Hoffa  denies.  Quindel  has  proposed 
a  rematch  between  the  candidates 
after  a  112-day  campaign  period. 
The  federal  judge  overseeing  the 
consent  decree  is  expected  to  ap- 
prove her  plan  at  a  mid-September 
hearing. 

Quinders  ruling  gives  Hoffa  the 
second  chance  he  sought.  But  Carey's 
victon'  in  the  up?  strike  leaves  Hoffa 
on  the  defensive,  and  he's  doing  all 
he  can  to  delay,  hoping  that  the 
memon'  of  the  L"PS  triumph  wiD  fade. 
On  Aug.  26,  his  lawy-eis  asked  the 


union's  Ir.^c;..^:.^ent  Review  Board 
to  bar  Carey  from  running  again  b 
cause  of  his  aides'  abuses.  Hoffa  al- 
wants  Congress  to  overrule  Quinde 
and  delay  the  election.  On  Aug.  26, 
Representative  Peter  Hoekstra 
(R-Mich.),  who  heads  the  House  su 
committee  on  labor  affairs,  said  he 
plans  to  hold  bearings.  "Quindel  is 
tilting  the  field  to  help 
Ron  Cars\\"  Hoffa 
charges.  "Her  election 
schedule  is  ob\ionsly 
:-aded  against  us." 
GOOD  WBJ_  Quindel 
says  she  decided  to  vo 
"he  election  right  afcei 
ihe  1"?$  strike  started 
but  postponed  her  an- 
nouncement so  as  not 
interfere  with  the  neg 
nations.  Even  Hoffa's 
supporters  concede  th; 
"he  successful  strike  h 
shored  up  Carey's  quo 
tient  of  good  wiH  "Wl 
was  done  was  absoluti 
wrong,  but  I  don't  thii 
members  care  about 
campaign  fund-raising, 
says  Carej': 

Carey  wiD  also  get 
boost  finom  the  way  h< 
stood  up  to  UPS  on  a  t 
issue:  the  company's 
wish  to  pull  out  of  the  union's  mut 
employer  pension  plan.  Carey  aigi 
that  such  a  move  would  cripple  a 
pension  plan  that  covers  many  Tb? 
sters.  TVuek  drivers,  who  switch 
companies  frequently  and  eotmt  or 
the  union's  pension,  are  likely  to  b 
gratefuL  "There's  no  question  that 
Carey  is  veiy  popular  with  memb< 
because  of  the  its  settlement,  esp 
dally  in  trucking,"  says  Chuck  Ma 
head  of  Local  70  in  San  Francisoo, 
who  ran  unsuecessftiDy  on  Hoffa's 
slate  last  year. 

StiH  a  bitter  election  campaign 
may  well  tarnish  Carey's  image  fli 
ther,  making  it  even  more  difficult 
for  reformers  to  embrace  him.  Bi* 
with  Hofife,  the  Teamsters  are  hks 
to  get  no  reform  at  all 


Bernstein  covers  labor  for  Bust- 
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W  CAN  REPUBLIC 
RN  RUBBER? 

auto  retailer  has  the  go-ahead  to  buy  Toyota  dealerships 


i  truce  between  Republic  Indus- 
ies  Inc.  and  Toyota  Motor  Sales 
3A  Inc.  wasn't  even  24  hours  old, 
ready  Bob  Navarre,  owner  of  Lib- 
ile  Toyota,  was  contemplating  the 
;hallenge.  The  Aug.  25  agi-eement, 
ich  Toyota  dropped  its  opposition 
■public's  pending  acquisition  of  a 
Toyota  and  Lexus  dealerships, 
the  way  for  Navan-e  to  sell  his 
fship  outside  of  Chicago  to  Re- 
fer $30  million.  "The  issue 
s  customer  satisfaction  and 
•mance"  as  part  of  Republic, 
fs.  His  new  parent,  he  says, 
in  outstanding  game  plan  for 
ir  business." 

w  all  Republic  has  to  do  is 
it.  The  agreement  with  Toy- 
amoves  a  substantial  road- 
in  Republic's  plans  to  re- 
the  auto-retailing  industry, 
automotive  analyst  Jordan 
•witz  of  Robertson,  Stephens 
Republic's  stock,  which  had 
4%  of  its  value  since  Toy- 
)ffensive  in  April,  rebounded  7.5% 
ig.  26  to  close  at  25^.  Now  Wall 
t — and  the  auto  industry — will  be 
ing  to  see  if  Co-Chief  Executive 
rs  H.  Wayne  Huizenga  and  Steven 
errard  can  do  what  they  have 
sed:  overhaul  auto  retailing  the 
:hey  remade  the  video  business 
Blockbuster  Entertainment  Corp. 
pubHc's  plan,  which  Huizenga  and 


Berrard  launched  in  1996,  involves  buy- 
ing top-notch  dealers  in  key  markets 
where  it  also  plans  to  open  AutoNation 
used-car  superstores.  Integrating  new- 
and  used-car  businesses,  as  well  as  a 
string  of  car-rental  companies,  is  in- 
tended to  produce  efficiencies  in  man- 
aging inventories  and  service  and  pro- 
vide an  array  of  retail,  lease,  and  rental 
options  to  build  customer  loyalty.  But  as 
long  as  Republic  could  not  buy  dealers 
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handhng  Toyotas  and  Hondas,  two  top- 
selling  brands,  it  was  hard  to  tell  if  the 
plan  really  would  pay  off. 

So  what  now?  Republic  has  already 
proven  that  its  sheer  size — 122  new- 
and  used-car  outlets — give  it  the  mass 
to  cut  costs  for  insurance,  advertising, 
and  other  overhead.  Bill  Wallace,  who 
sold  his  Delray  Beach  (Fla.)  Ford  deal- 
ership to  Republic  early  this  year,  says 


REPUBLIC  REVS  UP: 

Libertyville  Toyota's 
price  tag:  $30  million 

he  has  cut  his  media 
costs  in  some  cases  by 
40%  because  of  Repub- 
lic's buying  clout. 

Still,  some  on  Wall 
Street  harbor  doubts 
whether  the  efficiencies 
Republic  seeks  will  be 
enough  to  generate  big 
earnings  growth  in  a 
low-margin,  highly  com- 
petitive business.  Re- 
public has  plenty  of 
imitators,  and  even  De- 
troit auto  makers,  in- 
cluding Ford  and  Chrysler,  are  experi- 
menting with  superstores  of  their  own. 
At  25/11.,  Republic  trades  at  about  33 
times  projected  earnings.  "At  cuirent 
prices  the  stock  offers  little  margin  of 
safety,"  says  Robert  Friedman,  equity 
analyst  with  Standard  &  Poor's. 
NIXED  DEALS.  Investor  enthusiasm  is 
critical,  since  Repubhc  uses  its  stock  to 
fimd  much  of  its  expansion  plans.  Re- 
public has  snapped  up  108  dealerships 
since  entering  the  new-car  business  in 
December,  making  it  the  nation's  lai-gest 
new-car  dealer  as  well  as  one  of  the 
nation's  largest  rental-car  companies. 
Shai-es  hit  a  high  of  about  43  in  January 
but  slumped  in  April  when  Toyota  and 
America  Honda  Motor  Co.  nixed  deals 
between  its  dealers  and  Republic. 

Now  Republic  must  reach  an  accord 
with  Honda,  which  seeks  an  injunction 
in  federal  court.  Arguments  are  set  for 
Sept.  15,  and  Honda  says  it's  un- 
willing to  alter  its  dealership 
agi-eement,  which  specifically  pre- 
cludes majority  ownership  in  its 
dealers  by  a  pubhc  company. 

Republic  is  poised  to  keep 
gi'owing  with  or  without  Honda. 
But  few  expect  the  stock  to  soar 
again.  Analysts  say  that  one  factor 
keeping  a  lid  on  the  stock  is  the 
red  ink  at  the  AutoNation  used-car 
unit — projected  at  $50  million  this 
year  Until  that  operation  proves 
profitable  and  the  new-car  outlets 
successful,  the  stock  may  not 
budge  much.  The  key  barometer,  says 
Furman  Selz  analyst  MaryAnn  N. 
Keller,  will  be  if  Republic's  operating 
margins  on  new-car  sales  rise  through 
the  fii-st  half  of  next  year  If  not.  Re- 
public could  be  facing  even  bigger  prob- 
lems than  the  one  with  Toyota  that  it 
just  fixed. 

By  Gail  DeGeorge  in  Miami,  with 
Kathleen  Kenvin  in  Detroit 
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A  SLOW  BOAT 
TO  CHINA 

Will  Westinghouse  get  Washington's  O.K.? 


Ernest  Drew  barely  had  time  to  un- 
]3ack.  The  foiiner  senior  executive 
at  German  chemical  giant  Hoechst 
had  just  returned  from  a  business  trip 
to  China  in  June  when  he  got  the  top 
job  at  Westinghouse  Electric  Corp.'s  in- 
dustrial division.  Drew,  60,  was  back  in 
Beijing  within  days — this  time  to  talk 
nuclear  energy. 

China  represents  a  badly  needed 
gi-owth  opportunity  for  Westinghouse. 
It  may  even  be  the  key  to  sui-vival  for 
the  $3.2  biUion  industrial  gi'oup  after  it 
spins  off  this  fall  fi-om  the  rest  of  West- 
inghouse, which  will  be  called  CKS  Corp. 
As  it  stands,  the  industrial  unit  lacks  a 
marquee  money-making  business  to  en- 
tice investors.  The  concern  is  that  if 
the  new  stock  sputters,  somebody  might 
snap  up  all  or  part  of  the  company.  Al- 
ready, French  nuclear  engineering  com- 
pany Framatome  and  others  are  eye- 


TRAiNiNG  SITE 

Westinghouse 
is  gearing  up 
for  the  Chinese 
market 

ing  Westinghouse's 
power  divisions.  But 
Chinese  nuclear  or- 
ders could  boost  the 
stock  and  keep  the 
company  intact.  "If 
there's  going  to 
be  consolidation,  we 
have  to  drive  it," 
Drew  says. 

To  build  his  bridge 
to  China,  though. 
Drew  needs  help  in 
Washington:  A  1985 
law  prohibits  sale  of 
nuclear  technology  to 
China  unless  the 
President  certifies 
that  Beijing  is  not 
passing  technology  on 
to  nonnuclear  coun- 
tries. To  date,  no 
President  has  done 
so.  But  government 
soiu'ces  say  Pi-esident 
Clinton  is  prepai'ed  to 
certify  China  in  time 
for  his  October  sum- 
mit with  President 
Jiang  Zemin. 

If  Clinton  allows 
the  nuclear  deals, 
then  Westinghouse 
and  other  suppliers 
of  nuclear  technolo- 
gy could  be  bidding 
foi-  contracts  in  the  huge  Chinese  mar- 
ket within  30  days.  The  Chinese  ex- 
pect to  include  10  new  nuclear  plants  in 
their  next  five-year  plan  and  to  spend 
some  $60  billion  to  $100  billion  on  nu- 
clear energy  over  the  next  25  yeaivs. 

That  piize  means  the  most  to  West- 
inghouse. GE,  for  instance,  has  a  dozen 


major  businesses.  But  after  the  spiui 
Westinghouse  Electric  Co.  will  get  a  ii 
of  its  sales  from  nuclear  energy,  wii 
sales  have  been  declining  for  the  ai 
decade.  "If  they're  going  to  stay  ii ' 
game,  they've  got  to  serve  the  wi 
biggest  growth  market,"  says  K: 
Fuller  Jr.,  an  analyst  at  National  Stt 
ties  Coi-p. 

QUID  PRO  QUO.  Westinghouse  has  * 
doing  spadework  in  China  for  r  l 
years.  Chairman  Michael  H.  Jordarj 
visited  six  times  in  four  ye;i!s 
poui-ed  $100  million  into  fossil-fud 
ventui'es.  Engineers  from  Westing? 
and  China  have  worked  together  . 
new  generation  of  600-megawatt 
tors,  and  joint  ventures  to  corisl 
these  $800  million  plants  would  b 
obvious  next  step. 

Fii-st,  though,  comes  the  political « 
The  Chinese  say  they  want  to  leav^ 
October  summit  with  something  t 
ble — a  U.S.  endorsement  of  thi  ii 
try  into  the  World  Ti-ade  Orgaiiiz- 
or  a  breaktlirough  on  nuclear  ex; 
"They've  publicly  put  the  nuclear  a  >; 
ment  way  up  there,"  says  James  R 
ley,  U.  S.  ambassador  in  Beijing  di. 
the  Bush  Administration.  The  Ch 
say  the  deal  will  ease  their  $40  bi' 
trade  surplus  and  create  U.  S.  job; 

There  will  be  stiff  resistance  in  ai 
gress.  In  July,  62  House  merrer 
signed  a  letter  urging  Clinton  to  ol 
back  certification.  They  noted  evideife 
denied  by  Beijing — that  China 
Pakistan  and  Algeria  with  nuclear 
ects.  Industry  observers  say  CI 
will  go  ahead  with  certification.  Bi 
deal  could  founder  on  fresh  news  of 
nese  exports  or  links  to  Donorgat 

For  Westinghouse's  industrial  sp 
the  stakes  could  hardly  be  higher 
new  company  is  a  viitual  dwarf 
industry  of  giants,  from  ge  and  Sie 
to  Mitsubishi.  With  a  strong  footh( 
China,  Westinghouse  could  carve  a 
for  the  21st  century.  Without  it,  lo( 
the  giants  to  gobble  up  what's 
George  Westinghouse's  old  empire. 
By  Stephen  Baker  hi  Pittsi 


SCALING  THE  GREAT  WALL 

With  sales  at  its  nuclear  power  unit  falling  for  the  last  decade,  Westingho^ 
is  counting  heavily  on  the  Chinese  market.  Here's  how  it's  trying  to  get  • 

■  Working  with  Chinese  engineers  to  develop  a  new  generation  of  60| 
megawatt  reactors 

■  Preparing  to  export  technology  and  promising  eventually  to  source , 
80%  of  the  nuclear  work  and  parts  in  China 

■  Lobbying  the  White  House,  State  Dept.,  and  Congress  to  rescind  tH 
ban  on  nuclear  exports  to  China 
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Where  do  today's  leading-edge  retailers  discover  new  opportunities  for  growth?  We  guidec  r , own  outdoor  outfitter, 
IBM  RS/6000!  Using  proven  e-commerce  solutions,  we  showed  REI  how  an  RS/6000  can  use  the  power  of  the  Internet  to 
new  customers.  We  easily  integrated  it  into  their  existing  systems.  And,  because  RS/6000  solutions  are  remarkably  scalable, 
sedn't  worry  about  turning  away  business.  How  can  the  RS/6000  supply  your  business  with  a  powerful  e-commerce  tool?  For  the 
Dn  that  fits  your  needs,  drop  by  www.rs6000.ibm.com/solutions  or  call  1  800 IBM-2468,  ext.  FA056. 
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NOTHING  JIVE 
ABOUT  JUNIPER 

The  tiny  networking  startup  nabs  some  sawy  investors 


Cisco  Systems  beware: 
Juniper  Networks  Inc. 
has  you  in  its  sights. 
Sure,  it's  a  tiny  startup  with 
zero  revenues.  And  Juniper's 
claim  to  high-speed  net- 
working technology'  that  out- 
paces Cisco's  best  is  still  just 
a  boast.  But  Juniper  is 
worth  taking  seriously.  For 
one  thing,  there's  a  who's 
who  of  networking  and  tele- 
com equipment  makei-s  back- 
ing the  venture.  On  Sept.  2, 
they  were  scheduled  to  an- 
nounce their  plan  to  inject 
$40  million  into  Juniper  to 
strengthen  their  hands 
against  Cisco. 

Why  all  the  excitement? 
Juniper  says  it  has  a  solu- 
tion to  congestion  on  the  In- 
ternet. The  company's  prod- 
ucts, slated  for  release  early 
in  1998,  promise  to  juggle 
data  up  to  100  times  faster 
than  today's  speediest  box- 
es. That  convinced  3Com, 
Lucent  Technologies,  Erics- 
son, Siemens,  Newbridge 
Networks,  Northern  Tele- 
com, and  Worldcom/UUNET 
Technologies  to  invest  in  the 
startup. 

MORE  SIZZLE.  In  return,  the 
investors  are  able  to  license 
Juniper's  technology.  With 
Juniper's  rocket-engine  in- 
side-phone switches  from 
Lucent  or  Siemens,  deployed 
on  uuxet's  network  and 
added  into  3Com's  networking  gear,  it 
becomes  a  suiTound-and-conquer  strat- 
egy. "We've  got  Cisco  in  a  \ise,"  says 
Eric  A.  Benhamou.  3Com  Corp.'s  chief 
executive  officer. 

Juniper,  which  was  founded  by  en- 
gineers from  Sun  Microsystems,  .mci 
Communications,  and  Cisco,  is  deter- 
mined to  be  the  next  hot  startup  in 
the  sizzling  network  field.  It  is  loin  by 
CEO  Scott  Ki'iens,  40.  who  helped  to 
found  data-switch  makei'  Stratacom.  Ju- 
niper has  raised  $11  million  in  venture 
capital  and  $5  million  in  lease  financ- 
ing ft'om  such  top-draw^er  investors  as 


A  Who's  Who  of  Backers 

PHONE-SWITCH  MAKERS  Juniper  technology  could  speed  their 
Lucent  Technologies,  Nortel,  :  Internet  traffic  and  give  them  a  way 
Ericsson,  Siemens/Newbridge  into  the  data-switch  business 


NETWORKING  EQUIPMENT 

3Com  Corp 

INTERNET  SERVICE 

Worldcom/UUNET 
Technologies 


;  Access  to  Juniper's  routing  technology 
:  could  give  3Com  a  leg  up  on  rival  Cisco 

Internet  service  giant  is  hoping 
Juniper  will  help  it  cope  with 
:  exploding  growth  in  traffic 
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Institutional  Ventiu'e  Partners,  Bench- 
mai"k  Capital,  and  Kleiner  Perkins  Cau- 
field  &  Byers.  Its  new  corporate  part- 
ners add  credibility — and  important 
distribution  channels.  "They've  got  an 
all-star  lineup,"  says  Phil  Lawior.  pres- 
ident of  Internet  provider  Apex  Global 
Information  Services. 

The  technology'  is  prettv  snazzy,  too. 
Thanks  to  custom  cliips  designed  specif- 
ically for  Internet  traffic.  Juniper  says 
that  it  eventually  can  hit  speeds  of  up 
to  a  billion  bits  per  second.  Unhke  oth- 
er rival  approaches  to  pumping  up  per- 
formance. Juniper  uses  traditional  pack- 


et routing — a  technology'  that  son 
the  field  had  ai'gued  was  running  t 
gas.  "We  represent  a  routing  re,; 
sance,"  says  Kriens.  Another  Juj, 
innovation:  faster  gateways  bet', 
the  Internet's  fiber-optic  "baekbi 
systems  and  the  electronics  iii-ii! 
router  Juniper  also  segregatt--  : 
into  different  classes  so  an  IiUi 
service  provider,  for  example,  ml 
at  a  higher  rate  1^1'  ' 
time  video  and  1 
E-mail. 

NO  FEARS.  That's  mus 
the  ears  of  UUNET  Ted 
gies  Inc.,  the  world's  la 
Internet  provider,  which 
a  doubling  of  deman( 
network  capacity 
three  months.  "We 
that  the  next  generati 
products  fi'om  Cisco  an( 
cend  can't  meet  our 
in  a  yeai\"  says  ceo  Jol 
Sidgmore.  uunet  is  el 
collaborating  with  Cisct 
Ascend  Communicatioi 
upcoming  products,  bu' 
in  case,  "we're  also  bo' 
on  Juniper" 

CEO  KRIENS:  His  conif 
riaims  to  have  a  solid' 
>o  Internet  congestion 

Cisco  says  that  it';ft 
worried     about  Jui 
Richard  Palmer,  direct 
marketing  for  Cisco's 
net  service-pro\ider  di\ 
says  the  company  is 
ering   increased  Int 
speed  with  its  new  G 
Switch  Router.  Analys 
sert  that  customers 
more  than  speed:  They 
software,  service,  and 
port — Cisco's  forte.  "N 
ever  got  fired  for  b 
from  Cisco,"  says  ai 
Mary  Petrosky  of  m 
researcher  Burton  Group. 

What's  more.  Juniper  has  plei 
rivals  in  the  race  for  faster  Net  g 
half-dozen  other  startups,  incl 
Pluris,  Torrent  Networking  Tecl 
gies,  Avici  Systems,  and  Berkelejp 
works,  are  pursuing  the  same  opjri 
nity.    But    "promises    don't  c 
packets,"  sniffs  Kiiens.  He  has  pit. 
es  of  his  own  to  deliver  on.  Butv: 
Juniper's  impressive  list  of  baif 
those  promises  may  now  have  k 
credibility. 

By  Andy  Reiid' 
in  San  Mateo,  a 
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When  you're  rolling  out  a  new  design,  it  helps  to  get  a  jump  on  the  competition.  That's  why  BMW,  Chrysler,  Ford,  Honda  and 
edes-Benz  rely  on  a  total  workstation  solution:  the  IBM  RS/6000'  Working  side  by  side,  we  helped  these  companies  build  tailored 
ions  that  run  the  leading  design  applications.  The  result?  Design  teams  around  the  world  can  share  ideas  and  work  more  closely 
her  -  helping  to  reduce  the  time  it  takes  to  bring  new  models  to  market  and  new  customers  into  showrooms.  How  can  an  RS/6000 
ion  drive  your  business?  Stop  by  www.rs6000.ibm.com/solutions  or  call  1  800  iBM-2468,  ext.  FA058. 
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DRESSED 
TO  DRILL 

School  uniforms  are  hot- 
and  merchants  are  cashing  in 

Flai'ed  jeans,  plaid  miniskii'ts,  and  che- 
nille, short-sleeved,  V-necked 
sweaters  are  among  the  hottest 
back-to-school  fashions  for  1997.  But 
whatever  style  mavens  say  is  cool  for 
school  this  year  doesn't  apply  to  stu- 
dents such  as  Zalencia  Doirough,  a  sLxth- 
gi'ader  at  the  Daniel  Chappie  James  El- 
ementary School  in  Dallas.  She'll  be 
wealing  a  unifoiTn — and  she  couldn't  be 
happier.  "It  makes  getting  dressed  in 
the  moming  a  lot  easier,"  says  the  11- 
year-old,  who  on  a  recent  school  day 
domied  navy  shorts,  a  white  blouse,  and 
white  and  piu-ple  Nike  tennis  shoes.  "It 
also  looks  a  lot  more  sophisticated  and  a 
lot  cooler  than  noiTnal  clothes." 

Indeed,  for  a  gi'owing  number  of  stu- 
dents nationwide,  uniforms  are  the  "in" 
academic  fashion,  though  not  by  choice. 
Long  the  province  of  private  and 
parochial  schools,  uniforms  are  being 
adopted  in  public  schools  across  the  U.  S. 
Officials  say  they  blur  class  distinctions, 
help  cui'b  gang  activity,  and  save  stu- 
dents the  competitive  angst  of  tiying  to 
keep  up  with  trendy  peers.  California's 
Long  Beach  Unified  School  District  was 
the  fu'st  public  district  to  mandate  uni- 
forms in  1994.  But  uniforms  in  public 
schools  have  become  increasingly  com- 
mon since  President  Clinton  endorsed 
the  idea  in  his  1996  State  of  the  Union 
address.  Today,  school  districts 
in  some  20  states  have  unifoiTn 
requirements. 

Uniforms  are  becoming  a 
big  business  for  retailei*s.  De- 
partment stores,  discoun- 
ters, and  even  catalogei*s 
are    stocking  navy 
pleated  skirts,  white 
polos,     and  khaki 
pants.  "UnifoiTns  ha\"e 
become  an  important 
development  in  back- 
to-school  sales,"  says 
retail  consultant  Wal- 
ter F.  Loeb.  For  many  re- 
tailers, uniform  sales  are  a 
good  way  to  offset  some  of 
the  revenue  they're  losing  as 
kids  in  non-uniform  schools 
opt  for  more  casual  clothes. 
J.C.  Penney,  Seal's,  Macy's, 


BACK  TO  SCHOOL:  A  California  student  dons  an  outfit  at  a  "uniform  fan  " 


Target  Stores,  Wal-Mart  Stores,  and 
Kids  'R'  Us  are  among  the  retailei's  now- 
hawking  unifonns.  This  yeai;  Lands'  End 
Inc.  joined  in,  launching  a  school  uni- 
form catalog  featuring  tailored  oxford 
shirts,  khaki  chinos,  and  navy  blazers. 
Michael  Grasee,  the  Dodge ville  (Wis.)- 
based  retailer's  dii'ector  of  school  uni- 
foiTHS,  says  Lands'  End  jumped  in  after 
its  research  showed  8%  of  all  public 
schools  had  unifonns  and  15%  more  may 
follow  suit.  "When  almost  one  in  four 
students  could  be  wearing  uniforms, 
that's  big  business,"  he  says. 
GRASSROOTS  TREND.  Because  the  pub- 
lic-school unifonn  movement  is  spread- 
ing at  a  gi'assroots  level,  retailing  ex- 
perts are  hard-pressed  to  pinpoint  the 
size  of  the  market.  But  with  the  trend 
spreading  so  quickly — in  Chicago  public 
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^  BALTIMORE 

120 

^  CHICAGO 

391 

\  DADE  COUNTY,  FLA. 

126 

^  DALLAS 

84 

K  DAYTON 

17 

IPl  EAST  BATON  ROUGE,  LA. 

48 

LONG  BEACH  UNIFIED,  CALIF. 

70 

NEW  YORK 

100 

OAKLAND,  CALIF. 

75 

WASHINGTON 

41 
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schools,  for  example,  30%  more  stiid: 
will  weai'  unifonns  this  year  than  la 
the  potential  appeai-s  huge.  Isaac  La 
do,  principal  at  Tactical  Retail  Soiut 
Inc.,  an  industry  research  firn,,  i 
mates  the  market  could  reach 
billion  dollar's"  if  it  takes  hold  natim 
The  grand  total  for  back-to-schi  n  - 
this  fall  is  e.xpected  to  hit  $18.'.!  liii: 

Retailers  say  uniform  sales  ait 
ready  helping  at  the  cash  regiti 
Macy's  West,  a  division  of  Feder 
Department  Stores  Inc.,  says  its 
form  business  has  tripled  since  it 
gan  three  years  ago.  Sears,  Roebui 
Co.,  wiiich  laimched  its  progi-am  in  : 
is  expecting  a  50%  hike  in  school 
form  sales  this  year.  J.C.  Penney 
wiiich  hawks  its  school  imifonns  in  s 
500  stores  and  a  "Class  Favorites" 
alog,  expects  its  unifonn  sales  to 
double-digit  gains  in  1997.  "It's  n 
been  a  nice  complement  to  our  bac 
school  fashion  business,"  says  C 
Bi"ady,  a  Permey  merchandise  mam 

Not  all  kids  ai-e  happy  with  their 
duds.  "We  used  to  be  able  to  weai 
signer  brands,"  says  10-year-old  Jei 
Rios.  But  there  she  was  at  a  Da 
area  Kids  'R'  Us  store  with  her  mo 
shopping  for  a  blue  skill  and  a  bl 
with  a  Peter  Pan  collar — her  schf 
new  uniform.  "Now  w^e  have  to 
the  same  old  stuff  that  everybody  iS 
is  wearing."  But  Jessica  has  a  jm 
She'll  spnice  up  her  unifonn  with  tilt 
and  a  pah'  of  black,  chimky-heeled  s^ 
Even  in  uniforms,  some  kids  wilb 
slaves  to  fashion. 

By  StepluDiie  Andersoji  Fi« 
in  DlO. 
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S  U  P  E  R  C  O  M  P  U  T  I  N  G  SOLUTIONS 


COSISt  U  Iff  GS^^ 

Qzpnejevels 
Dlood  cells 
an 

generations 


When  Pacific  Northwest  National  Laboratory,  the  National  Institutes  of  Health  and  other  leading  research  centers  tackle  problems  of 
'I  proportions,  they  start  with  a  powerful  solution;  the  IBM  RS/6000  SP."  Its  unique  ability  to  perform  large-scale  computer  simulations 
jes  scientists  and  researchers  with  new  ways  to  design  lifesaving  drugs,  locate  oil  reserves,  even  clean  up  the  surroundings  -  in  less 
and  with  less  risk  to  the  environment.  And  that  benefits  all  of  us.  For  a  closer  look  at  an  RS/6000"  solution  to  your  complex  science, 
ileal  or  business  problems,  stop  by  www.rs6000.ibm.com/solutions  or  call  1  800 IBM-2468,  ext.  FA060. 


}0  SP  and  RS/6000  afe  registered  Ifademarks  and  Solutions  (or  a  small  pianel  is  a  Itademark  ol  IBM  Corp  All  other 
d/of  product  names  are  trademarks  oi  registered  trademarks  of  thetr  respective  companies  ©1997  IBM  Corp 
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MORE  SHOOTING 
IN  CYBERSPACE 

THE  BOOK  WARS  ARE  HEATING 

up.  On  Aug.  27,  Book  Stacks, 
an  online  bookselling  division 
of  direct-marketing  giant 
cue  International,  based  in 
Stamford,  Conn.,  announced 
that  buyers  who  pay  an 
annual  fee  can  get  40%  dis- 
counts on  hardcover  and  30% 
on  paperback  titles,  cue  says 
it  will  make  its  money  on 
membership  fees — $29.95  a 
year  for  the  book-buying 
club — so  it  can  sell  books  at 
cost.  Amazon.com,  the  top 
online  bookseller,  makes  its 
money  from  the  markup  on 
each  book  and,  cue  says, 
won't  be  able  to  match  Book 
Stacks  without  sacrificing 
margins.  Will  the  move  let 
Book  Stacks  challenge  Ama- 


CLOSING  BELL 


QWESTING 

Qwest  Communications 
wants  to  build  a  nationwide 
fiber-optic  network — and  on 
Aug.  26,  the  company  took  a 
big  step  toward  its  goal.  The 
company  said  it  would 
expand  its  planned  13,000- 
mile  network  for  telephone 
and  Internet  service  to 
16,000  miles,  with  new 
routes  m  the  Southeast,  Cali- 
fornia, and  Texas.  "In  any 
business  customer's  eyes, 
this  really  legitimizes  us," 
claims  Joseph  Nacchio,  presi- 
dent and  CEO.  In  Wall 
Street's,  too:  Qwest  shares 
rose  almost  $4  on  the  news. 


AUG  1,  '97  AUG  26 
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zon?  cue  doesn  t  release  fig- 
ures for  its  operating  units, 
but  industry  analysts  say 
Book  Stacks  is  coming  from 
far  behind.  Still,  the  new 
approach  could  help. 

A  DRUG  MERGER 
IS  LOOKING  SICK 

WILL  REGULATORS  CLIP  CAR- 

dinal  Health's  wings?  The 
$11  billion  drug  wholesaler, 
the  second-largest  in  the 
nation,  announced  on  Aug.  25 
it  was  buying  rival  Bergen 
Brunswig  for  $2.4  billion  and 
the  assumption  of  $386  mil- 
lion in  debt.  The  move  would 
make  Cardinal  No.  1  in  the 
field,  ahead  of  McKesson. 
But  now  analysts  are  wor- 
ried that  the  deal  won't  clear 
antitrust  hurdles.  The  Fed- 
eral Ti'ade  Commission  this 
spring  ni.xed  a  merger  of 
Office  Depot  and  Staples, 
two  of  the  top  three  office- 
supply  superstore  chains. 
Expect  a  signal  from  the 
FTC  within  the  next  month. 


THE  FTC  IS  PEERING 
INSIDE  INTEL 

A    LITTLE   TOO   MUCH  INTEL 

inside?  That's  what  the  Fed- 
eral Ti-ade  Commission  is  ask- 
ing. On  Aug.  27  the  agency 
asked  Intel  to  provide  it  with 
infonnation  concerning  Intel's 
proposed  piu-chase  of  gi"aphics 
chipmaker  Chips  &  Technolo- 
gies Inc.  The  $420  million 
deal,  announced  on  July  27, 
would  give  Intel  a  sizable  po- 
sition in  specialty-graphics 
chips — and,  rivals  charge,  an 
edge  in  designing  its  own 
graphics  technology  into  PCs. 
Rivals'  complaints  to  the  ftc 
may  have  triggered  the  probe. 
Intel  says  it  will  comply  with 
the  FTf;  request. 

MINING  A  DEAL 
CLOSE  TO  HOME 

MORRISON   KNUDSEN  CHAIR- 

man  Dennis  Washington  is 


HEADLiNER:  BIG  KING 


CAN  IT  MAKE  HASH  OUT  OF  BIG  MAC? 


There's  a  new  burger  on 
the  block.  On  Aug.  28,  the 
Big  King — Burger  King's 
first  new  sandwich  offering 
since  it  introduced  the  BK 
Broiler  in  1990— 
went  patty-to- 
patty  against 
McDonald's 
Big  Mac. 

Bm-ger  King 
execs  say  that 
with  75%  more 
beef  and  consid-  .  . 

erably  less  bread  than  the 
venerable  Big  Mac,  the 
flame-broiled  Big  King  is 
faring  well  in  taste  tests. 
"It  is  a  winner  and  is  look- 
ing to  this  head-to-head 
competition,"  says  Jim 
Watkins,  Burger  King's  se- 
nior vice-president  of  North 
America  mai'keting,  de- 
scribing what  he  calls  the 


sandwich's  "personality." 

Will  the  Big  King  canni- 
balize sales  of  Burger  KingL 
signature  Whopper,  which  1 
reached  1.6  billion  burg-  | 
ers  in  '96?  Burge 
King  says  no,  Bt 
Bm^er  King  isn 
jrP^K  on  easy  street 

'  yet:  McDonald 

is  serving  a  ne\ 
bui-ger,  dubbec 
Big  &  Tasty, 
■  '  ■  vrith  condiments 

similar  to  those  on  a  Whop 
per,  in  select  California  ma 
kets.  A  McDonald's  spokes- 
man says  the  company  isn'i 
cowed  by  Burger  King's 
new  threat.  "There's  only 
one  Big  Mac.  It  can't  be  di 
plicated,"  he  says.  May  the 
battle  of  the  burgers  begin 
By  Gail  DeGeori 
in  Miat 


turning  his  copper  mine  into 
gold.  MK  agreed  in  principal 
on  Aug.  25  to  purchase 
Washington's  50.1%  stake 
in  the  Butte  (Mont.)  mine 
with  stock  and  options  po- 
tentially worth  $125  million. 
That  could  give  Washington, 
who  merged  his  Washington 
Construction  into  mk  last 
year,  48.7%  of  mk,  up  from 
37.5%.  Over  the  near  term, 
the  deal  will  dilute  mk's 
earnings  by  roughly  2%.  In- 
vestment bank  Dillon  Read 
is  analyzing  the  deal  to  see 
if  it  is  fair  to  other  MK 
shareholders. 


MOUNTING  DANGER 
FOR  DIETERS 

MORE     BAD     NEWS  FOR 

dieters.  New  reports  on 
three  prescription  anti-obe- 
sity medicines  suggest  that 
they  can  cause  brain  damage 
in  animals  and  may  be  linked 
to  heail  disease.  A  study 
published  in  the  Aug.  27 


issue  of  the  Journal  of 
American  Medical  A>i^ 
reports  that  Redux  and  f 
fluramine  caused  brain  ds- 
age  in  rats,  baboons,  iJ 
monkeys  when  taken  in  a- 
es  equivalent  to  those  si- 
gested  for  humans.  Mef- 
while,  the  New  Englm 
Journal  of  Medicine  \ 
scribes  24  women  who  dei 
oped  valvular  heart  diseff 
after  one  to  12  monthsi^i 
phen-fen,  which  is  a  co: 
nation  of  fenfluramine 
phentermine. 

ETCETERA.  ■■  | 

■  Chrysler  has  halted  p 
duction  of  its  subcomfpi 
Neon  for  two  weeks.  I 

■  PPG  will  swap  its  sur> 
tants  division  for  BAf'f 
packaging  coatings  unit. 

■  Eastman  Kodak  will  injU 
1,400  print  stations  in  Vi- 
Mart  stores,  replacing  Fi. 

■  Former  nbc  Entertainm' 
President  Brandon  Tartifi 
died  on  Aug.  27. 
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Building  a  Website  that  will  attract  millions  of  fans  requires  a  powerful  teammate.  An  IBM  RS/6000"  Internet  solution  handles 
of  the  busiest  Websites  around:  the  NfiL,  the  Olympic  Games,  the  PGA  of  America,  even  Wimbledon,  to  name  a  few.  The  reason? 
;redibiy  scalable  UNIX'  operating  system,  AiX'  gives  the  RS/6000  the  flexibility  to  rise  to  any  challenge  -  now  or  down  the  road, 
you're  building  an  Internet  site  for  millions  or  an  intranet  for  hundreds,  we'll  help  design  a  winning  solution  for  your  business.  To  learn 
[all  of  our  RS/6000  solutions,  stop  bywww.rs6000.ibm.com/solutions  or  call  1 800  IBM-2468,ext.FA057. 
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LOCK  LOAD 

AT  THE  CHAMBER  OF  COMMERCE 


Labor  Day.  1997.  Fii-st  day  on  the  job  for  Thomas  J.  Dono- 
hue.  new  president  of  the  staid  U.  S.  Chamber  of  Com- 
merce. So  how  will  Donohue  mai*k  the  occasion?  Placing 
paity  crasher  \vith  a  fi'ontal  assault  on  unions.  "Only  101:  of 
the  private-sector  workforce  is  unionized."  he  5aj*s.  "Well  cel- 
ebrate the  millions  of  entreprenetu"?  who  make  this  coimtiy 
one  of  the  finest  places  to  work." 

Welcome  to  the  new  Chamber  of  Commerce.  If  the  new 
chiefs  timing  seems  provocative,  it  is.  The  smoothly  aggi-es- 
sive  Donohue.  fonnerly  the  top  lobbyist  for  the  American 
TiaickLng  Assns..  is  a  man  on  a  mission;  i"eoi-ganize  the  nations 
lai'gest  business  gi'oup  into  a  lobb\-ing 
powerhouse,  just  as  the  ups  settlement 
has  reenergized  labor.  Says  Joan  Clay- 
brook  of  the  consumer  gi-oup  Pubhc  Citi- 
zen, who  tangled  \^ith  Donohue  over 
tnack  safety:  "His  whole  attitude  with 
anyone  who  opposes  him  is  "lets  crash 
"em." " 

But  Donohue.  sUver-haii-ed  and  chami- 
ing.  has  his  fans.  Longtime  pal  J.  \Villai"d 
MaiTiott  Jr..  ceo  of  MaiTiott  Internation- 
al Inc..  pi*aises  the  veteran  A^ashington  DONOHUE 
lobbyist  as  a  "\ery  can-do  pei-son."  That 
may  be  just  what  the  Chamber  needs.  In  i-ecent  yeai-s.  its 
membership  has  hovered  at  200.000  businesses,  while  its 
budget  has  stagnated  at  S70  million.  Increasingly,  small  busi- 
nesses complain  that  the  Chamber  hasn't  taken  a  tough 
enough  line  against  Clinton-style  regulation.  Says  one  coi-po- 
rate  lobbyist:  "Its  like  a  sleeping  giant." 
"itAW  NERVES."  Under  Donohue.  the  giant  wiU  be  up — and 
snarling  at  organized  labor.  In  addition  to  meeting  with  Fed 
ChaiiTnan  Alan  Greenspan,  Donohue  plans  to  lunch  vrith  afl- 
Cio  President  John  J.  Sweeney  in  his  fii"st  week.  But  even  a 
tete-a-tete  isn't  likely  to  ease  the  finction  between  these  two 
Beltway  tough  guys.  "Ob%iously.  we're  hitting  raw  nen"es 
vrilh  him."  sav?  Sv.-eenev. 


CAPITAL  WRAPUP 


Business  lobbyists  still  fume  over  labors  .§35  miUion  at 
paign  to  defeat  anti-union  lawmakei"s  in  1996.  And  labor's 
\ictoiy  has  some  businesses  itching  to  knock  the  unions  d( 
a  few  pegs.  "You  may  find  us  right  up  in  each  other's  fao 
says  Donohue.  To  prepare  for  battle.  Donohue  plans  to  b( 
membei*ship.  then  add  dozens  of  lobbyists.  Theii-  top  prio 
■nill  be  biUs  capping  product-liability  and  class-action  awaa 
Another  tai-get:  en\-ironmental  regulations.  The  Cham 
\^111  join  foi-ces  \^ith  other  business  gi-oups  to  lobby  aga 
costly  liniits  on  "greenhouse  gas"  and  soot  pollution.  An 
dent  backer  of  immigi-ation  poUdes  that  encourage  skilled 
eign  workei's  to  enter  the  U.  S.  wi 
force.  Donohue  also  'nUl  press  \^'ashin( 
for  additional  aid  to  retrain  workers,  i 
there  vnH  be  a  new  push  for  more  fa 
al  resources  to  battle  ciime  and  dp 
"Another  in\Tsible  tax  on  our  compani 
Donohue  says. 

WRONG  BATTLE?  Cleai'ly.  Donohue  is 
'.  J  r.iake  a  splash:  He  plans  to  visil 
cities  in  the  ne.vt  yeai*.  zipping  fi"om  s 
to  state  in  a  leased  corporate  jet. 
predecessor,  genteel  supply-sider  Rid 
L.  Lesher.  "was  bad  but  kept  his 
shut."  says  consumer  acti\ist  Ralph  Xader.  "Donoha 
woi-se  because  he  bares  his  fangs." 

Donohue's  blusteiy  stj^le  may  gi-ab  headlines  initiallj'.  B 
ever,  it  also  could  reignite  the  waifare  between  busi 
and  labor  that  raged  in  the  1970s.  And  that  might  not 
Donohue  a  lot  of  points.  On  the  whole,  business  has  couns 
cooperation,  not  confi'ontation.  between  the  GOP  Cong 
and  Clinton.  Besides,  labor  is  in  favor  again:  PoUs  s 
snx)ng  public  suppon  for  gi\ing  workers  theii-  piece  of  ai 
panding  economic  pie.  In  the  end.  Tom  Donohue  may  dk 
er  that  he  can  better  advance  his  agenda  if  he's  not 
showing  his  teeth. 

By  Mary  Beth  Regan.  vAth  Amy 
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NEW  BLOOD  AT  THE  CEA 

►  Xoithwestem  Univei"sity  econo- 
mist Rebecca  Blank  is  the  leading 
candidate  to  replace  Alicia  H.  MunneU 
on  the  WTiite  House  Council  of  Eco- 
nomic Advisers.  President  Clinton  is 
expected  to  nominate  Blank  this  fall. 
A  labor  and  welfare  expert.  Blank  has 
skills  that  would  complement  those  of 
CEA  Chair  Janet  L.  YeUen.  a  macro- 
economist,  and  international  econo- 
mist Jeffrey  A.  Frankel.  MunneU  has 
moved  to  Boston,  where  she  is 
mulling  job  offers. 


FOREIGN-HELD  REITs  ROAR 

►  I:- --:ate  investment  tinists  could 
bi:  :k  -Senate  passage  this  yeai"  of 
eight  treaties  designed  to  end  double 
taxation  of  corporations.  The  pacts 
would  benefit  U.  S.  companies  operat- 
ing in  countries  such  as  Switzerland 
and  Canada  as  well  as  foreign  compa- 
nies with  U.  S.  investments.  But  reits 
with  foreign  coi^porate  investors  are 
howling  that  the  pacts  would  hike 
their  withholding  rates  fi-om  151:  to 
30^.  ^Mth  opposition  building,  final 
passage  may  wait  until  1998. 


A  HIGHER  HEALTH-CARE  GAP? 

►  Congress  is  being  urged  to  requinj 
insurers  to  liaise  the  lifetime  cap  on  i 
health  insui*ance  benefits  from  Si  mi) 
lion  to  SIO  million  per  person.  Advocj 
cy  groups,  biotech  outfits,  and  celebi! 
ties  like  paralyzed  actor  Chiistopheil, 
Reeve  say  the  cap.  set  in  the  1970s \v 
insui-ei*s.  has  been  eroded  by  inflatiof 
and  that  raising  private  premiums  bp 
less  than  .S7  a  year  would  save  Medi 
aid  billions.  Insm-ers  and  some  busi- 
ness groups  oppose  the  measure,  bo 
has  wide  bipartisan  support. 


DECISION    SUPPORT  SOLUTIONS 


Pow 
awn  mowers, 
^loasiers, 
humicfifiers 


y.L.      yourbusines.; .itoasizabib  ...oiii...:. _  _    .ersatile  power  tool:  the  IBM  RS/6000! 

zing  them  a  choice  of  the  leading  database  software,  the  RS/6000  provided  Sears  with  the  flexibility  to  design  a  truly  custom  data 
louse.  And,  with  its  award-winning  UNIX'  operating  system,  AiX',  the  RS/6000  easily  manages  their  existing  data.  It  adds  up  to  a 
ion  support  system  that  helps  Sears  better  serve  their  customers  and  helps  keep  their  business  growing,  too.  To  see  how  an  RS/6000 
Dn  can  power  your  business,  stop  by  www.rs6000.ibm.com/solutions  or  call  1 800  lBM-2468,  ext.  FA059. 
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THE  PROBLEM  WITH  INVESTING  IN  BOOMING  FOREIGN  MARKETS  IS  THAT  THIN^ 


For  companies  eager  to  invest  in  newly  developing  overseas  markets,  the  reality  is  that  political  risk  insurS  r 
become  a  necessity.  AIG  Global  I  rade  &  Political  Risk  Insurance  Company,  a  member  company  ot  American  Inteil 
Group,  Inc.,  is  the  only  company  with  the  global  presence  and  knowledge  of  local  conditions  to  protect  you  around  tli' 

Other  insurance  companies  may  otter  capacity.  Only  AIG  Global  underwrites  longer-term  political  risk  cove|i 
to  $120  million  capacity  per  project,  guaranteed  tor  ten  years  and  backed  by  top  financial  ratings  and  the  strongesisi 
sheet  in  the  business.  We  also  otter  trade  credit  insurance  with  limits  ot  up  to  $,50  million.  With  operations  in  appro* 
1.30  countries  and  jurisdictions  worldwide,  AIG  has  the  expertise,  perspective  ami  long  term  relationships  necessary 


T  IN  TRANSLATION.  LIKE  YOUR  CONTRACT,  YOUR  PROFITS  OR  YOUR  BUSINESS. 


al  problems  whenever  they  arise.  When  you're  an  AIG  chent,  you're  not  just  buying  insurance.  You're  getting  a 
>artner.  AIG  Global  customers  also  benefit  From  the  experience  of  a  board  of  directors  that  includes 
Secretary  of  State  Henry  A.  Kissinger,  former  U.S.  Trade  Representative  Carla  A.  Hills,  former  Treasury  Sec- 
U.S.  Senator  Lloyd  M.  Bentsen,  former  World  Bank  President  Barber  Conable,  Jr.,  and  former  Prime 
f  Pakistan  Moeen  Oureshi.  AIG  has  been  the  leader  in  political  risk  coverage  for  more  than  twenty 


'hile  different  cultures  and  languages  may  seem  daunting, 


AIG 


~    WORLD  LEADERS  IN  INSURANCE  AND  FINANCIAL  SERVICES 

American  International  Group,  Inc ,  Dept  A,  70  Pine  Street,  New  York,  NY  10270  www  aig  com 


International  Business 


BRITAIN 


STILL  FULL 
OF  KNOTS 


A  new  BT-MCI  deal-and  new  worries 


Sir  Peter  L.  Bonfield  was  ready 
to  walk  away  from  the  deal  on 
the  night  of  Aug.  21.  For  five 
days,  the  chief  executive  of 
British  Telecommunications  PLC  had 
been  renegotiating  the  terms  of  his  $23 
billion  bid  to  acquire  Mci  Communica- 
tions Corp.  One  option  was  to  change 
the  price  to  reflect  an  earnings  hit  that 
the  U.  S.  company  expected  from  its 
efforts  to  crack  local  phone  markets 
and  from  its  stagnating  long-distance 
business.  At  3  a.m.  on  Aug.  22,  the  call 
came  from  MCi:  To  save  the  deal,  it 
would  accept  a  19%  cut  in  the  purchase 
price.  MCI  executives  also  talked  bt  into 
a  $750  million  payment  if  the  deal  sub- 
sequently collapsed. 

Bonfield  was  matter-of-fact.  "We've 
survived  the  jolt  and  moved  forward," 
he  said  later  that  day.  But  even  if  he 
can  sell  the  new  deal  to  bt  sharehold- 
ers, he  faces  a  far  tougher  challenge: 
making  the  merger  work,  bt  Chairman 
Iain  Vallance  first  struck  a  deal  with 
MCI  in  1993  and  crafted  a  sweeping 
strategy  for  offering  corporations  one- 
stop  shopping  for  communications  ser- 
vice around  the  globe.  And 
Vallance,  54,  pushed  hard  for 
the  Mf:i  merger.  But  it  will  be 
up  to  Bonfield  to  make  the 
chairman's  vision  a  reality. 
"Peter  will  be  the  sacrificial 
lamb"  if  the  merger  sours, 
says  a  former  bt  insider. 
A  SHOCK.  Is  Bonfield  up  to 
the  task?  Wliile  he  eams  high 


forts  to  jump  into  local  calling 
would  hit  $800  million  this 
year — double  the  previous  es- 
timates. "What  alarms  mt' 
is  that  this  seems  to  haw 
come  as  a  complete  surprise 
to  BT,"  says  Societe  Generale 
Strauss  Tiu-nbull  analyst  John 
Tysoe. 

So  instead  of  getting  a  part- 
ner that's  in  top  form  to  lead 
BT  into  the  critical  U.  S.  mar-  ? 
ket,  BT  is  taking  on  a  $9.7  bil- 
lion company  that  faces  a  slow- 
down in  its  core  long-distance 
market  and  is  struggling  in  its 
effort  to  crack  new  ones.  This 
makes  the  task  of  bonding  bt 
and  MCI  into  a  seamless,  $43  bil- 
lion global  entity  far  tougher 
The  companies  insist  that  bt's 
strong  balance  sheet  and  its  ex- 
perience fighting  off  local  rivals  in 
Bi'itain  will  help  MCi  break  into  the 
$100  bilhon  U.S.  local  market.  And 
they  argue  that  MCi's  bold  foray 
against  at&t  in  long  distance  will  help 
BT  tackle  the  entrenched  monopolies  of 


SIR  PETER  S  PROJECTS 


RESTORING  BT's  management  credib 
ity  after  it  appeared  to  be  blindsided  by 
MCl's  problems 

BOOSTING  employee  morale  at  MCI  and 
avoiding  heavy  attrition  once  the  merger  is 

marks  fi'om  some  bt  investors  PPf]?!?!^^  

MELDING  two  starkly  different  corporate  cultures 

ENTERING  new  markets,  including  local  service 
in  the  U.S.  and  voice  services  in  Continenta 
Europe  in  1998 

DEFENDING  BT  and  MCl's  home  turf  from 
new  rivals 


for  slashing  MCl's  price  tag  to 
$17.9  billion,  the  53-year-old 
executive's  credibility  was 
dented  by  his  apparent  fail- 
ure to  foresee  the  bad  news 
that  forced  the  renegotiation. 
On  July  10,  MCI  stunned  the 
BT  board  with  estimates  that 
losses  associated  with  its  ef- 
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mental  Europe.  But  those  benefits 
nd  on  a  strong  relationsliip  between 
id  MCI. 

ore  troubling  is  bt's  insistence  that 
will  be  a  growth  vehicle.  James 
i,  an  analyst  at  Dresdner  Klein- 
Benson  in  London,  argues  that 
needs  a  hefty  restructuring.  In  a 
it  note  to  shareholders,  Dodd  de- 
ed the  MCI  purchase  as  a  "poten- 
disastrous  deal"  for  bt  and  urged 
.  to  vote  against  it.  At  the  very 
,  BT  won't  get  the  hoped-for  eam- 
kick  from  MCi  quite  so  quickly.  Dan 


ness.  Before  joining  bt,  he  spent  15 
years  as  chairman  and  ceo  at  the 
British  computer  maker  ICL.  In  a  sym- 
bolic gesture,  Vallance  gave  his  spacious 
corner  office  to  Bonfield  when  he  ar- 
rived. But  from  the  start,  it  was  clear 
that  Bonfield  would  follow  Vallance's 
blueprint  for  making  BT  the  world's  first 
truly  global  phone  company. 

Not  long  after  Bonfield's  arrival,  MCl 
approached  Vallance  vdth  a  tantalizing 
offer.  After  years  of  refusing  to  allow  bt 
to  boost  its  20%  stake,  MCi  Chairman 
Bert  C.  Roberts  Jr.  suddenly  wanted  a 


The  renegotiation  saved  the  deal,  but 
it  may  be  costly  in  terms  of  making  the 
merger  work.  Morale  at  mci  plunged 
after  the  new  price  was  announced,  ac- 
cording to  one  MCI  insider,  in  part  be- 
cause the  lower  price  makes  the  shares 
owned  by  many  MCi  employees  less 
valuable.  While  MCi  President  Timothy 
F.  Price  insists  that  "there  is  no  morale 
problem,"  the  merged  company  plans 
to  set  up  a  $100  million  bonus  pool  to 
induce  top-notch  mci  executives  to  stay. 

Bonfield  also  faces  a  cultural  chal- 
lenge. BT  and  MCI  insiders  openly  de- 
scribe the  two  companies'  differences 
as  "Hell's  Angels  meets  the  House  of 
Lords."  While  bt  is  rigidly  hierarchical, 
MCI  encourages  employees  to  take  ini- 
tiative. BT  maps  out  five-year  plans, 
while  MCI  can  fine-tune  its  plans  month- 
ly as  market  conditions  change.  Bon- 
field, who's  not  wedded  to  the  bt  cul- 
ture, may  pull  the  former  monopoly 
closer  to  MCi's  style.  But  bt  and  MCl 
still  face  "immense"  integration  prob- 
lems, according  to  Legg  Mason  Wood 
Walker  Inc.  telecom  analyst  Daniel  Zito, 
who  left  MCi's  local-calling  team  four 
months  ago. 

bt  and  mci  have  some  practice  in 
working  together.  By  most  accounts, 
their  Concert  joint  venture  has  begun  to 
click.  On  Aug.  26,  Concert  announced 
that  it  had  signed  on  13  multinational 
corporations  as  customers  with  contracts 
valued  at  more  than  $135  million  over 
three  years.  But  the  venture  went 
through  rough  times  at  first:  Several 
big  Concert  customers  say  that  a  year 
ago,  they  were  being  pitched  by  multiple 
sales  teams  from  bt,  mci,  and  Concert 
for  the  same  services  at  different  prices. 
And  although  bt  has  invested  some  $1 
biUion  in  the  service,  it  says  the  joint 
venture  vrill  only  break  even  next  year. 

Clearly,  Bonfield  has  his  work  cut 
out  for  him.  He  is  already  doing  what 
he  can  to  psych  up  his  people  for  the 
MCI  merger  At  a  road  show  earher  this 
year,  he  was  backed  up  by  a  rock  'n'  roll 
band.  And  while  bt's  relations  with  its 
employees  are  sometimes  tense  because 
management  shrank  the  workforce  by 
25%  in  the  past  five  years,  Bonfield  is 
seen  as  "someone  you  could  have  a  pint 
with,"  says  Denise  McGuire,  president  of 
the  Society  of  Telecom  Executives,  a 
union  representing  around  18,000  man- 
agers and  professionals.  "We  can  cer- 
tainly do  business  with  him."  bt  and 
MCI  shareholders  can  only  hope  the 
same  is  true  for  them. 

By  Julia  Flynn  in  London  and 
Catherine  Yang  iyi  Washington,  with 
Peter  Burrows  in  San  Francisco  and 
htireati  reports 


UGH  JOB 


British  Telecom  CEO  Bonfield  gets 
idit  for  talking  down  MCFs  asking  price,  but  is 
le  canny  enough  to  turn  around  the  partners' 
I  shrinking  market  shares  and  create  a 
I  global  telecom  powerhouse? 

ft 


Reingold,  Merrill  Lynch's  senior 
telecom  analyst,  estimates  that 
MCi's  1998  earnings  will  come  in  at 
$740  million,  47%  less  than  an  orig- 
lal  forecast  of  $1.4  billion. 
Reingold  figures  MCi's  local  losses 
Duld  be  halved  through  better  man- 
;ement  and  a  strategy  shift,  but 
it's  not  in  bt's  game  plan.  Bonfield 
s  he's  not  planning  any  manage- 
it  changes  at  mci  and  will  stick 
I  its  local-market  strategy,  vrith  the 
change  being  a  deeper  thrust  into 
:ets  where  competition  is  less  in- 
;.  And  he  insists  that  the  merged 
)any  vnW  meet  its  original  target 
J.5  billion  in  cumulative  cost  sav- 
by  the  fifth  year. 

)nfield,  who  signed  on  as  CEO  in 
ary,  1996,  is  new  to  the  phone  busi- 
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merger.  Vallance  and  Bonfield  were  de- 
lighted. But  some  people  close  to  the 
situation  were  dubious.  Yve  Newbold,  a 
former  executive  at  conglomerate  Han- 
son PLC  who  quit  the  bt  board  in  June, 
says:  "At  Hanson,  if  someone  brought 
us  a  deal,  we  would  know  there  was 
an  agenda."  Bonfield  and  Vallance  de- 
clined to  be  interviewed,  but  bt  says 
that  a  merger  was  always  a  possibility, 
although  the  timing  depended  on  the 
U.  S.  regulatory  situation. 

MCi's  earnings  bombshell  heightened 
suspicions  among  BT  investors.  Share- 
holders "think  BT  management  didn't 
have  a  full  grasp  of  what  it  was  getting 
into  vrith  mci,"  says  Andrew  Han-ington, 
a  telecom  analyst  at  Salomon  Brothers 
International  in  London.  The  new  terms 
help,  but  "this  does  not  fully  restore 
credibility,"  says  Stan  Pearson,  invest- 
ment director  at  Scottish  Widows  In- 
vestment Management,  which  has  65 
miUion  shares,  or  about  1%  of  BT. 
HELL'S  ANGELS?  Abandoning  the  deal 
would  have  been  a  massive  setback  to 
bt's  international  ambitions.  Since  the 
early  1990s,  BT  has  been  creating  world- 
wide voice  and  data  networks  for  top 
multinationals.  It  has  enlisted  25  equity 
partners  in  its  Concert  alliance  with 
MCI,  which  serves  as  its  pipeline  to  the 
crucial  U.  S.  market.  "Without  mci,  bt's 
international  strategy  is  absolutely  noth- 
ing," says  Steve  Wallage,  reseai'ch  man- 
ager for  Northern  Business  Informa- 
tion/DataPro.  And  going  back  to  square 
one  in  search  of  a  new  partner  would 
have  put  bt  fai-  behind  schedule  in  fight- 
ing other  global  alliances. 
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INDIA 


I 


BLOODSHED  AND  TERROR 
IN  BOLLYWOOD-A  TRUE  STORY 

And  hoodlums  are  just  one  problem  facing  India's  mo\ie  biz 

t  had  all  the  ingi-edi- 
ents  of  a  Hindi  moxie 
blockbuster — religion, 
glamour,  underworld 
dons,  and  a  rags-to-riches 
hero — except  it  was  for 
real.  On  Aug.  12,  Gulshan 
Kumar,  a  film  producer 
and  millionaire  business- 
man, was  assassinated  as 
he  was  leaving  a  temple 
north  of  Bombay.  Accord- 
ing to  police,  he  was  a  \ic- 
tim  of  extortion  by  the  lo- 
cal mafia  led  by  under- 
world don  Dawood  Ibra- 
him, and  he  refused  to 
pay.  Kumar  is  the  third 
film  pei-sonality  this  yeai' 
to  be  killed  by  an  increas- 
ingly poweiful  undenvorld. 
His  murder  has  sent  pro- 
ducers, financiers,  and 
stai's  of  India's  .$750  mil- 
lion-a-year  film  industry 
scuiTying  into  hiding. 

The  miuxlei-s  have  high- 
lighted the  range  of  prob- 
lems facing  one  of  India's 
most    dynamic  sectors. 
"Bolh^vood"  produces 
some  750  films  annually, 
making  it  one  of  the  major 
movie  industries  of  the 
world.  But  India's  tinsel- 
to\xn  is  increasingly  hobbled  by  bloody 
relations  with  mob  lendei's,  innaway  pro- 
duction costs,  high  taxes,  and  threats 
from  video  piracy.  "The  industry  is 
scared,"  says  Amit  Khanna,  founder  of 
Plus  Channel  Ltd.,  which  produces  films, 
music,  and  'n'  progi-ams  in  Bombay. 

The  most  pressing  issue  is  the  Indus- 
trie's links  to  loan  shai'ks  and  mobsters, 
who  have  banki'oUed  about  60*^^  of  Bolly- 
wood's production  with  loans  can-jing  in- 
terest rates  of  around  40%.  As  a  hodge- 
podge of  small  independent  operators, 
the  industn,-  has  fotmd  it  difficult  to  find 
cheaper,  legitimate  soiu'ces  of  funding. 
The  Indian  government's  list  of  officially 
recognized  industries  includes  steebnaking 
and  textile  wea\ing,  but  not  filmmaking. 
An  industiy  that  >\ins  this  recognition 
requh'es  a  hcense  to  operate  but  gets 
access  to  cheaper  electric  rates  and  in- 


MIXED  MEDIA 

The  murder  of 
producer  Gulshan 
Kumar  had  all  the 
ingredients  of  a 
film  drama-but  it 
was  played  out  in 
the  streets 


for  government  recognition.  That'rfa 
cause  with  recognition  comes  thf 
sponsibility  to  adhere  to  labor  i 
which  the  industry  is  not  inclined  t 
Says  G.  P.  Sippy,  the  veteran  proc 
and  foi-mer  president  of  the  Filir.  V  i 
ation  of  India:  "Unlike  in  the  U.  S.,  . 
people  do  specified  jobs,  in  India  one 
son  does  thi-ee  different  jobs.  It  is 
difficult  to  organize  labor." 

To  compound  the  indu; 
woes,  the  cost  of  filmmaki 
exploding.  A  star-studded, 
budget  film  that  cost  81  n 
to  produce  three  years  age 
costs  twice  as  much,  becaui 
dians  increasingly  exposed 
with  Western  programs  at 
manding  better  quality 
more  exotic  locales.  Even 
makers  such  as  Prakash 
who  makes  low-budget  art 
such  as  Death  by  Hanginc, 
have  won  critical  acclaim 
side  India,  find  that  costs 
shot  up  twentj-fold  in  the 
six  yeai-s,  to  8200,000  per 
PIRATES,  TOO.  Yet  once  i 
gets  made,  it  has  an  80%  c 
of  fiopping  at  the  box  c 
WTien  that  happens,  the  di 
utors  and  cinema  owners, 
have  paid  big  up-front  gu 
tees  to  the  producers,  lose 
money.  To  top  it  off,  gn 
distributoi*s,  state  goverm 
levy  taxes  on  tickets,  i 
150%  in  some  states,  h 
than  anj-where  in  the  wor 
Ticket  prices  in  major 
have  lisen  tenfold  in  10  ye< 
up  to  83 — high  for  a  co 
where  movies  are  nor 
cheap.  The  Indian  audiei 
imwilling  to  be  the  guine 


stitutional  lending  at  18%.  The  risky  na- 
ture of  films  has  made  banks  reluctant  to 
make  loans,  lea\ing  the  field  wide  open  to 
the  underworld.  For  the  dons,  filmmaking 
became  a  good  place  to  invest  undeclai-ed 
income  and  fi-atemize  with  starlets. 

Oddly,  filmmakers  have  not  used  the 
recent  \iolence  as  an  opportunity  to  press 


for  new,  less  expensive  screen  talei. 
the  demand  for  supei-stars  is  highy. 
500  producers  chasing  the  top  25  Id; 
stars  and  pa\ing  top  dollai-.  k 
Mdeo  pii-acy  is  another  problem.  * 
operators  easily  and  illegally  ge  m 
films  days  after  theu*  release,  killir  t 
film  in  the  theaters.  So  producers  h'B 
 1  L 
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When  looking  for  oil  j 

DOWN  HERE,  IT  HELPS  TO  HAVE  TECHNOLOGyI 
THAT  OPENS  YOUR  EYES.  I 


^^^^^^ 


-■  ■*  .  •■  \-f.  - 

'A  ':'  \ 


PiU  your  liands  cwcr  your  eyes.  Now  look  foP 
oil.  Thais  what  its  like  looking  for  oil  loeated 
below  sail  layers  as  ihick  as  5,000  feel  in  ilie 
Ciuil  ol  Mexico.  Bui  recently,  we  found  a  way  to 
see  through  these  layers.  We  combined  inno 
vaiive  thinking  witli  advanced  3-D  seismic  tecl>v 


riology  to  make  the  Gulf's  first  commercially 
successful  sub-salt  oil  discovery.  A  break- 
through thai  was  due  not  so  much  to  improved 
eyesight,  as  to  vision.  Al  Phillips,  thats  what  il 
means  to  be  The  Perfonnance  Company,  pffi^ 
PHILLIPS  PETROLEUM  COMPANY  @ 


l\>i  «  <<.;'V  ../Oil/  annual  icpoil.  call  ^)  I  S-Oh  I -.V/00.  wrilc  to:  I'lullips  Annnailiqnul.  H-H.  Adams  /J/J.i,'.,  BailUsvillc,  OK  7-fOolj 
'  or  visil  as  al  www.pliiUipsOO.nnn.  ■  '  , 
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go  to  gi'eat  lengths  to  protect  copyrights. 
When  Rajshi-i  Productions  released  its 
family  hit  Hum  Aap  Ke  Hain  Kaun? 
("Who  Am  I  to  You?")  in  1994,  employees 
kept  a  24-hour  vigil  on  the  film  reels, 
even  sleeping  in  projection  rooms  in  cin- 
emas throughout  India.  Since  they  could 
only  see  the  mo\ie  in  theaters,  audiences 
came  in  droves,  making  the  film  a  record- 
breaking  S35  million  hit  at  the  box  office. 

One  way  of  raising  funds  is  to  go  pub- 
lic. In  1995,  film  idol  Amitabh  Bachchan 
launched  his  own  $14  milKon  entertain- 
ment conglomerate  to  make  and  market 
movies,  T\"  shows,  music,  and  merchan- 
dise. Bachchan  had  hoped  to  use  his  fa- 
mous name  to  issue  shai'es.  But  his  com- 
pany is  way  below  projected  eaiTiings. 

So  far,  only  one  movie  company  has 
hsted,  and  it  has  done  poorly.  G. 
Venkateswai-an.  founder  of  G\'  Films  Ltd. 
in  the  southern  city  of  Madras,  which 
runs  cinemas  as  well  as  producing  and 
distributing  films,  raised  Sl.6  million  in  a 
share  offer  in  1989.  But  despite  two  re- 
cent blockbusters,  G\'  Films  has  seen  its 
shai-e  price  fall  from  27c  to  under  a  pen- 
ny today,  leaving  it  with  a  market  capi- 
talization of  $400,000  on  annual  earnings 
of  S34.000.  Venkateswaran,  an  accoun- 
tant, says  the  market  doesn't  yet  recog- 
nize the  intrinsic  value  of  such  companies. 

But  HoUwood  might.  Rupert  Mui'- 
doch  is  making  inroads  into  the  Indian 
entertainment  industiy.  Apart  from  own- 
ing a  50%  stake  in  Zee  T\\  India's  most 
popular  satellite  cable  channel,  he  also 
has  a  30%  ownership  in  Bombay-based 
UTV,  which  produces  J\  programs  and 
recently  made  a  BoUj'Avood  romance,  Dil 
Ke  Jharoke  Mein  ("In  the  Window  of 
the  Heart"),  for  just  $700,000.  The  film 
flopped,  but  LT\'  claims  it  recovered  costs. 

Warner  Bros.  Inc.  may  get  involved. 
The  company  had  planned  to  build  mul- 
tiplexes in  India  but  got  discouraged  in 
1996  by  high  real  estate  prices,  cumber- 
some permission  requii'ements,  and  the 
high  tax  on  tickets.  Yet,  says  Ivan  Cheah, 
Wanier  Bros,  senior  vice-president  for 
Asia,  the  company  is  "still  veiy  keen" 
in  the  industry-.  "It's  the  question  of  find- 
ing the  right  opportunity,"  he  says. 

The  opportunity  may  come  soon.  Al- 
ready some  Bombay  producers  are  look- 
ing for  help  fi'om  Los  Angeles,  in  the 
hope  that  strong  connections  with  estab- 
lished U.  S.  studios  will  make  it  easier  to 
land  badly  needed  bank  loans  and  insur- 
ance coverage.  "In  three  to  five  years, 
film  production  [in  India]  will  be  con- 
trolled by  the  multinationals,"  predicts 
Ajay  Sekri,  accountant  to  top  producers 
and  stars.  Bollj'vvood,  then,  may  slowly 
give  way  to  Hollywood. 

By  Manjeet  Kripalani  in  Bombay 


RUSSIA 


WHAT  HAPPENED  TO 

THE  COAL  MINERS'  DOLLARS? 

At  least  $100  million  from  a  World  Bank  loan  is  lost 


As  the  chill  of  impending  autumn  set- 
tles on  mining  towTis  across  Siberia, 
Russia's  coal  industiy  is  again  send- 
ing distress  calls  to  the  World  Bank.  A 
year  ago,  the  Bank  provided  loans  of 
$500  million  to  help  the  industiy  re- 
structure. Now,  Russia  is  asking  for  an- 
other half-billion.  But  there's  a  prob- 
lem: A  chunk  of  last  year's  loan — one  of 
the  World  Bank's  largest  ever — disap- 
peared down  a  black  hole.  Most  of  the 
aid  was  either  stolen  by  corrupt  offi- 
cials, handed  over  to  foes  of  refoiTn,  or 
spent  on  projects  unrelated  to  coal.  "It 
didn't  do  a  thing  for  the  coal  industiy," 
complains  Yuri  Dashko,  a  mining  ex- 
pert for  a  U.  S.-funded  reform  project  in 
the  northern  city  of  Vorkuta. 

The  misspent  World  Bank  loan  is  only 
the  latest  brouhaha  over  aid  to  Russia. 
Critics  have  long  faulted  aid  organiza- 
tions for  channeling  funds  thi'ough  high- 


paid  Western  consultants  rather  thi ' 
rectly  to  Russians.  With  its  coalc- 
the  bank  for  the  first  time  tried  to  Wa 
up  a  subsidy-guzzling  Russian  inJiii 
The  loan  also  gave  President  Bo:? 
Yeltsin's  government  a  boost  duri:: 
reelection  fight.  But  instead  of  cont  L 
how  the  money  was  spent,  thek 
handed  over  cash  in  exchange  for  '.ten 
lin  promises  to  refoiTn  the  industr 

Such  laissez-faire  lending  pro\d 
be  risky  in  Russia.  Although  th(g 
emment  is  eager  to  close  nearly  i' 
its  250  mines,  it  faces  fierce  opp'ii 
from  Rosugol,  the  state  monopolt 
inns  the  industiy.  Even  so,  the  g'e 
ment  turned  over  tens  of  millions  i 
to  Rosugol  and  now  says  most  wat 
spent.  And  the  government  faid 
curb  cori-upt  local  officials,  wh  a 
helped  themselves  to  miners'  aid. 

Despite  these  problems,  the 


Search  The  Developing  World 
And  You  Will  Find  More  Bargains 
Than  In  Any  Single  Nation. 


Cumulative  Total  returns' 

5-Year 

1-Year 

97.3% 

19.7% 

Average  Annual  Total  Returns' 

1-Year 

5-Year 

Since  Inception  10/16/91 

19.7% 

14.6% 

13.0% 

Templeton  Developing  Markets  Trust 


■  At  Templeton,  we  believe  that  potentially  rewarding 
investment  opportunities  exist  in  the  emerging 
capital  markets  of  countries  such  as  Brazil, 
Argentina,  South  Africa,  Poland  and  Russia 
As  the  international  trend  toward  more 
Western-style,  free-market  economies 
continues,  such  countries  may  experi- 
ence high  rates  of  economic  growth. 
B  Templeton's  Emerging  Markets 
Equity  Research  Group  takes  advantage 
of  this  potential  by  utilizing  a  global 
office  network  to  research  investment 
opportunities  in  each  targeted  country 
This  group  operates  out  of  a  variety  of 
research  offices  around  the 
world  and  includes  2  2 
analysts  and  portfolio 
managers  supported  by 
more  than  100  consultants. 
They  investigate  each  country's 
pohtical  climate,  market  condi- 
tions and  company  management 


Dr.  Mark  Mobius,  Managing  Director 
Templeton  Asset  Management  Ltd. 


Styles.  Templeton  Developing  Markets  Trust  is  designed 
for  investors  seeking  long-term  capital  apprecia- 
tion and  focuses  on  countries  with: 
Rapid  Growth  in  Developing  Markets 
Privatization  and  Economic  Reform 

Expansion  of  Developing  Capital  Markets 
AND  Thus  Stock  Markets 

■  Call  your  investment  representative 
or  Templeton  today 


There  are  special  rislts  of  investing  in  developing  marlsets 
such  as  higher  volatility,  currency  fluctuation  and  political 
uncertainty. 

'Performance  figures  shovvn  pertain  only  to  Class  I  shares  of  the 
fund.  The  fund  offers  other  share  classes,  which  are  subject  lo 
different  fees  and  e.vpenses  which  will  affect  their  performance. 
Please  see  the  prospectus  for  more  information. 
Cumulative  total  returns  show  the  percent  change  in  value  of  an 
investment  and  average  annual  total  returns  represent  the  average  annu- 
al increase  in  value  of  an  investment  over  the  indicated  periods,  ended 
6/30/97.  Figures  have  been  restated  to  reflect  the  current  maximum 
5.75%  initial  sales  charge  and  assume  reinvestment  of  dividends  and  capital 
gains  at  net  asset  value.  Such  restatement  may  change  actual  total  returns. 
Effective  January  1,  1993,  the  fund  implemented  a  Rule  12b-l  plan,  which  affects 
subsequent  performance.  Past  expense  reductions  by  the  fund's  manager  increased  the 
fund's  total  returns.  Investment  return  and  principal  value  will  fluctuate  so  that  your 
shares,  when  redeemed,  may  be  worth  more  or  less  than  their  original  cost.  Past  perfor- 
mance does  not  guarantee  future  results. 
Franklin  Templeton  Distributors,  Inc. 


Call 


800-342-FUND  EXT.  T39  1 


YES!  I  would  like  a  free  prospectus  containing  inore  coinplete  information  on  the 
Templeton  Developing  Markets  Trust,  incluciing  sales  charges,  expenses  and  risks. 
I  will  read  it  carefully  before  I  invest  or  send  money. 
□  I  am  currently  a  Templeton  shareholder. 

Name 
Address 


BWK9/97 
T391 


  Tfempleton 

  WORLDWIDE 

  700    Central  Avenue 

  St.  Petersburg,  FL  33701-3628 

A  Member  of  the  Franklin  Templeton  Group,  Serving  Investors  for  Over  50  Years 


City/Staie/Zip 


Daytime  Phone 
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Bank  seems  set  to  make  a  second  loan. 
Indeed,  the  bank  plans  to  ramp  up  lend- 
ing in  Russia  to  a  total  of  $6  billion 
over  the  next  two  years.  The  govern- 
ment says  it  has  established  tougher 
controls.  Still,  reform-watchers  are  dis- 
mayed. "We  have  $500  million  that  has 
disappeared  into  the  abyss,  and  the 
World  Bank  is  ready  to  lend  more," 
worries  David  Kramer,  executive  coor- 
dinator of  the  Russian-Eurasian  pro- 
gram at  the  Carnegie  Endowment  for 
International  Peace.  Another  loan,  he 
adds,  would  saddle  Russia  with  debt  re- 
payments it  can  ill  afford.  Russia  is  al- 
ready the  bank's  third-biggest  borrower. 

The  trail  of  last  year's  $500  million 
loan  shows  how  complicated  aiding  Rus- 
sia can  be  (table).  When  the  first  $250 
million  installment  arrived  on  the  eve  of 
Yeltsin's  reelection  on  July  3,  1996,  it 
looked  Hke  relief  was  at  hand  for  mining 
regions.  The  money  was  aimed  at  clos- 
ing unprofitable  mines  and  providing 
severance  pay  and  retraining  for  laid-off 
miners.  It  was  also  geared  to  easing 
the  burden  of  services  transfeiTed  ft'om 
mining  companies  to  local  governments. 

So  much  for  the  plan.  On  the  cam- 
paign trail,  Yeltsin  had  made  dozens  of 
promises,  from  paying  overdue  salaries  to 
spending  more  on  kids'  camps.  But  the 
government  was  strapped  for  cash,  and 
the  World  Bank  windfall  arrived  just  in 
time.  Federal  officials  admit  they  tapped 
the  money  for  other  budget  needs,  and 
not  a  kopeck  went  to  mining  regions. 

By  autumn,  officials  from  mining  re- 
gions were  howling.  Miners,  too,  had  not 
been  paid.  Local  governments  stopped 
paying  doctors  to  free  up  money  for  heat- 
ing bills.  So  the  bank  delayed  sending 
the  second  $250  million  installment  to 
Moscow.  Finally,  in 
November,  the  Fi- 
nance Ministry  be- 
gan channeling  funds 
to  the  miners.  A 
month  later,  the 
bank  sent  the  sec- 
ond installment. 

But  that  was  just 
the  start  of  prob- 
lems.  No  one 
seemed  to  keep 
tabs  on  the  money. 
To  the  dismay  of 
bank  officials,  the 
government  chan- 
neled $55  million  of 
the  remaining  $100 
million  to  Rosugol. 
The  money  was 
earmarked  for  min- 


workers  saw  only  $6 
million  and  Rosugol 
never  accounted  for 
the  rest.  Critics 
think  Rosugol  di- 
verted funds  to  proj- 
ects such  as  new 
mines,  undercutting 
the  drive  to  shrink 
the  industry. 

Rosugol  rejects 
such  claims.  It  says 
the  funds  were  just 
part  of  its  $1.4  bil- 
lion in  federal  subsi- 
dies last  year.  Of 
that,  the  company 
says  it  spent  $94 
million  on  aid  to  laid- 
off  workers,  includ- 
ing severance  pay.  It 
also  admits  that  cor- 
rupt managers  si- 
phoned off  $11  mil- 
lion in  subsidies  to 
coal  companies.  The 
company  launched  16 
investigations  and 


A  TALE  OF  MISSING  MONEY 

►  In  July,  1996,  the  World 
Bank  grants  a  $500  million 
loan  to  restructure  Russia's 
troubled  coal  mining  industry 
and  aid  laid-o'ff  miners. 

►  Kremlin  taps  the  windfall  to 
ease  budget  pinch,  not  sending 
out  funds  from  the  first  $250 
million  chunk  until  November. 

►  The  bank  holds  up  second 
$250  million  installment  until 
December,  when  Moscow 
promises  to  distribute  aid  more 
quickly. 

►  By  early  1997,  $400  million 
has  gone  to  local  governments 
in  mining  regions,  but  Moscow 
estimates  that  at  least  $60  mil- 
lion was  misspent.  Of  the 
remaining  $100  million,  offi- 
cials can  only  account  for  $6 


fired    or    demoted    IT'l-l^Pj   cials  seem 

some  400  executives  data:  business  week 

for  misuse  of  funds. 
FEW  NEW  JOBS.  But  managers  were  not 
the  only  culprits.  Nearly  $400  million 
went  to  mining  regions,  where  local  gov- 
ernments misspent  at  least  15%  of  the 
money,  the  Finance  Ministry  says.  Offi- 
cials grabbed  some.  The  rest  was  lost  to 
inexperience.  Ironically,  local  officials, 
unaware  of  how  to  set  up  job  programs, 
turned  to  the  coal  companies. 

In  the  Kemerovo  region  of  Siberia, 
for  example,  authorities  asked  a  Rosugol 
affiliate  for  help.  The  company  promised 


to  employ  laid! 
workers  in  a 
ment   factory  1 
brickmaking  pi; 
But  the  venti; 
created    few  r 
jobs.  Now,  bank 
government  offic 
suspect  the  affiL- 
diverted  money, 
new  facilities, 
sugol  says  it  doe 
know  how  the 
ey  was  spent.  A 
Tuleev,  Kemero 
new  governor, 
plains  Rosugol 
building  new 
terminals  in  his 
gion  while  exis 
terminals  are  un 
utilized.  Yeltsin 
moved  Tuleev's 
decessor  in  J' 
saying  $32  millio 
coal  aid  had  di 
peared  on  his  wi 
World  Bank 
sur] 

ingly  unperturbe 
the  misspending.  They  contend  tha 
feiing  loans  to  spur  change  is  better 
micromanaging  expenditures.  In  the 
year,  they  note,  the  government  has 
mine  operating  subsidies  by  40% — a 
refoiTn.  And  even  if  miners  got  littl 
lief,  local  governments  spent  on  o 
good  causes.  "The  first  phase  helpec 
government  focus  on  some  social  asp 
but  it  also  pointed  up  that  real  strui 
al  change  in  this  industry  is  going  to 
lengthy  process,"  says  Michael  Ca 
who  heads  the  bank's  Russia  missio 
As  the 


ers  severance  pay, 
but  the  bank  says 


DEEP  DEPRESSION:  Minerfi  sd/w  only  a  fraciion  of  $55  million  in  severance 


Bank  steps  u 
lending,  miners 
watching  anxio 
Paychecks  are 
and  living  condi 
remain  wretc 
But  the  loan 
help  only  if  : 
used  carefully 
time.  Dozens  i 
mines  need  t( 
closed.  Miners  ] 
be  relocated.  If 
million  more 
down  a  hole, 
only  miners  vdlj 
fer.  Russia's  rej 
tion  will  be  b 
ened,  and  so  wi]| 
Worid  Bank's. 

By  Carol 
lack  in  Moscoi 
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If  your  company's  mainframe  data  is  still  being  run  through 
private  lines,  you've  got  a  big  old  guzzler  on  your  hands. 

The  fact  is,  your  SNA  is  nowhere  near  as  efficient  as  it  would  be 
if  you  converted  from  private  lines  to  MCI's  advanced  frame  relay 
network.  Converting  could  save  you  up  to  40%  —  and  allow  your 
systems  to  finally  work  together. 

Doing  it  is  easier  than  you'd  think. 

And  with  those  savings,  you  could  equip  your  company  with 
other  high  performance  vehicles,  like  a  Web  site  or  intranet. 
The  road  is  wide  open. 

For  more  information,  visit  wwu'.mci.com  or  call  1-800-659-5479. 


Is  this  a  great  time,  or  what? 


MCI 


ure  it  still  runs 
But  it's  costing 
a  fortune. 


Not  the  car. 
Your 
atta  management 
system. 
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SINGAPORE 


THE  SWEET  SOUND 
OF  SUCCESS 

Creative  Technolog\'tiglitens  its  grip  on  the  PC  atidio  market 


Sin:  Wong  Hc'O  eaii;  19^5  ""'bap- 
:  in  blood."  He  had  rumed  Ms 
Singapore-bas-ed  Creative  Technol- 
ogy  Ltd.  into  a  -?!  billion  sensation  with 
the  SoundBlaster,  a  circuit  board  that 
brought  stereo  sound  to  person^  com- 
puters. But  Ms  enons  to  find  the  nest 
Mt  were  floundering.  Red  ink  mounted. 
it.s  stock  crashed,  and  executives  bolted. 

SuddenJy.  Sini  is  cruising  again,  post- 
ing rec-ord  profits  and  sitnng  on  a  hoard 
of  cash  approaching  -i5C«."i  million,  pan  of 
wMch  he  is  using  for  U.S.  acquisitions. 
Wizh  profits  expected  to  stirge  by  •ST'v 
over  the  next  two  years.  Creative's 
stock  has  rebounded  from  -54  in  1995  to 
over  §21.  Crows  San  Francisc-o  venture 
capitalist  and  Creative  board  mem.ber 
Lip-Bu  Tan:  "Sim  is  the  comeback  kid." 

The  key  to  Creative's  re\ival  is  the 
source  of  its  imtial  success:  the  Sound- 
Blaster. Market  analysts  and  even  Cre- 
ative executives  had  assumed  the  popu- 
lar add-on  card,  launched  in  19S9.  would 


oe  "as'oiT'ed  oy  cneaper  ciones  ana  new 
technologies,  such  as  computer  cMps 
embedded  with  multimedia  functions. 

Yet  ct>nsumers  snD  prefer  the  Sound- 
Blaster By  yeai-end.  Creative  expects  to 
seD  10  million  umts  of  its  latest  ver- 
sion, the  -S99  AWT?>4.  In  the  year  ended 
-June  30.  Creative  had  record  profits  of 
-5167  million  on  revenues  of  Si .2  billion. 
Creative  has  an  installed  base  of  45  mil- 
lion users  and  the  loyaltv^  of  computer- 
game  aficionados  and  big  retailers.  As  a 
result,  its  share  of  the 
PC  audio  business  has 
risen  from  40'^f  in  1995 
to  over  CO'v.  That 
makes  Creative  "the 
king  of  retail  multime- 
dia," says  multimedia 
analyst  On:iid  Rahmat  of 
market  research  firm 
Jon  Peddie  Associates. 

Emboldened.  Sim 
ae-ain  is  diversif\ing. 


A  SLOW  REBOUND 


But  he"s  deteraiined  not  to  repea: 
takes  of  the  early  '905.  A  push  in: 
ROM  drives  was  a  disaster.  Lic-e 
most  of  its  technolog\\  Creath'e  c-<: 
keep  pace  with  the  market.  In  li 
wrote  off  -522  million  in  cd-eom  i: 
torj"  and  shut  its  drive  plant.  Tr 
into  \ideo  conJerendng  and  mo^rr 
zled.  Di\ided  over  strategy;  cc  -: 
Chay  Kwong  Soon.  Creative's  :  - 
and  Xg  Kai  Wa,  the  cMef  tec:: 
resigned.  That  left  Sim,  the  ch 
control.  "We  felt  only  one  person 
>2  ,:  :he  c-rmpany."  he  says. 
GOING  DIGrTAL  Creative  revanipt 
"::c.agen:ent  and  focused  on  adding 
:  ::e-dia  technologies  that  eomple 
its  strength  in  audio.  Its  inves 
include  stakes  in  a  designer  of  chi 
for  DXD  players,  a  Mgh-end 
speaker  maker,  and  a  software  firri- 
dalizing  in  speech  rec-ognition.  M 
quisitions  are  expected  in  cMtKi 
c-ompames. 

The  plan  is  to  pinnp  out  an  arr 
multimedia  PC  peripherals  and  s: 
for  consumers.  After  bming  a 
stake  in  Cambridge  SoundWorl- 
Creative  on  Aug.  19  introduce: 
performance  speakers  for  PCs  pr 
-S99  for  a  three-piece  set.  The  b: 
wiU  be  in  dmd.  the  next  genera' 
digital  multimedia.  Japanese  com; 
wiU  likely  domuiate  the  Dvn  hon 
tertairanent  market,  but  Creative 
to  set  the  standards  for  PCs 
Christmas,  it  wiU  launch  a  -537 
package  that  will  include  a  d^d 
capable  of  placing  a  13-3-minute 
cables,  software,  and  a  circuit  car 
There  are  still  plent>"  of  chaiii 
Intel  Corp.'s  Pentium  mmx  microp 
sor  makes  it  possible  for  softw-j 
perform  many  functions  of  a 
Blaster  card,  for  example.  And 
DVD,  it's  just  a  Kiatter  of  time  befo 
drive  and  related  software  wiU 
bimdled  inside  most  PCs.  as  cd-ro 
cutting  demand  for  Creative's  Dv 
StUl.  analysts  say  few  rival 
match  Creative's  brand  recognitic 
distribunoiL  PC  bufe  prefer  add-o: 
for  their  bener  performance,  say 
mat.  and  they're  tired  of  adapt 
new  PC  produc-ts. 
ative  has  a  francl 
audio  that  is 
much  unbeatabl 
says,  "and  audio 
bad  place  to  be 
now."  That's  wh^ 
isn't  strajing  fai 
the  field  he  pione 
By  Michat 
in  Singapore  am 
Enoardio  in  Xeu 
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IF  MANDELA'S  COALITION  CRUMBLES, 
SOUTH  AFRICA  COULD  FOLLOW 


Alter  reveling  in  the  euphoria  of  Nelson  Mandeias  meta- 
morphosis from  political  prisoner  to  President,  South 
AMc-a's  ruling  Afiican  National  Congress  is  in  a  shambles. 
Political  gridlock  now  risks  dashing  the  earlier  high  hopes  of 
an  equitable  and  prosperous  post-apartheid  societj-. 

Prc'blem  No.  1  for  Mandela  is  that  the  crucial  alliance  be- 
tween the  AXC.  the  South  Afric-an  Communist  Parn".  and  the 
Congress  of  South  Afric-an  Trade  Unions  (COS-ATl"*  is  at  the 
breaking  point.  Inside  the  axc.  there  is  rift  between  socialist- 
style  stalwarts  and  pro-market  converts.  An 
.■vxc  Congress  in  December — due  to  confirm 
Thabo  ilbeki  as  Mandeias  suc-c-essor — may  de- 
termine whether  the  allianc-e  c-an  survive.  "If 
the  glue  doesnt  hold,  there's  everv^  possibilitv- 
that  we  win  end  up  with  a  hung  Parliament," 
warns  Tony  Twine,  director  of  -Johannesburgs 
Econometrix  economic  consultancy. 

Since  coming  to  power  in  1994.  Mandela's 
government  has  used  its  overwhelming  62Fc 
parhamentar."  majoritv"  to  cozy  up  to  business. 
But  his  policies  haven't  been  bold  enough  to  re- 
ally get  the  ecTDnomy  moving.  Foreign  invest- 
ment is  slow  to  c-ome,  growth  is  lackluster  at 
about  2^^.  and  unemplojTnent  is  stuck  at  40^. 
Meanwhile,  crime,  c-orruption.  and  labor  un- 
rest are  growing,  and  the  .axc's  leftist  allies  are 
seething.  Popidar  support  for  the  axc  has 
dwindled  by  10  points,  to  oo^c.  since  19^14.  ac-- 
c-ording  to  a  recent  poL  Meantime.  Mandela  is  focusing  more 
on  his  place  in  histor.-.  by  tr-ing  to  broker  peac-e  in  Sudan 
and  Zaire,  and  on  pushing  Cape  Town's  candidae\"  for  the  2(X>4 
Summer  Ohmpics.  while  avoiding  thorny  domestic  issues. 

Part  of  the  problem  is  the  lack  of  a  strong  par'liamentarv 
opposition.  Former  President  F.W.  de  Klerk  resigned  on 
Aug.  26  as  leader  of  the  right-wing  National  Paru".  while 
Chief  Maneosuthu  Buthulezi's  Inkatha  Freedom  Partv 


M  4  V  D  E  LA:  A:  AXC  'u  tiera I 


with  no  other  outlet,  protest  has  moved  to  the  s: 
cCKS-m'.  with  nearh.-  2  miltion  members,  is  pouring  oil 
flames.  It  threatens  to  stage  paralv'zing  snikes  unless  rsj 
emment  meets  its  demands,  including  a  40-hour  w:rjr 
phased  in  over  five  years.  cos.Air  already  shut  down  mar 
dustries  with  mid- August  regional  strikes  to  protest  le^isl 
that  would  cut  workweeks  to  4-5  hours  immediately  fr'.  n: 
60  hours  now. 

The  core  c-onflict  is  over  government  economic  strategy 
1^  :r  leaders  wanted  to  emphasize  subsi^ 

:  0  programs.  But  the  government  hiai 
l:  wed  the  advice  of  business — that  only 
~Z!  create  rr.  :re  jobs. 
P1ROTEST-HAP9Y?  Now.  labor  mi]itanc>-  is  ■ 
i;-;rca.:i.  RcCerirly.  occupational  groups 
teachers  to  texrile  workers  have  strut 
have  workers  at  companies  such  as  N 
.\rrica  Ltd.  Worried  about  the  impact  :: 
eign  invest.^rs.  Adrian  du  Plessis,  nego^ 
r'jr  the  Btisiness  South  Africa  employers 
eration.  warns:  "Ttie  perception  is  that  ; 
_\fric-a  is  strike-prone  and  protest-'tiappy." 

The  government  has  other  worries.  In 
r.".'e  AXC  members  were  shot  and  killed  r,  s 
parent  resurgence  of  political  violenc-e  : 
Zulu-Natal  provinc-e.  Mobs  protesting  □ 
shutoffe  for  nonpayment  of  bills  torched  ve 
in  dashes  with  police  in  -Johannes'oorg  ir.  .-l 
Meanwhfle.  many  of  ilandela's  campaign  pledges  a:-- 
by  the  wayside.  Decent  housing  has  Mied  to  materLii: 
most.  Land  reforms,  to  return  land  expropriated  by  wi±i 
der  the  apartheid  regime,  have  stalled. 

Mandela  and  ilbeki  win  not  be  able  to  deal  with  tht 
much  else  either,  unless  they  can  reassemble  a  focus€ 
Uanc-e.  If  they  fail.  South  Afric-a  may  be  unable  to  e: 
more  chaos. 


GLOBAL  WRAPDP 


HONG  KONG  KEEPS  DOLLAR  PES 

►  The  Hong  Kong  dollar  wiU  remain 
pegged  to  the  V.  S.  dollar  "for  the 
foreseeable  future  [because]  it's  in 
our  interests  to  do  so."'  said  C.  H. 
Tung,  Hong  Kong^'s  chief  executive. 
Talking  with  reporters  ahead  of  a 
Sept.  S-12  trip  to  the  M.  S..  he  threw 
down  the  gauntlet  to  currency  specu- 
lators who  have  attacked  other  Asian 
currencies. 

Asked  how  much  of  Hong  Kong'"s 
S60  billion  in  foreign  currency  reserves 
he's  prepared  to  spend  to  defend  the 


currency.  Tung  said:  "I  think  the  ques- 
tion shotild  be  the  other  way  around: 
How  much  are  they  prepared  to  lose 

GERMANY'S  MOVING  COSTS 

►  Taxpayers  face  a  SIT  bniion  bill  for 
moving  the  German  government  to 
Berlin  from  Bonn  in  the  spring  of 
1999.  ilinister  of  Regional  Planning 
&  Urban  Development  Klatis  Topfer. 
who  is  in  charge  of  the  transfer, 
argues  that  it's  a  bargain  becatise  it 
is  more  than  SSlK)  million  less  than 
the  original  estimates.  Expenses  will 


be  lower  because  the  local  constn 
tion-indtistry  slump  has  stopped 
building  costs  from  soaring  as  fea 
Besides,  the  government  will  be 
using  more  existing  btdldings  tha 
planned. 

But  opponents  of  the  move — ap- 
proved by  a  narrow  pariiamentary 
jorrty  in  1991  at  the  height  of  Ger- 
many's post-reunification  eopl-  jria- 
c-ounter  that  it  is  no  bargair..  The  t 
eccinomic  costs,  they  say.  are  more' 
Soo  billion  when  niD  allowance  is  ■ 
for  dislocation  elsewhere,  particula 
in  the  Bonn  area. 
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15  years  ago,  we  created  online  in\  esting  with 
one  purpose  in  mind:  to  put  the  tools  of  investing 
into  your  hands.  Now,  millions  of  transactions  later, 
E*TRADE  continues  to  topple  the  old  ways  of 
doing  things. 

You  get  free  quotes,  charts,  earnings  estimates, 
up-to-the-minute  news  and  live  market  analysis 
linked  to  your  portfolio.  .^11  to  help  you  invest  with 
more  control  and  intelligence. 

You  can  place  trades  through  your  PC  or  touchtone 
phone  —  around  the  clock  —  for  a  fraction  of  the  cost 
of  traditional  providers. 

Get  online  w  ith  the  "Future  of  Investing"  (Fortune, 
317197).  \'isit  our  Web  site  or  call  today. 

WWW,  etra  de  .com 

Call  1-800-STOCKS-3 


you  do  ihe  math.  Compare: 


EoTRADE 

e. Schwab 

Schwab 

Merrill  Lynch 

Trade  by  phone 

800  listed  shares®  $20 

$14.95 

$117.36 

$117  36 

$324,00 

Trade  via  PC 

800  Nasdaq  shares @$20 

$I9.9S 

$29.95 

$104.32 

Not 
Available 

Breaking  news,  charts, 
fundamental  data  and 
earnings  estimates 

Free 

Free 

Free 

Free 

Customer  service 

rree 

Fees  may 
apply 

Free 

Free 

Some  firms  may  offer  discounts  and  services  not  available  at  E*TRADE.  Limit  and  stop 
orders  are  S19.95.  For  listed  orders  over  5,000  shares,  add  1  c/share  to  the  entire  order  Add 
S15  for  broker-assisted  trades.  Orders  execute  during  market  hours.  Comparative  rates  are 
based  on  a  8/15/97  phone  survey.  No  connect  fees  for  Web  access.  Direct  modem  and 
touchtone  connect  fees  are  27c/minute,  but  with  12  free  minutes  per  trade,  you  may  pay 
nothing.  ©  1997  E'TRADE  Securities,  Inc.  tUlember  NASD,  SIPC.  MBSWK97 
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Someday,  we'll  all  invest  this  waf 
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T^RANSFUSION 


ONSIDER  THIS  A  TRIPLE  SHOT  OF  IRON  AND  ADRENALINE,  HEADED  RIGHT  FDR  THE 
HEART    OF   YOUR    COMPANY'S    INFORMATION    SYSTEMS.    IT'S    CALLED    THE  ADAPTIVE 

Component  Architecture;"  FROM  Sybase.®  It's  a  complete,  integrated,  end-to- 
end  ARCHITECTURE  FOR  HANDLING  ALL  YOUR  INFORMATION  NEEDS,  FROM  HIGH 
performance  database  SERVERS  TO  LEADING  EDGE  MIDDLEWARE  AND  ENTERPRISE 
DEVELOPMENT  TOOLS.  ►THINK  OF  THE  ADAPTIVE  COMPONENT  ARCHITECTURE  AS 
THE  FOUNDATION  FOR  BUILDING 
TOTALLY  OPEN.  THAT'S  BECAUSE 
TO  WORK  WITH  EVERYTHING  IN 
WHICH  PLATFORM  OR  VENDOR 
CREATE  NEW  C  USTOMER-C  ENTRIC 
USE  STANDARD  COMPONENTS  DEPLOYED  THE  WAY  YOU  WANT  ON  ANY  TIER,  ACCESS- 
ING ANY  DATA.  AND  YOU'LL  BE  OPEN  TO  THE  ADVANTAGES  OF  THE  INTERNET  AND 
FUTURE  TECHNOLOGY-NO  MATTER  WHERE  IT  COMES  FROM.  ►  TO  LEARN  MORE,  CALL 
FOR  OUR  WHITE  PAPER  AT  1  -  B  □  □  -  B  S  Y  B  A  S  E  (REF.#ACBU).  AND  IF  YOU'D  LIKE 
TO  SEE  HOW  WE'VE  HELPED  SOME  VERY  SUCCESSFUL  COMPANIES  FUNDAMENTALLY 
IMPROVE  THE  WAY  THEY  WORK,   VISIT   US   AT  WWW.SYBASE.COM/SUCCESS. 

i  Sybase 


INTRODUCING 

ADAPTIVE 

COMPONENT 
ARCHITECTURE 


YOUR  FUTURE.  M  FUTUKt  THAT  IS 
THIS  ARCHITECTURE  IS  DESIGNED 
YOUR  ENTERPRISE,  NO  MATTER 
YOU   USE.   You  WILL  BE  ABLE  TO 

Computing  applications  that 


THE  FUTURE  IS  WIDE  OPEN': 


Entertainment 


GAMBLING 


THE  HIGH  ROLLERS 
HIT  MOTOWN 

Casino  giants  are  circling  Detroit,  but  how  big  is  the  payoff? 


Detroit's  Washington  Boiilevai-d  has 
seen  far  better  days.  A  center  of 
commerce  and  nightlife  in  the 
1950s  and  1960s,  the  dowTitowTi 
street  is  virtually  deserted  now.  Vacant 
buildings  and  empty  sidewalks  ser\"e  as 
stai"k  remindei-s  of  the  jobs  and  workers 
that  have  fled  Motown  since  its  hevdav. 


bling.  There  ai'e  several  other  economic- 
development  projects  under  way,  in- 
cluding two  new  downtown  stadiums,  a 
new  Afi-ican-American  histoiy  museum, 
and  a  riverfront  entertainment 
center  being  developed  by  Gen- 
eral Motors  Corp.  But  the  casi- 
nos clearly  are  supposed  to  play 


GOLD  MINE?  Duivittutvu  Detroit  may  get  three  casinos 


But  if  casino  magnates  Stephen  A. 
Wynn,  Kirk  Kerkorian,  and  Donald 
Trump  have  their  way,  this  downtrod- 
den stretch  of  Detroit  uill  glitter  once 
again.  The  three  moguls  ai'e  among  sev- 
en contendei-s  v^jing  for  thi-ee  coveted  li- 
censes to  bling  gambling  to  Washington 
Boulevard  and  two  other  downtown 
sites  by  2000.  The  prospect  of  Detroit 
becoming  a  Midwestem  mecca  for  high 
rollei-s  ah'eady  has  ci\ic  leaders  counting 
the  lucre.  "Casinos  will  make  this  a  24- 
hour  city  again,"  says  Mayor  Dennis  W. 
Ai'cher. 

Of  course,  Archer  and  the  city's  pow- 
er brokers  aren't  relying  solely  on  gam- 


a  big  part  in  De- 
troit's hoped-for 
rebirth.    A  city 

study  estimates  ^^^^^^^^^^^ 
that  the  casinos'  ^^^^^^^^^^H 

revenues  will  be  as 

much  as  S1.2  billion  annually,  with  S356 
milhon  in  taxes  being  split  between  the 
city  and  state.  Detroit's  share  of  that 
will  be  about  $200  million — a  big  wind- 
fall, given  that  the  citv's  entire  budget  is 
Sl.6  billion.  AdchtionaUy,  Detroit  expects 
casinos  to  generate  15,000  new  full-time 
jobs  and  11,000  temporary  consti-uction 
jobs,  much  welcomed  in  a  city  with  a 
still-high  unemplojTnent  rate  of  9%. 


Even  so,  is  Detroit  making  a  fool 
bet?  For  one  thing,  the  city  may  be 
late  in  joining  the  regional-gaming  en 
Industiy  analysts  warn  that  overcaf 
ity  is  already  the  industry's  bigg 
problem.  And  in  cities  that  have  ope) 
themselves  to  casinos,  results  have  rn: 
often  been  disappointing  than  spectai 
lar.  "The  notion  that  there  is  an  unl ' 
ited  field  of  gamblers  to  harvest  s 
ply  isn't  tnie,"  says  Thomas  J.  In 
director  of  the  Missomi  Gaming  C( 
mission.  He  notes  that  five  Kansas  ( : 
(Mo.)  casinos  had  been  expected  to  g, 
erate  S700  milHon  in  revenues,  but  si 
only  taking  in  about  $450  milhon.  ' 

But  that's  not  dampening  the  ai-dv 
the  moguls  v^ing  to  bring  ca.-ino; 

Motown.  Cities  willing 
embrace  casinos  as  an  t 
nomic-development  tool 
rare  these  days,  ami 
gaming  industry  i.-  ea 
for  growth.  So  Detroi 
seen  as  one  of  the  int 
tiy's  last  frontier.  With 
million  adults  within  a  : 
mile  radius,  "I  think  Dei 
is  one  of  the  last  great 
portunities  for  casino 
velopment  in  the  U. 
says  Ti'ump. 

For  proof  of  Detroit's  poten 
casino  execs  point  to  the  ste 
stream  of  gamblers  filing  tlu'o: 
the  Detroit  River  tunnel  ; 
Canada  every  day.  A  profit; 
casino  and  riverboat  in  Wine 
Ont.,  attracts  6  milhon  gamb- 
and  revenues  of  about  $500 
lion  annually.  "All  you  ha\e  t( 
is  walk  into  the  parking  lo 
Wmdsor  and  count  the  Michiga: 
cense  plates,"  says  mgm  Gr  , 
President    Alex  Yemenidji 
""WTien  these  folks  have  soinep^i 
closer  to  home,  they're  not  gii 
to  go  over  there  anymore.'i 
Windsor  casino  spokesman,  who.*'! 
knowiedges  that  809c  of  his  custorsj 
are  American,  says  that  gamblers  Ii 
still  prefer  Wmdsor's  safe,  quaint  seifi 
to    gambling    in  rough-and-tunt' 
Detroit.  \ 
LONG  ROAD  HOME.  That  may  be  r'^ 
than  just  wiiistling  in  the  dai-k.  Detii 
bleak  reputation  as  the  crime-ric/i 
capital  of  ui'ban  decay  is  lodged  in?' 
national  consciousness,  though  thef 
has  come  back  a  bit  in  recent  yt'i 
Even  Motown's  biggest  boosters  ^ii 
it  wiU  be  tough  to  tum  the  city  arcff- 
"It  took  20  yeai-s  for  Detroit  to  det^t^ 
rate,  and  it  will  take  more  than  thrfS- 
foiu'  yeai's  to  get  it  back,"  says  Chr^' 
Chairman  Robert  J.  Eaton,  who  aecjt 
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How  can  one  company  handle 
all  the  energy  needs  of  your  huslness? 

America's  largest  producer  of  low  cost  electricity  has  joined  forces  witfi  a  leading  producer  and  marketer  of  natural  gas 
Southern  Company  and  Vastar  Resources  are  proud  to  announce  Southern  Company  Energy  ly/larketing. 

After  all,  nothing  could  be  more  natural  than  getting  all  your  energy  from  just  one  place.  ^ 


http://www.southernco.com 

1997  SouIhGrn  Company 


SOUTHERN  \ 
COMPANY 

Energy  to  Serv^  Ypur World 


EUROPE'S  OPPORTUNITIES 


HOW  $10,000  INVESTED  2/28/90 
WOULD  HAVE  GROWN* 


m  European  Stotk  Fund  $22,147— 
Q  Lipper  European  Region  Funds 
Average 


T.  Rowe  Price  European  Stock  Fund  offers  investors  a  way  to  participate 
in  Europe's  expanding  economic  market.  The  fund  invests  in  small  and  large 
European  companies  positioned  to  bene- 
fit from  opportunities  arising  through- 
out this  dynamic  region.  And,  as  the  ^ 
chart  shows,  the  European  Stock  Fund 
has  outperformed  its  Lipper  Category 
Average  since  its  inception  (2/28/90).* 
International  investing  has  special  risks, 
including  currency  fluctuation  and 
limited  geographic  focus.  Past  perfor- 
mance cannot  guarantee  future  results. 
$2,500  minimum  investment  ($1,000 
for  IRAs).  No  sales  charges. 

Call  24  hours  for  a  free  information  kit 
including  a  prospectus 

1-800-401-4654 


Iinif'sl  With  Confide?ia' 

TRoweFVice 


m 
'Ik 


'Strategic  Insight  Simfund.  *24.23%,  14.86%,  ^I'lii  1 1.45%  ^re  tlie  fund's  average  annual  returns  for  the  1-year, 
vyear,  and  since  inception  periods  ended  6/30/97  respectively.  Figures  include  changes  in  principal  value,  reinvested 
dividends,  and  capital  gain  distributions  since  inception.  Investment  return  and  principal  value  will  vary,  and  shares 
may  he  wdrth  more  or  less  at  redempiion  than  at  original  purchase.  Read  the  prospectus  carefully  before  investing. 
T.  Kovve  I'rin'  hnrsinu-iil  .Services.  Inc  .  Distnhulor  i;ski3-2<>- 


Need  an  inventory  solution? 


We  have  one. 

Donating  your  exces.s 
inventory  earns  a 
generous  tax  write-off 
for  your  company. 
And  creates  college 
.scholarships  for 
needy  students.  EAL 
can  convert  your 
donation  of  inventory 
into  financial  aid. 

A  GREAT  SOLUTION. 


Request  a  free  guide 
to  learn  more. 
Call  (630)  690-0010 
Fax  (630)  690-0565 
Email 

scholar@eduassist.org 


Educational 
Assistance  Ltd. 
^   P.O.  Box  3021 

Glen  Ellyn,  IL  60138 


Excess  inventory  today . . .  student  opportunity  tomorrow 


Entertainment 


casinos  as  a  credible  component  of  th 
city's  comeback  effort. 

Detroit  has  wrestled  with  casino 
velopment  for  more  than  a  decade, 
litical  referendums  failed  twice  befor 
statewide  ballot  issue  passed  last  i 
Two  local  groups,  Greektown  Casi 
and  Atwater  Casino,  bankrolled  i 
successful  referendum.  Now,  they 
so-called  preference  rights  to  twi 
the  three  available  licenses.  The  pi 
erence  rights  don't  assure  them  a 
cense,  but  it  gives  them  a  boosi 
Archer  says  the  preference  righti 
aren't  legally  binding  and  that  he 
choose  the  bidders  with  the  strond 
financial  wherewithal  and  the  mosti 
tractive  development. 
TAX  BITE.  That  leaves  a  game  of  music] 
chairs  among  Wynn,  Kerkorian, 
Greektown,  Atwater,  and  two  other 
investor  groups  to  nab  a  license.  Oni 
cal  entry  is  headed  by  Detroit's  gra' 
ill  former  mayor,  Coleman  Young.  TIJ 
other  applicant  is  Indiana  riverboat  o[ 
erator  Don  Barden,  who  is  based  , 
Detroit. 

The  players  who  land  licenses 
face  hefty  government  fees  once  tl| 
casinos  are  open.  Los  Angeles  gamii| 
consultant  Saul  Leonard  notes  that 
strong  regional  casino  typically  sees 
profit  margin  of  30%  or  more.  But  t 
costs  of  operating  in  Detroit  will 
high — so  high  that  Han-ah's  Entertai 
ment  Inc.  cited  them  as  one  of  the  re 
sons  it  dropped  out  of  the  bidding.  T 
city  isn't  offering  any  property-t 
abatements  for  the  casinos,  and  t 
casinos  must  share  the  .$25  million 
nual  cost  of  funding  the  state  ga 
regulatory  agency. 

All  in  all,  it  comes  to  the  high(| 
tax  burden  for  casinos  in  the  count; 
Archer  insists  it's  the  right  course: 
wish  to  take  advantage  of  the  ha ! 
lessons  other  places  have  had  to  lean  » 
he  says.  And  he  knows  that  the  cit;  I 
revival  will  stall  if  the  casinos  are  ■ 
bust,  as  they  were  in  New  Orieai  » 
Half-empty    or    shuttered  casii 
"would  frustrate  our  redevelopmen  ; 
he  adds. 

So  Detroit  is  motoring  ahead  w 
its  plans.  Aixher  narrowed  the  Held 
casino  applicants  from  11  to  7  on  Ai 
22,  and  he  chooses  the  three  winnt 
on  Nov.  7.  His  picks  will  then  be 
viewed  by  state  regulators,  who  hJ 
the  final  say.  Once  the  casinos  are  bu 
Detroit  may  find  that  bringing  gam' 
to  town  was  the  easy  part.  Whetl 
gambling  can  drive  Motown's  overh 
requires  longer  odds. 

By  Bill  Vlasic  in  Detroit, 
Ronald  Grover  in  Los  Angeles 


Most  business 
locations 
have  a 
Web  address. 

Fairfax  County^; 

is  the 
Web's  address. 


If  you're  wondering  where  all  this  Internet  business  come  from,  it  come  from  Fairfax  County.  Some  of  our  1600 
information  technology  companies  helped  create  the  Net.  Many  others  support  and  sustain  it.  But  what  really 
made  Fairfax  County  the  mother  of  all  Web  sites  ore  advantages  that  would  benefit  any  business:  Access 
to  three  major  airports.  A  stimulating  quality  of  life.  And  a  customer  the  size  of  the  federal  government  next 
door  in  Washington,  DC.  For  details,  get  online  or  call  703-790-0600.  And  join  us.  You'll  be  wired  for  it. 


AIRFAX  COUNTY,  VIRGINIA.  HOME  OF  THE  1998  WORLD  CONGRESS  ON  INFORMATION  TECHNOLOGY. 


www.fairfaxcountyeda.org 


Marketing 


RETAILING 


LOOK  WHO'S  PICKING 
LEVI'S  POCKET 

To  jean  giants'  dismay,  store  brands  are  grabbing  share 


Foiirteen-year-old  Kayla  Mooney  of 
TVler,  Tex.,  has  been  a  big  fan  of 
Arizona  jeans  since  she  bought 
her  first  pair  at  a  J.  C.  Penney 
store  a  few  years  ago.  This  back-to- 
school  season  will  be  no  different  for 
the  eighth  gi'ader.  Although  she  may 
pick  up  a  pair  of  Levi's  as  well,  her 
main  interest  is  adcUng  a  few  new  pau-s 
of  Arizonas  to  her  wardrobe.  "I 
don't  see  any  difference  between 
Ai'izona  and  the  others,"  she  says. 

To  Le\i's,  Wrangler,  Lee,  and  the 
other  big  brands  that  have  long 
dominated  the  .$10.6  billion 
jeans    market,  Kayla's 
tastes  spell  trouble.  For 
as  long  as  teens  have 
been   teens — and  jean^^ 
have  been  cool — depart- 
ment-store denims  such 
as  Arizona  have  been  de- 
cidedly declasse.  While 
attractive  to  value-con- 
scious parents,  they 
have  been  moitilyingly  i 
uncool  to  kids.  But 
now,  thanks  to  hip  r 
marketing  campaigns  ?^ 
that    feature  rock 
bands,  Web  sites,  and 
edgy  imageiy  target- 
ed  at  teens,  even 
such  family  clothinu 
purveyors    as  J.C. 
Penney     Co.     and    ^  : 
Sears,  Roebuck  tV- 
Co.    have  turned 
their  low-priced  in- 
house    jeans  into 
some  of  the  hottest 
labels  around. 

In      so  doing, 
they're  giving  the 
big  bi-ands  some  real 
competition  for  the 
first  time  ever.  No 
longer  generic,  pri- 
vate-label jeans  have 
created  strong  identi- 
ties that  are  letting 
them  walk  away  with 


the  lion's  share  of  gi'owth  in  the  jeans 
mai'ket.  According  to  Port  Washington 
(N.  Y.)  market  researcher  npd  Group, 
private-label  jeans  have  gone  ii'om  a  16% 
share  of  the  market  in  1990  to  25%  to- 
day. Meanwhile,  Levi's  share  has  fallen 
from  22%  to  20%.  Overall,  national 
brands  and  designer-label  jeans,  which 
held  70%  of  the  market  in  1993,  have 
seen  theh'  share  slip  to  65%.  "The 
denim  jeans  market  has  become 
more  competitive.  That  is  the  reali- 
ty," concedes  Mai'k  Hogan,  rli- 
^ -.  rector  of  marketing  for 
Levi's.  "They  have  built 
brands,  and  they  are  oiu' 
competition." 

Of  course,  much  of 
that  share  grab  can  be 
credited  to  the  Gap  Inc., 
the  largest  of  the  pri- 
vate-label purveyors.  A 
,.  far  bigger  surprise  is 
the  success  of  cut-rate 
'eans     from  once 
stodgy  department 
stores,    thanks  to 
marketing  cam- 
paigns that  success- 
fully   divorce  the 
store  from  the  jeans. 
"Teens     are  not 
putting  it  together 
that    this    is  the 
house  brand,"  says 
.Michael  Wood,  du"ec- 
tor  of  research  ser- 
vices at  Teenage  Re- 
search Unlimited  of 
Northbrook,  111. 

That's  certainly 
the  case  with  Pen- 
ney's  Aiizona  brand, 
the  first  to  capitalize 
on  the  trend.  Back  in 


1992,  as  it  expanded  Ai-izona  fro: 
chilch'en's  hne  to  include  adults,  Per 
shelved  its  traditional  mom-targeted 
which  highhghted  cheap  prices 
dm-abiHty.  In  their  place  came  a  slici 
lies  of  image  ads  that  featured  yc 
adults  at  play.  The  shift  paid  off:  Fn 
standing  stait,  says  J.  Raymond  Pi« 
president  of  brand  development  for 
ney,  sales  of  the  Aiizona  hne  hit  .$1 
hon  last  year,  half  of  which  comes  m 
denim.  Even  better:  Wood's  annual 
vey  of  the  most  popular  jeans  wear 
Levi's  at  No.  1,  follovvecl  by  Lee, 
Aiizona  taking  a  sm-piisingly  high  I 
slot  for  the  second  year  in  a  row 
GO,  GRUNGE.  Aiizona  has  since  insp 
a  parade  of  copycats.  In  1995,  S 
laimched  its  Canyon  River  Blues,  w 
took  in  $200  milhon  last  year  and  ii 
for  double-digit  growth 
this  year  Feder- 
ated  Department 
Stores  Inc.,  which  \ 
includes  Macy's 
and  Bon  Marche,  is 
relaunching  Badge, 
its  e.xisting  private- 
label      hne.  In 
national    TV  ads 
this  fall,  alterna- 
tive   rock  band 
BudoVooba,  dis- 
covered on 
the   New  York 
college  scene, 
will  personify 
Badge's  new 
grunge    look.  A 
companion  Web  site 
also  featui'es  music  and 
news  aimed  at  teenagf     :  Ss^i^ 
boys.  "Badge  has  a  new 
attitude,"     says  Jim- 
Feczko,  Federated's  se- 
nior vice-president  for 
marketing.  "It  is  a  fash- 
ion message." 

Why  the  big  push 
into  private-label  jeans'.' 
Retailers  were  both 
lured  and  shoved  into 
the  market.  In  an  effort 
to  improve  gross  mar- 
gins, many  stores  have 
upped  theii'  offerings  of  pri 
vate-label  clothing  in  recent 
years.  But  the  national  brands 
also  partly  have  themselves  to 


Veb  sites  and  TV  ads  featuring 
rock  bands  give  once  stodgy 
labels  a  new  image 
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Today  in  the  real  world,  there  is' 
one  way  that  cyberspace  is  funda 
mentally  changing  how  business 
works:  corporate  intranets.  And 
AMD  technology  is  at  the  heart 
of  this  new  networked  world. 
Our  advanced  networking  chips 
are  key  components  of  collabo- 
rative computing  environments 
-  whether  it's  a  local  network 
or  a  global  one.  In  fact,  AMD 
chips  help  carry  8O0/0  of  all 
Internet  traffic.  Visit  our  website 
or  call  1-800-222-9323 
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AMD  IS  a  global  leader 


communications  technology,  offering 
a  full  range  of  high-performance, 
low-cost  networking  chips. 


www.amd.com 
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THE  HOUSE 


IS  THE  DAY  OF 

THE  HOTHEAD  OVER? . 

The  GOP  pols  to  watch  as  Gingrich  moves  to  the  center  '< 


blame  for  the  new  rivals.  As  Levi 
Strauss  and  other  jeansmakers  have 
opened  their  own  stores,  the  big  chains 
have  been  forced  to  develop  new  prod- 
ucts to  hang  on  to  customers. 

Ironically,  the  tangled  ties  have  left 
retailers  loath  to  boast  about  their  suc- 
cess. Chains  such  as  Penney  and  Sears 
still  sell  miUions  of  pairs  of  Levi's,  Lee, 
and  other  national  brands  eveiy  yeai". 
Even  with  Canyon  River  Blues,  the  big 
names  account  for  more  than  half  the 
jeans  sold  at  Sears.  So  stores  walk  a 


PRIVATE-LABEL  JEANS  ARE  HIP 


A  PERCENT  DATA;  COMPANY  REPORTS.  NPD  GROUP 


fine  line  between  promoting  their  own 
products  and  angering  their  powerful 
suppliers.  "We  don't  see  ourselves  in 
competition  with  Levi  or  Lee,"  says 
Penney's  Pierce.  "We  see  Arizona  as  a 
complement." 

FEW  DOUBTS.  Maybe  so,  but  that's  cer- 
tainly not  how  they  see  it.  Hogan  is 
fighting  back  vdth  a  slew  of  new  effoits 
this  fall.  They  range  ft'om  a  $90  million 
national  ad  campaign  launched  in  Au- 
gust— its  most  expensive  ever — to  new 
products  such  as  Special  Resen'e  jeans, 
made  of  higher-quality  denim.  And  \'F 
Corp.,  maker  of  Lee  and  Wrangler 
jeans,  is  bringing  out  products  that  use 
more  expensive,  higher-quahty  denim, 
such  as  Riveted  jeans.  Over  the  longer 
teiTn,  however,  vf  cfo  Gerard  Johnson 
questions  the  retailers'  staving  power. 
As  fashions  shift  away  from  the  cur- 
rently popular  straight-leg  look  to  more 
complex  designs,  he  predicts  the  market 
for  stoi'e  brands  will  get  a  lot  tougher 

For  now,  though,  few  retailers  ap- 
pear to  share  those  doubts,  and  the  on- 
slaught of  store-brand  rivals  is  likely  to 
continue.  Specialty  retailer  Wet  Seal, 
for  example,  is  also  hatching  plans  to 
better  promote  its  own  private  denim 
line.  Blue  Asphalt.  "Retailers  are  seeing 
the  success  of  other  stores  and  looking 
at  their  own  denim  brands  to  make 
them  higher  profile,"  .says  I'etail  analyst 
Walter  Loeb,  a  Wet  Seal  boai'd  member 
For  fashion-conscious  teens  such  as 
Kayla  Mooney,  the  number  of  labels  to 
choose  fi'om  looks  likely  to  gi'ow. 

By  Ellen  Neubome  in  New  York,  with 
Stephanie  Anflerso7i  Forest  in  Dallas 


House  Speaker  Newt  Gin- 
grich may  have  survived 
a  July  coup  attempt.  But 
the  botched  effort  involv- 
ing top  lieutenants  has  left 
his  hold  on  power  shaky 
and  sent  him  seeking  so- 
lace in  the  arms  of  fellow 
party  pragmatists.  On 
Aug.  2.5  in  New  Hamp- 
shire, he  chided  ''people 
who  would  rather  sit  out 
there  on  the  right  flank 
and  say  'Don't  do  any- 
thing, don't  agree  to  any- 
thing.'" Behind  the  scenes, 
a  powerful  new  second 
string  of  GOP  operatives  is 
emerging — and  that  sig- 
nals a  shift  toward  more 
mainstream  Republican 
policies.  These  Gingrich 
loyalists  will  be  moderat- 
ing forces  on  the  GOP  agen- 
da, tempering  the  right- 
IV  ing  hotheads  o  n 
everything  from  environ- 
mental regulations  to 
Medicare  reform.  Here  are 
some  of  the  pols  who'll  be 
playing  key  roles  this  fall. 

DUNN:  A  BRIDGE 

TO  WOMEN?  

Representative  Jennifer  B.  Dunn  of 
Washington  State  knows  firsthand 
the  travails  of  working  women.  Divorced 
when  she  was  in  her  inid-thh-ties,  Dunn 
raised  two  sons  while  working  full-time 
in  Belle\ne,  a  Seattle  subm'b.  She  vivid- 
ly recalls  "that  aching  feeling  in  the  pit 
of  my  stomach"  when  she  slunk  into 
work  late  after  dropping  her  kids  off 
at  school. 

Now  Dunn,  only  in  her  third  temi,  is 
di'avving  on  that  experience  to  become  a 
self-styled  "translator  to  women"  of  the 
Repubhcan  message.  In  July,  Dunn,  56, 
succeeded  fomner  New  York  Represen- 


tative  Susan  Molinari  as  the  Hn 
top-ranking  (;op  woman.  She  vow 
use  her  post  as  vice-chair  of  the  ■ 
conference  to  try  to  close  her  pa 
gender  gap.  "I  will  put  the  softer 
on  the  conservative  message,"  she  y- 
In  speeches  to  women's  gi'oups,  Ix 
lauds  capital-gains-tax  relief  as  a  « 
for  women,  who  often  rely  on  theu-a' 
ings  to  launch  businesses. 

Dunn,  a  pro-choice  conservative.]; 
brings  management  mettle  to  the  c 
tious  House  gop  conference,  -i- 
chaired  the  Washington  State  Rep 
can  Party  for  11  years  and  wat'l 
head  of  all  state  party  chairs  diir 
the  Bush  Administration.  Her  p(^' 
skills  shone  at  a  July  23  meetii  ' 
House  Republicans  during  whicltc 
Gingrich  lieutenants  confessed  e 
part  in  an  aborted  coup  agains' 
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you  to  a  world  of  system 
solutions  more  advanced  than  you  might  have 
imagined.  Everything  from  digital  systems 
that  connect  document  processing  to  your 
network,  to  America's  number  one  copier 
company  1 5  years  running.^ 

And  while  others  may  try  to  impress  you  with 
their  name,  we  use  technological  leadership  to 
make  our  point. Take  the  NP  6085,  for  instance, 
A  high-volume  copier  that  introduces  both  central 
reproduction  and  departmental  users  to  a  new 
level  of  productivity  And  the  GP200F^  the  most 
advanced  digital  solution  yet  for  copying, 
printing,  faxing  and  scanning  directly  on  your 
network.  Advanced  systems  the  competition 
would  prefer  you  not  know  about. 

So  if  you're  looking  for  the  right  solution 
for  your  office,  look  a  little  further  And  a 
little  higher  For  more  information,  call 
I  -800-OK-CANON  anytime,  or  visit  us  on  the 
Web  at  http://www.usa.canon.com. 
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]  Speaker.  The  session  could  have  been 
1    explosive.  But  Dunn,  who  ran  it,  set 

ground  mles — such  as  gi%"ing  everj-one 
-  a  chance  to  speak — that  helped  defuse 
c|  tensions.  "She's  someone  who  can  biing 
;i  people  together."  says  Chi-istopher  W. 
;    Hansen,  a  Boeing  Co.  vice-president 

who  has  worked  \nth  Dunn  on  trade 
:l  issues. 

■i  Look  for  Dunn  to  muster  support  this 
fall  for  renewal  of  Pi'esidential  "fast 
ti-ack"  authority  to  cut  trade  pacts  with- 
out congi-essional  meddUng.  Now.  if  she 
can  i-allv  women  to  the  gop.  . . 


PRYCE: 

THE  PEACEMAKER 


HASTERT:  SUBTLE 
ARM-TWISTER 


As  a  deputy  House  whip.  Representa- 
tive Deborah  Piyce  of  Ohio  saw  too 
many  bills  pass  by  i"azor-thin  mai'gins 
because  of  gop  infighting.  So  when  the 
job  of  GOP  conference  secretary — the 
No.  3  position  in  the  conference — opened 
up  this  simimer.  Piyce  went  for  it.  "We 
needed  a  person  in  oui*  leadership  that 
solid  Republicans  in  America  who  don't 
bi'eathe  &*e  could  identif\-  with."  says 
the  46-yeai*-old  foiTner  municipal  coiut 
judge,  now  in  her  thii'd  tei-m. 

Yeai-s  of  mediating  disputes  in  coiut, 
plus  seats  on  the  House  Banking  Com- 
mittee and  the  Rules  Committee,  have 
forged  her  credentials  for  a  top  job.  "I 
bring  to  the  table  the  ability  to  bridge 
gaps  between  factions."  says  Pryce. 
Conseiwative  on  economic  issues,  she 
backs  abortion  rights  and  voted  against 
repeal  of  the  ban  on  assault  weapons. 
Pryce.  whose  7-year-old  daughter  is 
adopted,  is  best  known  for  her  efforts  to 
reform  the  law  that  go\"enis  out-of-tribe 
adoptions  of  Native  American  children. 
Pryce's  interest  was  sparked  by  the 
plight  of  a  Columbus  couple,  whose 
adoption  of  twins  was  later  challenged 
by  the  biological  father  because  the  chil- 
di'en  were  part  Indian.  Some  in  the  pai'- 
ty  think  she  could  be  a  savvy 
spokesperson  for  the  OOP. 


He  hai-dly  ever  appeai-s  on  tele\-ision, 
and  his  name  i-ai-ely  makes  headlines. 
But  Representative  .J.  Dennis  Hastert  of 
lUinois.  o5.  is  a  bona  fide  stai*  among 
House  Republicans.  As  chief  deput^•  ma- 
jority whip,  Hasteit's  job  is  to  prod 
membei-s  to  toe  the  party  line.  His  abil- 
ity to  lean  on  colleagues  %vithout  seem- 
ing overbeaiing  has  gained  him  plenty 
of  fans.  "Denny  wins  you  over  by  his 
sti-aightfonvai-d.  blimt  approach."  says 
Representative  .John  M.  Shimkus  (R- 
lU.).  Adds  an  aide  to  a  top  House  Re- 
pubhcan:  "He's  a  quiet  workhorse.  This 
place  would  coUapse  ■without  him." 

The  beefy  fornier  high  school  teacher 
and  \\Testling  coach  has  been  sent  to 
the  House  six  times  by  a  suburban 
Chicago  district.  Hastert  is  a  key  player 
■jn  health  cai-e:  He  shephei*ded  1996  leg- 
islation that  allows  workers  to  continue 
medical  coverage  if  they  change  jobs 
and  championed  medical  savings  ac- 
counts, which  let  people  make  tax-de- 
ductible contiibutions  to  special  accoimts 
:o  cover  health-cai-e  costs. 

A  protege  of  affable  ex-House  gop 
Leader  Robert  H.  ^yiichel.  Hastert  wor- 
ries about  the  discontent  in  the  i-anks. 
"^\"henever  you  have  a  majority  this 
small,  any  10  people  can  rock  the  boat." 
he  says.  Hastert  cautions  Republicans  to 
be  patient.  Years  of  nurturing  a 
wTestling  team  into  state  champs,  he 
savs.  taueht  him  that  "success  is  a  cu- 


mulative thing."  Still,  he  plans  weekly 
chats  \rith  gi-oups  of  la\MTiakei"s  this  fall 
so  they  can  aii*  concerns.  If  that  fails  to 
calm  the  oop  watei-s.  look  for  Hastert  to 
move  into  the  UmeUght.  He  was  \ndely 
mentioned  as  a  successor  to  Majority 
Whip  Tom  DeLay  (R-Tex.)  when  the 
midsummer  palace  intrigue  thi-eatened 
to  oust  the  whip's  boss  and  close  friend. 
His  reputation  as  the  gop  conference's 
most  trusted  member  makes  Hastert  a 
dai-k  horse  contender  for  Speaker. 


GREENWOOD: 
STEALTH  MODERAT 

An  a\id  bird-watcher.  Represent 
•James  C.  Greenwood  never  tr; 
•nithout  his  binoculai-s.  Now.  he'D 
them  on  Capitol  Hill — to  watch  his 
Consen^atives  are  bristling  at  Ging 
appointment  of  the  pro-choice,  pre 
control  enNirorjnentalist  to  chaii- 
ning  ad\ison-  team  that  is  hamm 
out  a  long-teiTn  gop  agenda. 

Thii-d-termer  Greenwood,  46.  rej 
Representative  Bill  Paxon  (R-N 
who  quit  the  post  amid  questions 
his  role  in  the  failed  coup. 
hai"d-linei"s  \iew  the  lise  of  Green^ 
a  fonner  sodal  worker,  as  a  sop  to 
erates  for  backing  the  Speaker- 
sign  of  Xe\n's  d\^indling  base.  Bu 
ers  tliink  Greenwood's  nonideok 
bent  makes  him  the  logical  choice 
^Mth  a  balanced  budget  and  tax 
now  law.  Greenwood  aims  to  pres 
the  Speaker  broad  goals  for  the 
gop.  "Top  of  the  Hst:  tax  refonn  £ 
ui'ban-renewal  sti-ategj-.  Greenwoo 
wants  to  change  the  gop's  anti-en 
ment  rep:  "We  should  be  \iewed 
ing  on  the  side  of  a  cleaner  en 
ment  done  in  a  rational  way,"  he 
But  he  faces  big  hiu'dles.  One  i 
gi-ich's  penchant  for  flitting  fi-on 
to  idea.  "This  is  another  "let's  reor 
so  we  look  hke  we're  doing  some 
exercise."  scoffs  one  lobbyist, 
wood  says  Ginginch  will  meet 
team  weekly  and  is  committed  to 
fort.  The  other  hurdle:  Conser\" 
distrust  Greenwood.  But  exec: 
worked  with  him  on  fda  refon 
yeai-  say  the  Bucks  Cotmty  (PaJ 
maker  is  even-handed.  "He  mad] 
all  paities  had  opportimities  for  }| 
says  James  S.  Benson,  executive 
president  of  the  Health  Industiy 
factiu-ei-s  Assn.  Now  he  has  a 
to  reprise  that  performance. 

By  Amy  Bon-us  in  Waslil 
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/HAT  MAY  STUB  OUT 
HE  SEHLEMENT 

/pact  awaits  a  gamut  of  constitutional  challenges 


|he  odd  coalition  of  cigarette  com- 
panies, trial  lawyers,  state  attor- 
neys general,  and  scattered  health 
officials  that  is  lobbying  for  the 
Tiark  tobacco  settlement  is  facing 
enges  from  all  sides.  Ever  since 
leal  was  announced  on  June  20,  it 
)een  under  fire — for  Umiting  feder- 
^ation  of  nicotine,  letting  the  com- 
3s  off  for  too  Httle  money,  and 
ding  internal  documents  fi'om  the 
c,  among  other  i  hings. 
it  even  if  these  issues  are  resolved 
Congress  approves  the  pact  next 
it  still  faces  another  enoirnous  hiu*- 
the  U.  S.  Constitution.  Almost  as 
as  it  becomes  law,  an  array  of  pri- 
attorneys  and  special  interest 
ps — such  as  Action  on  Smoking  & 
th,  a  Washington-based  antismoking 
p — is  planning  to  challenge  it  in 
;.  They  are  likely  to  charge  that 
leal  illegally  hmits  the  lights  of 
ers  to  sue,  of  companies  to  ad- 
se,  and  of  states  to  establish 
nercial  regulations.  Their  objec- 
threaten  to  invahdate  key  por- 
of  the  settlement — and  perhaps 
the  entire  deal.  "This  thing  is  a 
-itutional  minefield,"  says  Richard 
alley,  president  of  the  Association 
ial  Lawyers  of  America  (atla). 
all  the  controversial  aspects 
e  pact,  perhaps  the 


most  troublesome  to  legal  experts  are 
the  proposed  restrictions  on  the  right  of 
smokers  to  sue  and  recover  damages 
from  manufacturers.  Only  rarely  has 
Congi'ess  gi'anted  a  single  industry  the 
kind  of  immunity  from  lawsuits  allowed 
in  the  settlement.  And  in  those  few  cas- 
es, the  rights  of  individuals  were  not 
shackled  as  they  are  in  the  current 
accord. 

Under  the  pact.  Congress  would  ban 
future  filing  of  all  class  actions  against 
tobacco  makers.  It  also  would  force  the 
settlement  of  20  pending  class  actions; 
current  claimants  would  be  eligible  for 
smoking-cessation  progTams  but  not  for 
cash  payments.  Additionally, 
individual  litigants  would 
be  barred  from  seeking 
punitive  damages  for 
past  industry  conduct. 


The  deal  would  set  a  $5  billion  hmit  on 
the  amount  of  damages  litigants  could 
collect  in  any  single  year. 
HEADED  OFF?  Some  legal  experts  be- 
lieve such  restrictions  violate  constitu- 
tional guarantees  to  due  process  of  the 
law  and  the  right  to  a  juiy  trial.  "The 
cumulative  effect  of  foreclosing  class  ac- 
tions, rejecting  punitive  damages,  and 
capping  compensatory  damages  could 
so  exhaust  an  attorney's  incentive  to 
litigate  that  claimants  with  legitimate 
grievances  are  denied  their  day  in 
court,"  says  Robert  A.  Levy,  senior  fel- 
low in  constitutional  studies  at  the  lib- 
ertarian Cato  Institute. 

Tme,  some  of  the  federal  restrictions 
in  the  bill  go  far.  But  Laurence  H. 
Tribe,  a  constitutional  law  professor  at 
Harvard  Law  School,  beheves  that  such 
restrictions  will  survive  because 
claimants  are  still  able  to  receive  some 
form  of  compensation.  Tribe  points  out 
that  the  Supreme  Coiul  has  held  that 
there  is  no  constitutional  right  to  re- 
cover punitive  damages  or  file  a  class 
action.  He  also  beheves  the  pact  doesn't 
interfere  with  the  right  to  a  juiy  trial 
since  there  is  no  limit  on  the  amount  of 
compensatory  damages  a  jury  can 
award,  just  a  restriction  on  the  timing 
of  their  payout.  And  he  notes  that  the 
courts  already  have  upheld  congres- 
sionally  crafted  damage  caps  for 
the  coal,  vaccine,  and  nuclear  power 
industries. 

Still,  counter  opponents.  Con- 
gress has  limited  an  in- 
dustiy's  legal  expo- 
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.•Av.hyundai.net 


'Value  Managemem*  (or  Mankind.  Sooety  ar>d  FuTu'e 


Over  the  past  fifty  years,  Hyundai  innovations 
have  made  a  world  of  difference. 

Today,  our  cars  move  people  in  over  190 
countries.  Our  oil  tankers  deliver  the  fuel  that 
powers  economic  development  to  every 
continent.  Our  semiconductors  store  and 
process  the  data  that  will  take  technology  to  the 
next  level.  And  we've  only  just  begun. 

You  see  at  Hyundai,  each  product  and  service 
we  develop  becomes  the  inspiration  for  future 
innovations.  Innovations  designed  to  meet  the 
customer's  psychological  needs  as  well  as 
physical  ones.  And  that  will  bring  us  all 
something  very  important.  A  better  life. 

Are  you  in  our  future? 


HYUNDAI 

Building  A  Better  World  Through  Value  Management 


New  York  Times  Business  Bestseller 
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"The  d'ncussiou  of 
Mr.  Ovitzs 
background  is 
involving.... 
Even  more  engaging 
are  the  last  jew 
chapters,  in  which 
Mr  Ovitz.  for  the 
first  time,  publicly 
discusses  his  disastrous 
year  at  Disney. " 

The  New  \'c)rk  Times 
Book  Review, 

June  8,  \^)9~ 


AVAILABLE  AT 
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The  1998  Business  Week  Pocket  Planner. 

Made  by  British  craftsmen  -  and  available  in  your  choice  of  colors:  classic  black 
or  rich  burgundy  -  this  slimline  pocket  planner  offers  true  value  for  the  money. 
Boasting  a  13-month  calendar,  week-to-view  appointments'  pages,  and  a  useful 
business/travel  information  section,  it's  the  planner  you  should  be  using. 

To  Order:  Make  check  payable  to  BUSINESS  WEEK  PLANNER  and  mail  to 
DEFT.  BC38,  RO.  Box  1597,  Fort  Lee,  NJ  07024  U.SA  Enclose  separate  sheet 
with  color  choice,  personalization  requirements  and 
delivery  details.  N.J.  residents  add  6%  Sales  Tax. 
Full  refimd  if  not  completely  satisfied  with  materials 
and  workmanship. 
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blocking 
of  your 
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For  customization  options  and  special  discounts  on  larger  quantities  call  Amanda  Kane  at  201461-0040,  or  fax  to  201461-9808. 


Legal  Affairs 


sttre  only  when  there's  a  pressing  soci 
or  economic  reason  to  protect  the  ij 
dustry,  a  dimension  missing  in  tobai 
co's  case.  In  1986,  for  example,  Co; 
gress  created  the  National  Vaccir 
Injury  Compensation  Program,  a  m 
fault  compensation  system  for  childn 
injured  by  vaccinations.  But  under  th 
law,  vaccine  claimants  who  are  unhapj 
with  their  awards  under  the  no-faii 
arbitration  process  ai'e  free  to  go  to  ti 
al  to  seek  unUmited  damages. 

Even  if  the  deal  does  pass  constit 
tional  muster,  critics  warn  it  m; 
nonetheless  establish  a  dangerous  prec 
dent.  The  problem:  Other  industries  ft 
ing  a  barrage  of  litigation  could  ' 
tempted  to  come  l-mocking  on  Congre; 
door.  Kyle  Logtie,  assistant  profes? 
at  the  University  of  Michigan  1; 
school,  says  that  "industries  whose  pn 
ucts  are  potentially  dangerous  vrill  lo 

DANGEROUS 
PRECEDENTS? 

Critics  charge  that  the  proposed 
tobacco  settlement  between  cig- 
arette makers  and  states  would 
trample  the  Constitution  in  the 
following  ways: 


JURY  TRJAL 


By  limiting  damage  awards  and  pn 
venting  plaintiffs  from  banding 
together  in  class  actions,  the  pact 
could  violate  some  provisions  of  th'  \ 
Seventh  Amendment. 


FREE  SPEECH 


The  proposed  legislation  limits 
industry  advertising  on  billboards, 
in  stadiums,  and  on  merchandise 
even  for  companies  that  did  not 
participate  in  the  settlement,  A  fd 
eign  company  trying  to  enter  the  [ 
market  or  a  startup  could  argue 
that  this  amounts  to  an  illegal 
infringement  on  First  Amendmer 
rights. 


STATES'  RIGHTS 


The  deal  overrides  state  laws  on 
the  licensing  of  retailers,  tobacco 
document  disclosure,  and  plaintii 
rights  to  damages.  At  a  time  whei 
the  Supreme  Court  is  particularlj 
protective  of  state  rights,  some 
legal  experts  believe  these  provi' 
sions  could  be  nullified. 
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new  interactive  computer  shoppin 
id  only  on  Business  Week  Online. 
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at  this  closely.  The  message  is,  if  you 
are  politically  savvy,  you  can  get  a  set- 
tlement agreement  that  would  save  a 
lot  of  litigation  costs." 

Perhaps  just  as  nettlesome  is  the  is- 
sue of  states'  rights,  protected  by  the 
Tenth  Amendment.  It's  a  red  flag  for 
many  Republicans  in  Congi-ess  elected 
on  platfomis  opposing  federal  meddling 
in  state  activities.  They're  likely  to  ques- 
tion the  provi-sions  that  call  for  federal- 
ly-mandated changes  in  state  couit  sys- 
tems, such  as  nixing  their  punitive 
damages  lavi^s.  And  Stephan  E.  Law- 
ton,  an  attorney  for  the  American  Can- 
cer Society,  thinks  that  the  Supreme 
Court,  which  recently  upheld  the  states' 
position  in  several  states'  rights  cases, 
may  not  take  kindly  to  Congi'ess  "di- 
rectly requiring  the  states  to  conduct 
its  own  judicial  proceedings  in  a  cer- 
tain way."  Lawton  says  one  way  to  get 
around  the  consitutional  quagmire  would 
be  if  Congi-ess  rewTites  the  deal  so  that 
states  are  coaxed  to  make  the  changes 
voluntarily,  perhaps  by  offering  them 
money  from  the  tobacco  settlement. 

Minnesota  is  particularly  peeved  be- 
cause the  pact  would  ovenide  the  state's 
tougher  laws  on  the  licensing  of  retailers 
of  tobacco  and  on  laws  requiring  the  in- 


dustry to  disclose  documents.  And  it 
would  force  Minnesota  to  settle  its  pend- 
ing Medicaid  case,  even  though  it  wants 
to  proceed.  Says  Scott  Strand,  deputy 
counsel  to  Minnesota  Attorney  General 
Hubert  H.  Humphi-ey  III:  "You  have  se- 
rious Tenth  Amendment  issues  when  you 
have  Congress  commandeering  state 
coiul  systems  for  federal  pui-jDoses." 
"ALARMING  CONCEPT."  Scholars  are  also 
examining  the  settlement's  potential  for 
running  afoul  of  the  First  Amendment. 
As  proposed,  it  would  ban  tobacco  ad- 
vertising on  billboards,  in  stadiums,  and 
on  merchandise.  Yet  recent  Supreme 
Court  decisions  have  granted  commer- 
cial speech  broad  protection.  Last  year, 
for  example,  the  court  unanimously 
ruled  that  a  Rhode  Island  ban  on  ad- 
vertising liquor  prices  was  unconstitu- 
tional. Earlier  decisions  found  that  the 
government  could  restrict  commercial 
speech  only  under  special  ciiTumstances, 
for  instance  when  the  I'estriction  has  a 
direct  effect  on  advancing  a  specific  in- 
terest and  when  it's  not  more  exten- 
sive than  necessary. 

Of  cour-se,  it's  unlikely  that  the  ciga- 
r-ette  makers  at  the  negotiating  table 
would  ever  claim  a  violation  of  their 
First  Amendment  rights;  as  part  of  the 


deal,  these  companies  have  agreec 
waive  such  rights.  But  what  aboi 
smaller  company,  perhaps  a  foreign  ( 
that  is  not  willing  to  accept  the  rest 
tions  in  the  pact?  The  negotiators  ho 
to  get  around  the  free-speech  issue| 
setting  up  a  separate  regime  for 
participating  manufactur-ers.  These  ci 
panies  would  be  ft-ee  to  advertise, 
they  would  be  required  to  make 
stantial  payments  to  a  kitty  earmar] 
for  liability  payments.  Forcing  non] 
ticipating  companies  to  pay  up  to 
vertise  is  "an  alarming  concept  beca' 
it  puts  a  price  tag  on  your  right 
speak,"  war-ns  Douglas  J.  Wood,  a 
York  attorney  who  speciaUzes  in  a(\\i 
tising  law.  ! 

The  tobacco  deal  is  now  in  the  haiB 
of  the  White  House  and  Congreji, 
which  expects  a  vote  by  mid-1998.  Bt 
lawmakers  ar"e  veering  into  unknom 
territory,  and  it  could  be  years  befd 
the  courts  resolve  many  of  the  paci? 
troubling  constitutional  issues.  E\  (V 
potential  claimant — from  individual  h- 
gants  to  advertisers  to  industries  t- 
leaguered  by  product-liability  suitsj- 
will  be  awaiting  the  outcome. 

By  Susan  B.  Garlof 
in  Washinyfk 


Short-term  fever? 


5     hv  B.Gradx 


Oh  you've  got  it  alright.  Between  the 
sandwich  you  downed  on  the  freeway 
to  make  that  meeting  on  the  opposite 
side  of  the  city,  and  the  mad  dash  home 
to  catch  enough  of  Tommy's  soccer 
game  so  as  not  to  be  late  for  Bridget's 
ballet  recital,  you're  knee-deep  in  it. 
^eJcome^°  the  ^'"'O'^  -lenw  v/oT\d. 


thinking  that  powers  every  other  facet 
of  your  life  has  finally  driven  into  your 
investment  psyche.  But  let's  remember 
why  you  invested  in  the  fir  st  place:  for 
tomorrow.  It's  a  long-term  goal.  Tliat's 
why  thei"e"s  a  straightfoiAvard  long-temi 
discipline  behind  every  Kemper  Fund. 


HERE'S  A  LONG-TERM 
BREAKTHROUGH. 


So  sho/T-temi 


^Or-y    ^'^""^  '^■^^> 


W  hy  it's  that  Kemper  Funds  long-term 
line  again.  Uh...  where  were  we?  Oh 
yeah.  Well,  with  experts  nervous  about 
how  the  market  can  continue  to  hit  new 
highs,  it's  no  wonder  the  shoit-term 

'7  couldn't  sit  through  my 
favorite  sitcom  for  more  than 
five  minutes...!  couldn't  even 

bring  myself  to  order  slow- 
roasted  chicken." 


nde  .  /y 

\\c\m^  .    out  Oo 

ail  act i 


of  ai  facfi  ve  market  is  what  Kemper's 
been  doing  for  nearly  50  yeai's  now  — 
in  a  worid  that's  become  increasingly 
short-term  focused.  If  their  long-temi 
discipline  can  cut  through  an  everyday 
scenario  this  easily,  imagine  what 
Kemper  Funds  c:ui  do  for  your  portfolio. 

Ask  your  financial  advisor  about 
the  long-tenn  thinking  behind  Kemper 
Funds.  Or  call  I  -888-Kemper-7  ext.  9 1 6 
or  visit  www.kemper.com 


pire 


£m  KEMPER  FUNEJ 

Long-term  Investing  in  a  stiort-term  wol 


For  a  prospectus  containing  more  complete  informal 
including  management  fees  and  expenses,  call  Kem 
Please  read  it  carefully  before  investing  or  sen 
money-  ©  1997  Zurich  Kemper  Distributors, 
A  memberof  the@zuRiCHGroup  1034 
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THE  COMPUTER 


On  July  10,  Compaq  introduced  a  new  line  of  desktop 
computers  and  in  doing  so,  introduced  a  radically  new  way 
of  doing  business.  Because  witfi  our  new  Deskpro  2000 
and  4000  models,  we  are  moving  to  a  Build-To-Order 
model.  BTO  means  customers  will  be  able  to  receive 
Compaq  innovation,  Compaq  quality,  and  Compaq  reli- 
ability at  prices  you  never  expected  from  Compaq. 

Soon,  we  will  be  announcing  BTO  for  all  our  products 
in  addition  'o  programs  thiat  deliver  flexible  configuration 


and  customization.  We  have  created  a  new  model  tfiat 
incorporates  the  manufacturing  efficiencies  of  the  direct 
model  with  the  value-added  services  and  expertise  of  our 
100,000+  reseller  sales  and  support  representatives. 

From  today  on,  everything  we  do  will  be  driven  by  our 
strong  passion  to  deliver  the  most  satisfying  ownership 
experience  in  the  computer  industry.  For  more  information: 
v/v/w.compaq. com/products/desktops  or  1-800-345-1518. 


COMPAQ 


©1997  Compaq  Computer  Corpotation  A!'  rights  reserved  Compaq  registered  U  S  Patent  and  Trademark  Office  Deskpro  is  a  registered  trademark  of  Compaq  Computer  Corporation, 
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A  MILD-MANNERED 
EX-POSTMAN  BY  DAY... 

Distributor  Steve  Geppi  is  using  liis  powers  to  help  Man-el 


Who  save  Man-el  Entertain- 
ment Group?  Instead  of  turning 
to  Spider-Man  or  the  X-Men. 
the  ailing  comic-book  giant  has 
enlisted  a  former  postman  with  an 
eighth-grade  education.  But  as  they  say 
in  the  comics,  Stephen  A.  Geppi  is  no  or- 
dinan*  ex-postman. 

Geppi,  an  unpaid  ad\iser  to  Man'el 
since  investor  Carl  C.  Icahn  took  con- 
trol in  June,  knows  his  comic  books.  The 
company  he  heads.  Diamond  Comic  Dis- 
tributors Inc.,  is  the  largest  comic-book 
distributor  in  the  U.  S.,  and  Geppi  per- 
sonally owns  one  of  the  countrx^'s  biggest 
collections  of  rai'e  comics.  Manuel,  mii'ed 
in  Chapter  11  since  December,  has 
turned  to  him  for  his  thoughts  on  ever\'- 
thing  from  new  titles  to  comic-character 
collectibles.  Says  Joseph  Calamari,  pres- 
ident of  Mar\-el,  which  is  still  the  No.  1 
comics  publisher:  "Steve  does  a  lot  more 
than  deliver  comic  books." 

Geppi,  47,  who  also  trades  and  col- 


lects old  mone  posters  and  animated- 
cartoon  art,  retains  his  boj-ish  zest  for 
comics.  Groxxing  up  in  Baltimore's  Little 
Italy,  he  had  a  part-time  job  sorting 
them  at  a  local  store.  In  1972,  while 
working  as  a  letter  carrier,  he  picked  up 
a  Batman  his  young  nephew  was  read- 
ing. "I  realized  I  had  never  lost  interest 
in  comics,"  he  says.  "It  was  just  that 
people  said  you  were  too  old  to  read 
them."  His  youthful  passion  rekindled, 
the  round-faced,  fast-talking  Geppi  went 
on  to  open  four  comic-book  retail  stores, 
GOOD  TIMING.  In  the  early  1980s,  he 
moved  into  dehveiy  by  founding  Dia- 
mond. The  comic-book  market  was  soar- 
ing. Aside  from  kids,  nostalgic  baby 
boomers  were  bujing  and  trading  vm- 
tage  editions,  Geppi  bought  the  accounts 
of  a  distributor  who  wanted  to  go  into 
comic-book  retailing,  pajing  him  with — 
what  else — comics.  Since  then,  he  has 
gobbled  up  many  smaller  outfits. 

Todav.  Diamond  dominates  the  $500 


million  comics-distrib- 
ution industn-.  Geppi.  who  owns 
100%  of  the  Timonium  (Md.)  comp; 
projects  that  revenues  vrHH  hit  S220 
lion  this  yeai'.  Industry-  sources  estin 
that  his  net  margins  run  around  S"^- 
6*^.  gixing  him  earnings  of  roughly 
million.  Diam.onds  success  is  a  testam 
to  both  Geppi's  love  of  the  art  form 
his  U.  S.  Postal  Service  background.  A 
comics  fan  and  retailer.  Geppi  won 
vor  from  publishers  by  gi\ing  free  ad\ 
on  what  was  selling  and  why.  And  a 
USPS  alumnus,  he  understood  the  ben 
of  a  national  distribution  network  able 
ship  on  the  gi'ound  or  the  air  int 
changeably.  Before  Geppi,  most  con 
distributors  were  regional  outfit: 
depended  on  either  air  freight  or  tru 
ers  to  move  their  books  from  the  pri 
ers.  One  ghtch  meant  delays. 

Geppi  constructed  an  elaborate — a 
flexible — system  of  air  and  truck  s 
pers  to  whisk  books  to  retail  racks 


STEPHEN  A.  GEPPI 

EHHI]  1950.  Baltimore 


EDUCATION 


CAREER 


Completed  8th  grade 

\  1964-69  Manual-labor  jobs 
1969-73  U.  S.  Postal  Senlce  letter  carrier 
1974-1981  Opened  four  comic-book  stores 
in  Baltimore 

1982-present  Head  of  Diamond  Comic 
Distributors 


CLAIM  TO  FAME 


A  comics  fanatic  who 
built  Diamond  into  the  U.S.'s  largest  comic 
book  distributor,  he  is  now  ad\ising 
Man'el  Comics  on  turnaround  strategy- 


FAMILY 


I  Companion  of  Mindy  Stout 
for  eight  years,  with  one  daughter:  four 
children  from  a  pre\ious  marriage  and 
two  grandchildren 


HOBBIES 


Collecting  comics 
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tionwide.  If  one  earner  ran  into  trouble, 
another  leaped  in  to  haul  the  colorful 
cargo.  Timely  deliveiy  was  a  big  hit  with 
avid  readers,  who  wait  eagerly  for  their 
comics  to  arrive  at  the  store  every 
Wednesday.  Publishers  liked  it,  too.  Says 
Paul  Levitz,  executive  vice-president  at 
No.  2  DC  Comics  Inc.,  home  of  Super- 
man and  Batman:  "He  does  an  incredi- 
ble job  moving  the  product." 

Diamond's  advance  hasn't  been  trou- 
ble-free. Some  store  owners  complain 
that  his  neai'-monopoly  has  let  him  hike 
prices.  And  in  the  early  '90s,  publishers 
pumped  out  too  many  titles,  leading  to  a 
glut  that  damaged  the  entire  industry, 
particularly  Marvel.  Geppi  got  hmt  when 
Marvel,  looking  to  save  money,  decided  in 
1993  to  distribute  its  own  books.  Over- 
night, Geppi  lost  30%  of  his  business.  He 
scrambled  to  make  up  the  loss  via  DC.  By 
dangling  attractive  discounts,  he  ex- 
panded fi-om  handling  half  of  its  deliver- 
ies to  all  of  them.  Geppi  also  branched 
into  comics-related  trading  cards,  video 
games,  and  collectibles. 
WELCOME  BACK.  Meanwhile,  things  got 
worse  at  Mai-vel,  then  owned  by  financier 
Ronald  0.  Perelman.  Marvel  annoyed 
readers  by  continuing  story  Knes  from 
one  book  to  another  to  spur  sales.  So  to 
follow  one  issue's  Spider-Man  plot,  say, 
readers  would  have  to  buy  the  next 
X-Men.  Leading  artists  fled  to  start  com- 
peting companies,  an  exodus  that  hurt 
Marvel's  quality.  Tliis  spring,  befor-e  Icahn 
took  over  Marvel  in  bankruptcy  comt, 
Perelman's  team  brought  Diamond  back, 
giving  Geppi  sweet  vindication. 

Now,  as  an  adviser  to  Marvel,  Geppi  is 
pushing  the  company  to  bring  out  new 
chai'acters  and  freshen  its  mix.  Marvel 
had  pared  its  200-title  list  to  45.  Geppi 
feels  that's  going  too  far  And  he  thinks 
Marvel  should  use  its  clout  to  get  special 
rates  ff'om  printing  companies  for  new  ti- 
tles, which  tend  to  lose  money.  Although 
it's  too  early  to  tell  what  the  impact  of 
his  counsel  will  be,  there's  little  doubt 
that  Marvel  values  his  expertise.  Geppi's 
free  advice  is  harxlly  selfless:  A  r-obust 
Marvel  will  boost  his  business. 

Geppi  has  never  strayed  far'  fi-om  his 
childhood  hobby.  Tbday,  he  keeps  boxes  of 
old  comics  beside  his  desk  to  dip  into 
for  a  break.  "When  I  was  a  little  boy, 
these  were  my  friends,"  says  Geppi.  "I 
get  the  warTO  fuzzies  reading  Lulu  and 
Tubby."  Now  that  his  hobby  has  made 
him  rich,  Geppi  can  indulge  his  childhood 
dreams.  He  is  a  part-owner  of  the  Balti- 
more Orioles,  with  author-  Tom  Clancy, 
among  others.  But  most  important,  he 
can  have  any  comic  book  he  wants.  When 
he  was  nine,  he  had  a  chance  to  buy  Ac- 
tion Com  ics  No.  1  fr"om  1938,  which  in- 
troduced Superman.  At  $5,  it  was  too 
pricey.  Last  year,  he  paid  $62,100  for  it. 

By  Roy  Furchgott  in  Timonium,  Md. 


TELEVISION 


IS  IT  PRIME  TIME 
FOR  CABLE? 

The  Big  Three  aren't  so  big  with  audiences  anymore 


For  years,  executives 
at  the  big  broadcast 
networks  have 
laughed  off  the  ef- 
forts of  their  poor  cous- 
ins toiling  in  the  obscurity 
of  cable  TV.  Sure,  the  Big 
Thr-ee — abc,  cbs,  and 
NBC — have  been  losing 
their  hold  on  viewers  for 
decades,  but  no  one  has 
r-eally  questioned  the  pri- 
macy of  the  networks  and 
the  har'd-to-dupUcate  mass 
appeal  their-  most  popular 
programs  possess.  And 
certainly  in  the  eyes  of 
advertiser's,  who  pay  huge 
pr-emiums  for  its  airtime, 
broadcast  still  reigns. 

But  viewers  are  in- 
creasingly abandoning 
the  Big  Three  for  more 
inter-esting  far-e  else- 
where. And  wher'e  view- 
ers go,  so  go  advertis- 
ers— eventually.  This 
summer;  br"oadcaster"s  r-e- 
ceived  a  few  shocks  that 
have  forced  them  to  face 
the  encroaching  power  of 
cable.  When  the  Emmy 
nominations  for  last 
year's  highest-quality 
programs  were  an- 
nounced in  July,  cable's 
HBO  snared  the  most. 
That's  the  fir-st  time  in 
television  history  the 
honor  hasn't  gone  to  a 
br-oadcast  network. 
FREE  FALL.  That  came  on 
top  of  a  near  free  fall  in  ratings.  As 
the  last  TV  season  ended  in  May,  the 
Big  Thr'ee's  prime-time  mar'ket  share 
fell  below  50%  for  the  fir-st  time  ever 
(chart,  page  98).  Cable,  meanwhile,  was 
being  watched  in  prime  time  by  near-ly 
one-third  of  the  country,  a  50%>  incr-ease 
in  just  the  past  five  years.  "Add  us  up, 
and  cable  is  a  very  fornridable  competi- 
tor," says  USA  Network  President  Kay 


Cable  is  starting  to  look  more 
like  broadcast  TV,  spending 
huge  sums  on  programming 

RERUNS  OF  THE  X-FILES  ARE  BOOSTING  CABLE'S  FX 


Koplovitz.  It's  not  a  single  cable  ne<( 
work  doing  this,  but  an  explosion  il 
new  ones,  such  as  tv  Land  and  the  His,' 
tory  Channel,  that  is  having  such  al 
impact.  "They  had  better  be  lookin 
over  their  shoulder-s." 

It  looks  as  though  they  finally  ar< 
As  the  new  television  season  gets  unde 
way  this  month,  all  the  broadcast  net 
works  except  CBS  are  aggi-essively  trj; 
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Introducing 

CFO  Vision" 


THE  POWER  TO 

FIGURE  IT  OUT. 


DECISIONS  ARE  TOUGHER. 


TIME  IS  CRITICAL. 
[RESOURCES  ARE  LEANER. 


AND  THE  BUCK  STOPS  WITH  YOU 


...HYPE  JUST  WONT  CUT  IT  ANYMORE. 


Stop  crunching  and  start  analyzing.  With 
CFO  Vision  you  can  visualize  your  business 
interactively... and  gain  control  of  informa- 
tion to  spot  opportunities  and  risks  faster 
than  ever  before.  Reengineer  the  entire 
process  of  financial  consolidation,  reporting, 
and  analysis. .  .as  you  accelerate  the  flow 
of  information  to  decision  makers  at  every 
level  of  your  organization. 

With  the  click  of  a  mouse: 

■  Understand  the  facts  beyond  the  figures. 

■  Improve  timeliness  and  availability  of 
business  reporting. 

■  Analyze  every  "slice"  of  your  business — 
from  branch  profitability  to  product  cost 
analysis — in  any  currency 

Powerful,  award-winning  data  warehousing, 
OLAP,  graphics,  and  EIS  capabilities  are  all 
included  in  one  fully  integrated,  easy-to-use 
solution.  It's  all  yours  from  one  vendor: 
SAS  Institute,  with  a  proven  track  record 
for  continuous  innovation  and  reliable 
support  at  more  than  29,000  organizations 
worldwide. .  .including  the  Fortune  100. 

For  a  free  preview  of  CFO  Vision, 
just  give  us  a  call  or  send  us  E-mail 

at  bw@sas.sas.com 


919.677.8200    Fax  919.677.4444  www.sas.com/vision/ 


SAS  is  a  registered  trademark,  and  CFO  Vision  a  trademark, 
of  SAS  Institute  Inc.  Copyright©  1996  by  SAS  Institute  inc 


Cherries  in  winter, 
peacties  in  spring.  It's 
not  the  weather  that's 
changed,  it's  the 
pacl^aging. 


Every  clay,  at  36.000  feet,  a  global 
exchange  of  sorts  takes  place. 
Millions  of  freshly  picked  items  crisscroj 
the  globe,  many  of  them  gently  nestled 
packaging's  version  of  a  first-class  seat- 
a  carton  or  container  designed  by 
International  Paper. 
Chilean  grapes  land  in  Marseilles. 
California  melons  touch  down  in  Warsaw. 
Tuscan  tomatoes  arrive  in  Kyoto. 
What  helps  them  survive  the  trip? 
Package  design  that  anticipates  reality: 
temperature  swings,  humidity,  jostling, 
customs  delays,  curious  spiders  and  th( 
occasional  1 5-foot  plunge  from  a  cargo 
ship's  hoist. 

Packaging  also  has  to  be  specific. 
Frozen  chicken,  fresh  juice,  fine  china- 
each  poses  a  very  different  challenge. 
Last  year  alone,  our  engineers  designed 
over  44.000  distinct  kinds  of  packaging 
for  businesses  all  over  the  world.  And  i 
a  lab  where  we  mimic  the  rigors  of  glob 
travel,  our  packages  are  tested  until  the 
reveal  their  every  strength  and  weaknes 
We  do  it  for  our  customers,  and  for  all  o 
you  who  crave  fresh,  unbrulsed  cherriee 
in  midwinter. 


INTERNATIONAL^)  PARE 

We  answer  to  tlie  world. 


www.ipaper.com 


Media 


silicon 

Valley, 

Online 


business  Week's  Special 
Report  on  Silicon  Valley  is 
!ven  bigger  on  Business 
Veek  Online.  In  addition  to 
iverything  in  the  magazine, 
ou'll  find  these  extras: 

More  Stories  < 

Over  20  complementary 
articles,  including  profiles  of 
Fred  Terman — arguably  ttie 
father  of  Silicon  Valley,  16 
up-and-comers  to  watch, 
and  other  places  that 
wannabe  Silicon  Valley. 

Interactive 
Map 

Pick  a  decade  and  zoom  in 
on  a  city  to  find  out  what's 
going  on  there. 

The  Silicon 
Valley  100 

A  rankmg  of  the  Valley's  top 
public  companies,  with 
detailed  financial  info. 

Transcripts/ 
Audio 

Read  m-depth  interviews 
with  Valley  superstars  such 
as  Larry  Ellison,  Andy  Grove, 
Scott  McNealy,  and  others, 
or  listen  to  highlights  in 
RealAudio. 
ind  these  online-only  features  at  A 
'ww.businessweek.com  by  clicking  on  the 
ilicon  Valley  link.  On  AOL  (keyword:  BW).  /U^l^p^ 
lick  on  The  Computer  Room  in  BW  Plus!    CC-  " 
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ing  to  brand  themselves  with  a  specific 
identity — much  the  way  cable  networks 
MTV,  ESPN,  and  CNN  have  done  for  years. 
NBC  is  focusing  on  half-hour  sitcoms, 
which  will  doininate  foui-  nights  a  week. 
WB,  the  fledgling  network  launched  by 
Time  Warner  Inc.,  has  recast  itself  as 
the  family-ftnendly  network,  upn,  half- 
owned  by  Viacom  Inc.,  is  investing  in 
sci-fi  progi'ams  to  complement  its  flag- 
ship Star  Ti-ek:  Voyager.  And  in  a  huge- 
ly expensive  bid  to  appear  hip  and 
relevant,  abc  is  aping  cable's  attitude- 
heavy  advertising  in  its  new,  $40  million 
"TV  is  Good"  campaign. 

Fox  is  sticking  with  yoimg  adults  and 
is  aggi'essively  holding 
on  to  those  viewers. 
Of  course,  as  the  up- 
start fourth  network, 
it  has  long  prospered 
by  stealing  the  Big 
Three's  audience. 
Now,  says  Fox  Presi- 
dent Peter  Roth,  "au- 
dience erosion  cannot 
be  ignored."  This  sum- 
mer, instead  of  run- 
ning a  steady  stream 
of  reruns.  Fox  aired 
fi-esh  specials  and  de- 
buted series  such  as 
the  action  show  Roar 
on  40%  of  its  schedule. 
As  a  result.  Fox  saw  a 
9%  improvement  in  its 
viewership  this  sum- 
mer, while  ABC  and 
NBC  plmnmeted  and  CB.s  was  up  slightly. 

But  as  the  broadcast  networks  wise  up 
to  the  cable  threat,  the  cable  netwoi'ks 
are  applying  even  more  pressure  by 
spending  more  on  big-ticket  and  origi- 
nal programming  to  make  themselves 
look,  ironically,  more  Uke  broadcast  net- 
works. Fox  parent  News  Coip.  handed 
renin  rights  to  two  of  its  hottest  shows — 
NYPD  Blue,  wliich  aii-s  on  abc,  and  The 
X-Files,  showTi  on  Fox — to  fx,  its  owti 
cable  network.  FX  spent  an  astonishing 
.$10  million  to  promote  the  renms  of  the 
two  shows.  It  appears  to  be  paying  off. 
Even  though  FX  has  distribution  into 
only  one-thii-d  of  U.  S.  homes,  1.1  mil- 
lion xiewei-s — triple  its  average — ^tuned  in 
when  the  renms  debuted  on  Aug.  19. 

Other  cable  networks  are  making 
themselves  look  more  Uke  broadcast  net- 
works by  spending  huge  sums  on  pro- 
gi'amming.  hbo  has  long  pursued  this 
tack,  and  its  haul  in  Emmy  nominations, 
along  with  its  booming  bottom  line,  is  a 
significant  achievement,  tnt  and  tbs, 
both  owned  by  Time  Warner,  have  ag- 
gi'essively struck  deals  this  year  for  the 
fii"st  free-TV  rights  to  such  big  films  as 


HEY.  WHERE'D 
EVERYBODY  GO? 

As  the  viewershiip  of  tfie  old-line 

broadcast  networks  falters, 

cable's  is  growing 

0  

PRIME-TIME  AUDIENCE 
MARKET  SHARE 


CABLE 


0  I 

'92       '93  '94 
A  PERCENT 

DATA:  NIELSON  MEDIA  RESEARCH 


The  English  Patient.  Most  of  the  ma>  i 
cable  networks  are  also  making  huge  i- 
vestments  in  their  own  original  p^ 
gramming,  whether  it's  special  evejB 
like  tnt's  $8  million  George  Wallcfs 
biopic,  or  usa's  weekly  $1  million  inst;lt- 
ment  of  La  Feymne  Nikita.  As  viewip 
regularly  see  glossier,  high-profile  pih 
gi"ams  on  cable,  as  well  as  big  sportig 
events,  the  hne  between  what  view(|B 
expect  fi'om  broadcast  and  cable  blui-, 
SNOB  APPEAL.  The  cable  networks  ^. 
afford  tlie  big  investments  in  progi'ai- 
ming  because  they  are  much  more  prl 
itable  as  a  breed  than  broadcast.  CaV- 
networks  make  money  by  collecting  f* 
fi'om  the  cable  systefc 
that  carry  them,  f 
well  as  by  selling  | 
time.  Broadcast  n^  i 
works  only  make  m*  I 
ey  from  selling  ad  tin^ 
and  they  also  pay  thf 
affiliates  for  carryijp 
theii-  progi'ams.  Witl^ 
forecasted  1997  operW 
ing  pi'ofit  of  about  $60i 
million,  ESPN  (8(| 
owned  by  Walt  Disnl 
Co.)  is  the  most-prt|! 
itable  network.  Firfe 
place  NBC  made  $51 
million  from  its  n<^ 
work  last  year,  accoii^ 
ing  to  Menill  Lynch  |j 
Co.'s  Jessica  Reif  (M 
hen,  while  abc  ma^ 
$75  million,  and  F# 
broke  even.  CBS  lost  .$47  miUion,  upn  IcIJ 
$98  million,  and  WB  lost  $130  million. 

Despite  the  disparity  in  profitabilil|| 
and  the  nan-owing  gap  in  viewersh| 
the  snobbeiy  siuTounding  the  broadcs 
networks  still  holds  with  advertiseilj 
which  continue  to  pay  huge  premiums  i 
place  ads  on  broadcast  vs.  cable.  Evi 
with  sharply  reduced  market  shai-e,  t! 
lui'e  of  reaching  a  huge  audience  in  o: 
shot  still  propelled  the  networks  to 
biUion  in  advertising  sales  for  the  ui 
coming  season.  That,  even  as  the  cosj 
per-thousand  (CPM)  of  reaching  broadcg 
viewers  rose  11%  this  year,  while  c 
ble  CPMs  rose  by  less  than  7%.  So  f; 
"we  aren't  counter-progi-amming  agairi 
channels  that  deliver  0.6  ratings  [roug« 
ly  420,000  homes],"  says  Preston  Beef 
man,  nbc's  senior  vice-president  of  prj 
gramming,  planning,  and  schedulinjj 
"We  know  that  cable  is  out  there,  bj 
oiu-  competitors  are  cbs,  abc,  and  Foj' 
In  ads,  maybe  that's  still  true — for  nor 
But  Beckman's  aloofness  is  one  that  "f 
and  his  fellow  network  programmiij 
executives,  sui-ely,  can  no  longer  affor»\ 
By  Ro)iald  Graver  i7i  Los  Angelt 


•THROUGH  AUG.  17 


A  LAN  COULD  CARE 


LESS  IF  YOU'RE 


UNDERSTAFFED, 


OVERWORKED,  OR 


EVEN  EMPLOYED. 


We  can  help.  A  iewer  isn't  hen  to  hoU  your 
hdiki  It's  here  to  jwtjorm  millions  of  operations  per 
seeoiui  That's  why  at  AST,  we're  here  to  help 
you  every  step  of  the  way  With  manaijeinent 
software  that  notifies  you  if  there's  a  prohleiiL 
And  nnth  a  dedieated  server  support  stajf  that's 
ready  to  solve  those  problems  n  hours  a  day, 
7  days  a  week  We  even  have  an  option  that 
ineludes  on-site  technician  response  within 
I  hours  Because,  sometimes,  a  helpine)  hand  is 
eyaetly  ivhat  you  need  For  more  information 
about  AST  Manhattan  servers  with  Intel 
Pentium  Pro  processor,  call  1-800-945-2278. 


Manhattan  S  Senes 
20()MH2  Intel  Pentium  I'm 
pnxessdr,  dual  CPU  Lapabilily 
25(.  KB  or  512  KB  cache 
depending  on  model 
M  MB  ECcfRAM  standarti 
memt  »ry,  expandable  to  1  CB 

SCSI  c:d-rom 

standard  on  all  mtxIeU 
Three  channel  PCI 
LiltruAVide  SCSI  disk  array 
controller  (array  models) 
PCI  Ultra/Wide  SCSI- ^ 
adapter  (non-array  models) 
-145-wait  power  supply 
Intel  EtherLxpress  " 
PRf.VlWB  adapter 
^-year  on-^^iie  Irmiied  warranty 
r)piional  C^iardianCarc 
4-hoiir  on-site  response 

pro^m  available 
Fullv  certified  lor  Novell' 
NetWare"  and  IntraneiWaie," 
and  Microsolf"  Windows  NT" 


AST 

C  O  !V5  i  ■•  U  T  E  R 
Worfeitii^  /or  your  tiHsiKfSs? 


PENTIUM  PRO 
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[NTERNATIONAL  ACCORD 

With  its  versatile  new  platform  as  a  base, 
Honda  plans  to  build  vastly  different  cars 
geared  to  local  markets  around  the  world. 
Here's  what's  coming: 

SEPTEMBER,  1997  At  189  inches  long  and 
70  inches  wide,  the  new  U.S.  Accord  is  a 
midsize  competitor  to  Ford's  Taurus.  A  raised 
roof  provides  extra  headroom  and  a  roomy 
interior  for  this  conservative  family  car. 

SEPTEMBER,  1997  Six  inches  shorter,  four 
inches  thinner,  and  with  a  lower  roof  than  its 
U.S.  cousin,  the  new  Japanese  Accord  is  a 
sporty  compact  loaded  with  high-tech  gizmos 
beloved  by  Japanese  professionals. 

SPRING,  1998  The  European  Accord  will  be 
launched  with  a  short,  narrow  body  geared  to 
tiny  streets.  It's  expected  to  have  the  stiffer, 
sportier  ride  Old  World  drivers  prefer. 

FALL,  1998  By  enlarging  the  frame  even 
more.  Honda  will  build  a  minivan  for  the  U.S. 
as  big  as  the  market-leading  Dodge  Caravan. 

FALL,  1999  Next  up,  a  sport-utility  vehicle 
for  the  U.S.  market.  At  200  inches  long,  it 
will  rival  the  big  Chevrolet  Tahoe  in  size. 

FALL,  1998  AND  FALL,  1999  Two  Acura 
luxury  cars-the  TL  sedan  and  CL 
coupe-will  be  launched  in  the 
U.S.  off  the  same  platform. 

DATA:  HONDA.  INDUSTRY  SOURCES 
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More  than  most  auto  makers,  it  depends  on  its  No.  1  model. 
The  Accord  makes  up  almost  half  of  Honda's  sales  in  the 
U.  S.,  its  biggest  market.  Worldwide,  Honda  devotes  more 
than  a  quarter  of  its  production  to  the  Accoixl.  And  unlike  the 

CR-v,  Honda's  

popular 
sport-utility 
vehicle,  there 
is  nothing 

niche  about  the  Accord  sedan.  It  competes  squarely  in  the 
middle  of  the  world's  biggest  car  segment,  the  family  sedan. 
Says  Kawamoto:  "The  Accord  is  the  rice  in  our  meal." 

Still,  on  the  siuface,  the  highly  successful  auto  maker  would 
appeal-  to  have  Uttle  to  wony  about.  Reboimding  smaitly  from 
a  downturn  in  the  early  1990s,  Honda  introduced  a  raft  of 
recreational  tnick  models  at  home  last  yeai-  that  helped  it  cUmb 
into  thii-d  place  in  sales  for  1996.  That  success,  as  well  as  con- 
tinued strong  eaiTiings  in  Ameiica,  more  than  trij^led  Honda's 
net  income  to  a  record  $1.9  billion  for  the  12  months  ended  Mar. 
31,  1997.  Honda's  stock  price  has  soai-ed  40%  tliis  yeai\  making 
it  Japan's  second  most  valuable  caiTnaker,  trailing  only  Toyota. 
CUSTOMIZING  CARS.  But  Kawamoto  realized  years  ago  that 
Honda's  long-teiTn  success  was  thi'eatened  if  the  auto  maker 
couldn't  make  the  company's  most  important  car  more  suc- 
cessfiil  outside  the  U.  S.  At  the  same  time,  to  keep  up  with  the 
needs  of  its  aging  baby-boomer  buyers,  Honda  executives  say 
they  needed  to  substantially  enlai-ge  the  new  U.  S.  vereion.  The 
obvious  solution  to  the  Accord's  woes — designing  a  different 
model  for  each  market — was  out  of  the  question.  Honda  may 
have  big  brand  presence  in  the  U.  S.,  but  it  ranks  only  13th 
among  the  world's  auto  makers.  That  means  it  can't  afford  to 
spend  as  much  as  its  biggei'  rivals — not  even  on  the  all-im- 
portant Accord.  While  General  Motors  Coi-p.  budgets  a  gen- 
erous $9  billion  a  year  for  research  and  development,  for  ex- 
ample, Honda  gets  by  with  a  mere  $2.1  billion. 

Now,  however,  Honda  may  have  found  a  way  to  customize 
the  Accord  for  world  mai'kets  without  breaking  the  bank.  The 
completely  overhauled  1998  Hon- 
da Accord  that  will  hit  U.  S. 
showi'ooms  on  Sept.  25  will  look 
and  feel  nothing  like  the  Accord 
being  introduced  si- 


THEU.S.  MODEL 


Eyeing  the  family 
market,  Honda 
expanded  the  cabin 
by  seven  cubic  feet 


'96  model  year,  worked  in  the  U.  S.  Sales  of 
e  Accord  siu'ged  12%  last  yeai;  neai'ly  toppling 
e  Ford  Tauins  as  America's  top-seller  But  Japan 
e  buyere  giiped  that  the  car  had  gi-own  too  large  and 
)wdy.  The  Accord  flopped  in  Japan,  just  as  it  had  when  Hon- 
i  restyled  it  back  in  1990. 

For  most  of  the  Accord's  21-year  history,  Honda  has  been 
ustrated  in  its  struggle  to  populaiize  its  biggest  seller  in  all 
le  world's  major  markets.  Yet  Honda  cannot  afford  to  fail: 


multaneously  in  Japan,  or  the  one  that 
will  debut  in  Europe  next  spring.  The 
AjTierican  Accord  will  be  a  big,  staid  family 
car,  matching  the  Ford  Taurus  in  interior 
roominess.  The  jazzy  Japanese  car  will  be  a  smaller,  sportier 
compact,  aimed  at  young  professionals.  The  Em-opean  version 
will  be  short  and  narrow  and  is  expected  to  featui-e  the  stiff 
and  sporty  ride  Old  World  drivers  prefer. 

Honda's  secret  lies  in  an  ingenious  fi-ame  that  allows  the 
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TAKEFUMI HIRAMATSU 


The  chief  engineer 
set  up  a  skunk  works 
to  create  the  flexible 
foundation  a  global 
car  would  demand 


0 

U.  S.  a  year  latjtsrt 
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riiy, 
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auto  maker  to  shrink  or  expand  the  overlying  car  without 
starting  from  the  gi-ound  up.  By  coming  up  with  a  plat- 
form— by  fai'  the  most  expensive  part  of  a  new  car — that  can 
be  bent  and  stretched  into  markedly  different  vehicles,  Hon- 
da has  saved  hundreds  of  millions  of  dollars  in  development 
costs.  Analysts  estimate  that  Honda  developed  the  Accord  for 
a  relatively  modest  $600  million.  In  comparison,  Ford  Motor 

Co.  spent  $2.8  billion 
redesigning  the  1996 
Taurus. 

Honda's  unusually 

flexible  global  platfonn  g-ave  biith  to  thi-ee  distinct  Accords  that 
cost  20%  less  to  bring  to  market  than  the  single  Accord  de- 
veloped four  years  ago.  That  was  critical  to  Honda's  achieving 
savings  of  $1,200  per  cai:  And  it's  a  key  reason  why  Honda  can 
now  offei'  a  much  larger  U.S.  car  with  more  features,  while 
fi-eezing  base  prices,  which  are  expected  to  start  at  $15,500. 
The  savings  will  also  allow  Honda  to  shce  $1,000  off  its  pre- 
mium Accord  model.  Now  stalling  at  ai-oimd  $21,500,  it  proinis- 
es  to  supercharge  the  already  heated  battle  with  the  Taiuiis 
and  the  Toyota  Camiy.  "The  customer  is  getting  a  heck  of  a  lot 
more  value  for  the  money  with  the  new  Accord,"  says  Lehinan 
Brothers  auto  analyst  Joseph  Phillippi. 

More  important,  Honda  might  finally  have  cracked  the 
code  for  developing  a  global  car.  For  the  leading  auto  makers, 
that  has  long  been  the  Holy  Grail:  a  single  car  that  could  sat- 
isfy the  masses  worldwide.  Such  a  car,  the  thinking  goes, 
could  command  incredible  economies  of  scale  as  hundreds  of 
thousands,  even  millions,  of  versions  of  the  same  model  were 
stamped  out  for  sale  to  customers  fi'om  New  York  to  Tokyo. 
"The  auto  industiy  has  been  talking  about  global  cars  for 
eons,"  says  auto  consultant  Christojjher  W.  Cedergren  of 
Nextrend  in  Thousand  Oaks.  C'alif.  "But  nobody  has  really 
succeeded." 

Many  have  stumbled  trying.  Ford  lavished  an  eye-pop- 
ping $6  billion  on  a  vaunted  world  car  progi-am  earlier  this 
decade.  Its  Mondeo  premiered  in  Europe  in  1993  and  reap- 
peared as  the  Ford  Contour  and  Mercury  Mystique  in  the 


The  compact  Mc 
deo  did  well  on 
home  turf  but  ne 
er  took  off  in  t 
U.  S.  More  recei 
ly,  GM  based 
Cadillac  Cate^n] 
luxury  sedan 
its  European  Opel  Omega.  The  Catei 
launched  last  year,  hasn't  come  close  to  t 
success  of  the  Omega.  "In  a  world  marki 
one  size  doesn't  fit  all,"  says  Maiyann  Kell 
auto  analyst  with  FuiTnan  Selz  Inc. 

Nevertheless,  Ford  and  GM  continue 
pui'sue  global  product  strategies.  By  eai 
next  centui-y,  gm  plans  to  build  all  its  ca  ■,  To 
and  trucks  ai'ound  the  world  from  just  sev 
platfomis,  half  the  nimiber  it  uses  now.  Ai|,.a 
a  primary  thnast  of  the  massive  Ford  20 
global  reorganization  launched  m  1994  was 
develop  cars  and  tiucks  for  worldwide  m£  ^ 
kets  from  shared  platfonns.  Ford  predicts 
efforts  will  cut  development  costs  by  $ 
billion  over  the  next  five  years.  Back 
Japan,  both  Nissan  and  Toyota  are  also  tr 
ing  to  maintain  or  reduce  the  number 
platforms,  though  they  plan  to  shai*e  the 
regionally,  rather  than  globally. 

Honda's  twist  on  the  concept  is  to  reje  jj 
the  cookie-cutter  mentality  that  tripped  i 
so  many  auto  makers  before  it.  Rather  than  shipping  tl 
same  car  around  the  globe,  only  the  underlying  platfonn  w 
be  used  worldwide.  Honda  expects  to  use  the  same  foundatic 
for  vastly  different  vehicles.  A  year-  from  now,  the  Accord  pi 
foiTn  will  imderlie  a  new  minivan.  Two  yeai-s  away  is  a  juml 
sport-utility  vehicle  equal  in  size  to  the  imposing  Chevrol 
Tkhoe,  analysts  say.  The  same  Accord  platfonn  also  will  sen 
as  the  basis  for  two  Acura  luxiuy  cars  to  be  launched 
1998  and  1999. 

Honda  is  not  the  first  to  derive  multiple  models  from  tl 

same  platform.  Toyota  r 
n  •    ^  •!  1       cently  began  building  i 

Jtsy  coming  up  wiin    new  Sienna  minivan  off! 

stretched  and  widene 
version  of  its  Cami 
sedan  platform.  But  an. 
lysts  say  the  Accord  pla 
form  is  more  malleab 
than  anything  before.  To; 
ota  concedes  that  it  ht 
to  reconfigure  the  entii 
rear  frame  of  its  Cami 
platform  before  it  coul 
accommodate  the  wid( 
Sienna.  And  Toyota  wi 
use  that  platfonn  only 
make  different  models  f( 

  the  U.  S.  market.  "Hon^ 

has  come  up  with  the  be: 
approach  for  going  global,"  says  Cedergi'en.  "They  can  easil 
and  inexpensively  customize  and  design  products  for  eac 
market  around  the  world." 

When  the  American  Accord  debuts,  customers  will  find 
stately  car  that  makes  no  concessions  to  nairow  Japane; 
and  European  roads.  Honda  engineers  pushed  the  whee' 
nearly  fom-  inches  farther  apart  than  on  the  Japanese  mode 
They  also  lengthened  the  Yankee  version  by  more  than  half 
foot  and  i-aised  the  roof  an  inch.  That  allowed  Honda  to  expan 


coming  up  with 
a  platform  that  can 
accommodate  a 
wide  variety  of 
vehicles,  Honda 
saved  itself 
hundreds  of 
millions  of  dollars 
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YOZOKAMI 


The  project  head 
had  the  idea  for 
adjustable  brackets 
that  would  allow  the 
car  to  be  widened 


e  passenger 
mpartment  by 
ven  cubic  feet, 
ving  the  new 
.•cord  more  inte- 
)r  room  than  a 
imry.  "It's  the 
)st  mainstream 
!Cord  we've 

er  built,"  says  Thomas  Elliott,  executive 
:e-president  of  Honda's  U.  S.  sales  and 
irketing.  The  U.  S.  car  classifies  for  the 
st  time  as  a  midsize,  not  a  compact. 
Honda  needs  any  edge  it  can  get  if  the 
;cord  is  to  make  a  run  at  the  hot-selling 
imry,  which  supplanted  the  Taurus  as 
nerica's  best-selling  car  this  year  A  year 
o,  Toyota  ratcheted  up  the  competition 
the  already  brutal  $75  billion  family-car 
irket  by  launching  a  smartly  restyled 
imry  vdth  a  $1,000  price  cut  on  some  of 
3  most  popular  versions.  The  Camiys  suc- 
3S  forced  Ford  to  slap  a  $1,500  rebate  on 
8  Taurus  in  a  vain  attempt  to  keep  pace, 
le  Accord,  meanwhile,  dropped  back  to  a 
5appointing  fourth  in  the  sales  race  this 
ar,  its  lowest  ranking  this  decade. 
Honda  is  gunning  for  the  Camry  by  keep- 
l  the  price  of  the  popular  Accord  lx  under 
0,000  and  equipping  it  vdth  features  like 
'onger  air  conditioning  and  a  road-hugging 
?h-performance  suspension  (table).  Flush  with  the  success  of 
e  Camry,  Toyota  has  hiked  prices  1.7%  on  1998  models, 
shing  the  price  for  the  popular  LE  version,  comparable  to  the 
icord  LX,  to  $20,638. 

tICING  PUNCH.  Ajid  for  the  first  time,  Honda  is  taking  direct 
Ti  at  the  Taui-us,  which  only  comes  with  V6  engines.  Honda 
cutting  $1,000  off  the  price  of  the  Accord  model  equipped 
th  a  new,  200-horsepower  V6,  bringing  it  to  about  $21,500 
th  standard  options.  That's  still  more  than  Ford's  $19,300  for 
similarly  equipped  '98  Taurus,  with  its  premium  V6.  But  El- 
'tt  thinks  consumers  will  pay  more  for  Honda's  quality  and 
omy  interior  and  expects  Accord  V6  sales  to  triple.  Ford 
ecs  say  they  aren't  scared  by  Honda's  move  into  Taurus'  mid- 
K-car  territory.  But  Ford  has  annoimced  price  cuts  of  $740  to 
,190  on  all  1998  Taurus  models. 

Honda  executives  expect  the  new  Accord  to  help  power  the 
ito  maker  to  total  U.  S.  sales  of  1  million  units  by  2000,  up 
Dm  843,928  last  year.  The  Accord  factory  in  Marysville, 
lio,  has  been  gearing  up  to  produce  up  to  470,000  Accords 
mually.  That's  well  above  the  382,298  Accords  sold  last 
!ar  in  the  U.  S.  Indeed,  even  archrival  Toyota  thinks  Honda 
ight  have  come  up  with  the  right  combination  of  size,  fea- 


tures, and  price  to  give  Camry  a  nui  for  iis  money.  "It  will  be 
a  real  horse  race,"  says  Toyota  spokesman  James  R.  Olson. 
"It  will  come  down  to  who  can  produce  the  most." 

Elsewhere,  Honda  is  headed  for  a  rougher  ride.  In  Eu- 
rope, where  it  commands  just  1.5%  of  the  market,  it  will  face 
stronger  competition  as  local  carmakers  continue  to  boost 
quality.  But  Honda  hopes  tightened  suspension,  which  pro- 
vides better  handling  on  narrow  roads,  as  well  as  a  lighter  en- 
gine and  better  gas  mileage  will  rev  up  sales  in  Europe. 

Nor  will  the  going  be  smooth  in  Japan,  where  the  Accord 
faces  a  market  keener  on  sporty  tnacks  than  four-door  cars. 
Accord  station  wagons  outsell  sedans  by  more  than  four  to  one 
in  Japan,  but  both  versions  are  marginal.  Of  783,000  Hondas 
sold  in  Japan  last  year,  only  56,000  were  Accords.  Honda  is 
counting  on  the  redesign  to  Anally  make  an  impact  at  home. 

At  least  this  time  around,  the  Japanese  Accord  won't  be 
burdened  with  features  dictated  by  American  tastes.  Honda 
execs  say  they  are  making  the  Japanese  Accord  a  "technology 
play,"  packing  it  with  high-tech  features  like  an  optional  nav- 
igation system  tied  into  the  Internet.  Besides  being  smaller 
than  its  U.  S.  cousin,  it  will  have  a  sporty  metallic  automatic 
transmission  lever  that  looks  and  feels  more  like  a  stick 


How  the  Accord  Stacks  Up 


BASE  PRICE 


POWER 


1998 

mNDA  ACCORD 


$15,500* 

V6  model:  $21,500* 


2.3-liter  four-cylinder:  150  horsepower 
3.0-liter  V6:  200  horsepower 


1998 

rOYOTA  CAMRY 


$17,358 

V6  model:  $22,978 


2.2-liter  four-cylinden  133  horsepower 
3.0-liter  V6: 194  horsepower 


PASSENGER  SPACE 


101.7  cubic  feet 


97.9  cubic  feet 


1998  $18,795  3.0-liter  V6: 145  horsepower  ^ 

FORD  TAURUS       V6  premium:  $19,290  3.0-liter  double  overhead  cam  V6:  200  horsepower 

)ATA:  HONDA  MOTOR  CO.,  TOYOTA  MOTOR  CORP.,  FORD  MOTOR  CO.  (THE  TAURUS  DOES  NOT  OFFER  A  FOUR-CYLINDER  ENGINE)  'ESTIMATED 


101.5  cubic  feet 
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sliilt.  Since  there's  not  as  much  drivmg  on  the  open  highway 
in  Japan,  it  won't  have  cmise  control. 

The  genesis  of  these  custom  Accords  goes  back  five  yeai's. 
Fmstrated  with  Honda's  inability  to  leverage  its  flagship  brand 
aroimd  the  world,  Kawamoto  ordered  his  engineei-s  to  come  up 
with  different  Accord  designs  for  each  region.  But  in  keeping 
with  his  reputation  as  a  ruthless  cost-cutter,  Kawamoto  de- 
creed the  designs  had  to  work  within  an  excniciatingly  tight 
budget.  "Honda  is  like  a  small  countiy  fighting  with  lai'ge  coun- 
tries," says  Takefumi  Hiramatsu,  an  executive  chief  engineer 
overseeing  worldwide  development  of  the  cai".  "Unless  we  come 

up  with  unique  ideas, 
there  is  no  way  we  can 
win  this  wai'." 

His  solution  was  to 
develop  radically  different  vehicles  based  on  a  single  frame. 
Hiramatsu  set  up  a  skunk  works  to  create  the  flexible  foun- 
dation he  envisioned.  To  head  the  research  project,  he  re- 
cruited Honda  engineer  Yozo  Kami,  who  had  made  a  name  for 
himself  as  a  suspension  speciahst. 

At  first,  Kami's  mission  seemed  overwhelming.  To  achieve 
Kawamoto's  goal  of  tmly  distinct  cars  for  different  markets, 
he'd  have  to  find  a  way  to  vaty  the  platfonn's  width.  Many  en- 
gineers thought  that  was  impossible.  Although  plenty  of  auto 
makers  have  lengthened  and  shortened  platfoiTns,  most  thought 
that  widening  one  would  require  an  expensive  overhaul  of 
I  the  frame.  That's  why  U.  S.  versions  of  cars  designed  for  the 
I  narrow  roads  of  Europe 
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A  weaker  yen  means  th 
U.S.  Accord  will  carry  a 
profit  that  may  be  as 
high  as  $3,000  per  car 

Hiramatsu.  "And  everv'oi 
knew  we  could  not  let  th 
happen  again. 

After  hitting  roadblocl 
for  a  year.  Kami  had  an  i 
spiration.  Automotive  eng 
neere  have  always  connect* 
a  car's  wheels  to  its  rig 
mainfi-ame.  But  that  mac 
adjusting  the  wheels'  wid 
impossible  without  tearir 
up  the  fi'ame  at  the  cost 
tens  of  miUions  of  dollar 
By  mo\ing  the  cai's  big  g; 
tank  back  between  the  res 
th'es,  however,  Kami  discc 
ered  he  could  design  a 
lies  of  special  brackets  thi 
would  allow  lum  to  hook  the  wheels  to  the  cai''s  more  flexib 
inner  subfi'ame. 

That  may  sound  relatively  straightfonvai-d.  but  Kami's  brae 
ets  were  a  big  engineering  advance.  Roughly  the  size  of 
St\Tofoam  cup,  the  adjustable  brackets  allow  Honda  to  easUy- 
and  cheaply — push  the  car's  wheels  together  or  pull  thei 
apart.  As  Kami  developed  three  sets  of  the  special  brackets- 
for  the  U.S..  Japan,  and  Eiu-ope — his  plan  to  develop  multip 
cai's  off  the  same  base  no  longer  seemed  such  an  insurmoun 
able  task.  "That  w-as  the  major  breakthi-ough."  he  says. 
BUDGET  BITE.  Hii-amatsu  agreed,  and  adopted  the  flexible  glol 
al  platfoiTn  as  a  bluepiint  for  the  Accord.  And  he  put  Kami 
chai-ge  of  designing  the  American  Accord,  by  fai-  the  most  in 
portant  of  the  models  that  would  ride  on  the  new  platform.  Y( 
Kami's  colleagues  still  had  their  doubts,  telling  him  his  radic 
new  platfoiTO  could  never  be  made  into  a  mass-market  ca 
"Some  people  thought  it  was  impossible,"  he  admits.  "Pe: 
suading  them  was  the  most  difficult  pait  of  my  job." 

Almost  immediately,  the  design  teams  got  hit  with  anoth( 
problem:  the  Japanese  economy,  which  was  tanking  even  as  tl 
yen  soared.  Honda's  profits  fell  SQ'^c.  to  S200  million,  as  sak 
slumped  7<^f  in  the  year  ended  in  Mai'ch,  1994.  The  word  carr 
down  that  the  1998  Accord  must  meet  a  budget  20%  smallc 
than  the  1994  Accord's.  And  it  must  be  able  to  turn  a  prof 
even  with  an  exchange  rate  of  a  supei-strong  80  yen  to  the  do 
lar.  But  with  the  yen  now  50%  weaker,  the  result  of  that  bel 
tightening  is  a  much  more  profitable  cai'.  Analysts  estimat 

that  Honda  will  earn  S2,5C 


and  Japan  always  have 
-  been  too  cramped  for 
;  Americans. 

'-  Even  as  Kami  strug- 
I  gled,  a  ciisis  brewing  over 
;  the  1994  Accord  made 
I  clear  just  how  crucial  his 
I  task  was.  Internal  battles 
=  over  design  led  to  com- 
;  promises  that  killed  the 
5  car's  chances  in  Japan  be- 
;  fore  it  ever  hit  the  road. 
:  "We  knew  even  as  we 
r  were  developing  the  Ac- 
;  cord  in  1993  that  it  would 
E  not  sell  in  Japan,"  says 


THE  ACCORD  POWERS 
U.S.  SALES... 

NORTH  AMERICAN  REVENUES: 
$15.7  BILLION* 

OTHERS 

8% 

ACURA  DIV. 
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...AND  U.S.  SALES 
POWER  HONDA 

WORLDWIDE  AUTO  REVENUES: 
$34.1  BILLION* 
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EUROPE  T'^o 
10% 


ACCORD 

45% 
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46% 
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34% 


JAPAN 

37% 


-FISCAL  YEAR  ENDED  MAR.  31,  '97;  MODEL  PERCENTAGES  BASED  ON  U.S.  UNIT  SALES  FOR  CALENDAR  1996 


DATA:  HONDA 
MOTOR  COMPANY 


to  83,000  on  each  new  U.  .fr.c 
Accord,  up  from  81,700. 

Ironically,  Honda's  auff^ 
terity  measLU'es  helped  ii 
spu-e  the  design  theme  fc 
the  all-important  Amer 
can  Accord.  During  earl 
stages  of  developmen 
Kami  and  his  engineei 
made  frequent  flights  t 
the  U.  S.  But  with  Hond 
pinching  pennies,  all  en 
ployees  were  downgi'ade 
from  business  class  to  th 
cramped  coniines  of  coaci 
Kami  would  look  longingl 
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at  the  comfortable  travelers  in  the  front  cabin.  Gripes  Kami: 
"I  felt  that  an  international  businessman  like  myself  should  be 
riding  in  business  class." 

From  this  class  envy  came  two  design  imperatives:  The  Ac- 
cord's interior  should 
be  "business  class"  in 
size,  and  its  overall  de- 
sign should  incoi-porate 
the  "glassy  big  top"  look  of  a  jumbo  jet.  So  ingrained  was  the 
image  that  early  renderings  of  the  car  featured  a  jumbo  jet 
taking  wing  behind  the  Accord. 

To  ensure  the  best  possible  design  for  the  U.  S.  market, 
Honda  pitted  its  Japanese,  U.  S.,  and  European  studios  against 
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each  other.  Each  team  conducted  extensive  market  researc 
visiting  U.  S.  families  to  see  exactly  how  they  used  their  A 
cords — learning,  for  example,  that  Americans  like  lots  of  co'-  > 
partments  for  storing  maps  and  change.  Designers  from  i  i 
three  studios  took  a  joint  road  trip  from  Denver  to  Chicag  s 
They  took  turns  driving — and  being  driven  in — a  Taurus,]  i 
Camry,  and  an  Accord  to  see  how  each  felt.  < 

In  the  end,  the  Japanese  designers  won  out.  But  unable 
accept  the  need  for  a  conservative  family  car  instead  of  a  \o\ 
slung  sporty  sedan,  they  were  soon  sent  back  to  the  drawir;  • 
board.  After  viewing  their  efforts  in  early  1995,  Shinji  .' 
Iwakura,  one  of  Hdnda's  top  research  executives,  shot  offi 
sharply  worded  letter  to  Kami.  "You  say  it  is  a  glassy  big  to! 


THE  MAN  WHO  PUT  HONDA  BACK  IN  THE  RAGE 


As  befits  the  head  of  a  car  compa- 
ny, Nobuhiko  Kawamoto  finds 
sanctuary  in  his  garage.  When 
he's  not  at  his  office  at  Honda  Motor 
Co.'s  Tokyo  headquarters  or  away 
on  business,  Kawamoto  can  often  be 
found  engrossed  in  the  inner  work- 
ings of  a  classic  automobile.  At  the 
moment,  he  is  tinkering  with  an 
open  two-seater  sports 
car  that  he  declines  to 
identify  because  it  is  not 
a  Honda.  "What  I'm  mak- 
ing is  primitive  and 
mechanical,"  he  says. 

A  fanatic's  fascination 
with  all  things  automotive 
helped  put  Kawamoto,  61, 
in  the  driver's  seat  at 
Honda.  It  also  helped  him 
rebuild  Honda  into  a  vast- 
ly more  competitive  com- 
pany than  the  one  he  took 
command  of  seven  years 
ago.  Like  most  of  Honda's 
past  leaders,  Kawamoto  is 
an  engineer.  But  unlike 
other  contenders  for  the 
top  job,  he  never  worked 
outside  the  company's  re- 
search and  development 
subsidiary.  He  says  he 
was  chosen  because  of  his 
vdllingness  to  seek  the 
opinions  of  others. 
GADGET  MAN.  But  Kawamoto  also 
proved  he  can  think  independently. 
When  he  became  ceo,  Japan's  car 
market  was  fiat,  and  the  yen  was 
soaring.  He  defied  the  downturn  by 
reeling  in  the  free-spending  engi- 
neering culture  that  had  nurtured 
him.  Suddenly,  engineers  were  forced 
to  heed  marketing  studies  and  to 
slash  new-car  development  costs. 

Kawamoto's  passion  for  cars  dates 
back  to  childhood.  Back  then,  in  a 
country  devastated  by  World  War  II, 
he  knew  only  one  Japanese  who  could 


afford  a  car.  He  says  he  hung  around 
constantly,  pestering  his  neighbor  to 
start  up  his  Austin  Seven. 

Determined  to  make  a  career  in 
the  automotive  business,  Kawamoto 
took  college  entrance  exams  three 
times  before  enrolling  at  Tohoku 
University  to  study  engineering.  He 
didn't  confine  his  study  to  the  class- 


room. Kawamoto  orga- 
nized a  club  that  fixed 
up  junked  Buicks  and 
Lincolns  left  behind  by 
the  American  occupa- 
tion forces.  After  tin- 
kering far  into  the 
night,  Kawamoto  often 
fell  asleep  on  his  futon  surrounded 
by  gadgets.  Friends  remember  him 
as  determined  to  find  his  own  way. 
"He  was  the  type  of  person  who 
would  stubbornly  choose  to  follow  a 
different  path,  separate  from  the 


BEHIND  THE  WHEEL 


Long  before  he 
became  CEO, 
Kawamoto  designed 
race  car  engines 


group,  when  we  went  on  hikes  up 
mountains,"  says  former  classmate 
Hiroyuki  Hashimoto.  "Sometimes  we 
wouldn't  see  him  until  the  evening." 

Kawamoto  joined  Honda  right  out 
of  school  in  1963,  and  quickly  made 
his  name  as  an  engineer.  A  onetime 
designer  of  Honda's  racing  car  en- 
gines, it  was  Kawamoto  who  con- 
ceived the  retractable 
buglike  headlights  that 
made  Honda's  sporty  1986 
Accord  a  hit.  "He  is  a  vi- 
sionary," says  Executive 
Chief  Engineer  Takefumi 
Hiramatsu. 

Although  these  days  he's 
rarely  seen  in  anything  but 
a  Honda — including,  some- 
times, a  hand-built  Honda 
Nsx  sports  car — Kawamoto 
still  stands  out.  Despite  be- 
ing the  head  of  a  major 
company  in  consensus-dri- 
ven Japan,  he  rarely  social- 
izes with  colleagues.  "I 
don't  play  golf.  I  don't  play 
mah-jong.  I  don't  sing 
karaoke,"  he  says,  "I 
swim."  And  he  freely  ad- 
mits that  when  business 
meetings  drag,  he  may  be 
smiling  politely,  but  his 
mind  is  back  in  his  garage, 
noodling  over  the  latest 
problem  with  his  two- 
seater. 

But  with  the  job  has 
come  change.  Kawamoto 
no  longer  acts  like  a  defi- 
ant hot-rodder,  partly  be- 
cause Honda's  success  has 
put  him  in  the  spotlight. 
"I  have  become  more  self-conscious," 
he  admits.  Company  insiders  expect 
Kawamoto  to  retire  in  two  years.  In 
the  meantime,  he  continues  to  drive 
Honda  hard. 

By  Emily  Thornton  in  Tokyo 
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but  it  doesn't  look  like  it,"  Iwakura  wrote.  "Design  is  the 
heart  of  the  car.  Your  design  is  missing  the  heart."  The  de- 
signers quickly  raised  the  car's  roof  and  enlarged  the  interi- 
or To  keep  some  shred  of  sportiness,  they  steeply  angled  the 

windshield.  "This  was 
very  difficult  for  the 
designers,"  Kami  con- 
cedes. "But  we  needed 
the  management  pressure." 

When  Kawamoto  came  calhng  in  early  1995,  he  brought 
even  more  pressure  to  bear.  Under  the  glare  of  the  Califoma 
sun,  his  preferred  location  for  viewing  a  new  design,  Kawamo- 
to strolled  around  to  the  rear  of  the  full-scale  model.  He  was 
not  impressed.  He  feared  the  backend — the  view  drivers  see 
most  often  as  they  sit  in  traffic — was  too  bland.  Recalls  Kami: 
"He  said  we  should  make  it  stronger  and  more  eye-catching." 
The  team  turned  to  their  American  colleagues,  who  added  a 
new  taillight  bar,  pushing  it  higher  and  spreading  it  across  the 
car's  backside.  The  rear  end  now  stands  out  as  one  of  the  bold- 
est elements  of  an  otherwise  tame  design. 

Designer  Takashima  put  the  revised  Accord  to  one  final 
test.  On  a  snowy  day  in  1995  at  Honda's  Tbchigi  research  cen- 
ter, he  videotaped  a  full-size  model  of  the  Accord  being 
pushed  by  two  of  his  designers  along  a  test  track  lined  with 


MAKING  ROOM  FOR  BOOMERS 


Honda  Motor  Co.'s  new  North 
American  Accord  doesn't  bowl 
you  over  right  away.  In  fact,  it 
looks  downright  dull.  It  wasn't  until 
I  pulled  the  1998  Accord  into  my 
garage  and  parked  it  next  to  my 
1990  Accord  that  I  grasped  the  sub- 
tle brilliance  of  the  new  model.  Like 
the  generation  of  baby  boomers  who 
have  been  buying  Accords  for  two 
decades,  the  new  model  has  grown 
up  and  become  more  conservative. 

I've  been  driving  Hondas  for 
years.  In  the  1980s,  I  had  the  jazzy 
Accord  with  the  pop-up  head  lights. 
My  wife  had  an  even  sportier  Honda, 
the  Civic  Coupe  CRX.  We  were  in  our 
20s,  we  had  no  children,  and  these 
cars  were  simple  and  simply  cool. 
Little  upkeep.  Few  breakdowns.  A 
smart  and  stylish  set  of  wheels. 
FAMILY  TEST.'  But  in  the  '90s,  as  our 
family  grew  to  five,  our  '90  Accord 
began  to  feel  hke  the  cute  little 
starter  house  that  you  outgi'ow.  We 
moved  up  to  a  sport-utihty  vehicle, 
and  the  Honda  became  our  second 
car.  So  when  I  got  a  chance  to  take 
the  new  '98  Accord  home  for  a  night, 
I  was  quick  to  put  it  to  the  family 
test.  Car  seats  were  installed,  kids 
were  buckled  in,  and  off  we  drove  on 
the  rain-slicked  streets  of  suburban 
Detroit. 

The  family  liked  it — not  because  it 
was  spor i  y  or  cool,  but  because  it 
was  comfortable  and  roomy.  For  the 
first  time,  the  Accord  classifies  as  a 


midsize  car,  with  as  much  passenger 
space  as  a  Ford  Taurus.  But  there 
are  plenty  of  cushy  family  sedans  to 
choose  from.  The  real  test  for  me: 
Could  Honda  enlarge  the  Accord 
vdthout  losing  the  responsive  road 
handhng  that  made  it  so  much  fun  to 
drive  back  in  my  salad  days? 

I  threw  it  hard 
into  the  curves  of  a 
quiet  park  lane. 

It  may  not 
be  sporty,  it 
may  not  be 
cool,  but 

despite  that  staid 
new  look,  the  Accord 
manages  to  deliver 
on  ride  and  handling 


while  my  children  squealed  in  the 
back.  Then  I  punched  the  accelerator 
to  see  if  Honda  had  finally  fixed  its 
lackluster  power  problem  with  its 
new  200-horsepower,  3.0-liter  V6  en- 
gine. The  motor's  roar  was  sufficiently 
muffled  inside  the  Accord's  quiet  cab- 
in to  allow  me  to  easilv  hear  mv  6- 


year-old  admonishing  me  for  speeding. 

The  result  of  my  boy  racer  antics: 
The  Accord  still  dehvers  on  ride  and 
handling,  thanks  to  an  advanced  sus- 
pension that  keeps  the  car  glued  to 
the  road,  even  around  tight  comers. 
And  the  Accord's  V6,  borrowed  from 
the  Acura  CL,  is  the  most  muscular 
power-plant  the 
car  has  ever  had. 
Even  better,  the 
sticker  price  on 
the  new  Accord 
will  be  the  same 
as  the  old  Accord 
on  most  models 
and  cheaper  on 
some. 

That  will  make 
the  Accord  a  little 
cheaper  tlian  n  Toyota  Camry  and 
more  expensive  than  a  Taurus.  But 
for  the  money,  the  Accord  is  a  better 
deal  than  either  It  offers  more  pas- 
senger space  than  the  Camry,  and  it 
delivers  a  better  ride  than  the  Tau- 
rus. And  the  Accord's  record  of  high 
quality  remains  among  the  best  in 
the  business. 

In  the  styhng  department,  the  Ac- 
cord's mainstream,  family-sedan  look 
is  the  tamest  of  the  three.  But  as  I 
stared  at  it  parked  next  to  my  old 
Accord,  I  realized  it  is  just  a  reflec- 
tion of  who  we  Honda  owners  have 
become.  A  little  wider  A  lot  quieter 
But  also,  more  substantial. 

By  Keith  Naughton  in  Detroit 
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GEniNG  SET 
FOR  JAPAN'S 
REBOUND 


Deregulation  and 
accountability  will 
boost  many 
stocks'  prospects 

T|//;.s  has  been  a  cruel  year  for 
Asian  stock  markets,  hi  the  past 
few  weeks,  the  Tokyo  Stock  Ex- 
change has  plunged  back  into  the 
deep  malaise  that  has  characterized 
much  of  its  yiearly  eight-year-long 
slump.  And  exchanges  across  much  of 
the  rest  of  Asia  have  suddenly  found 
themselves  reeling  as  a  series  of  cur- 
rency crises  sweep  the  region.  Even 
Hong  Kong's  stellar  Hang  Seng  Index 
has  stumbled.  In  this  Special  Report, 
BUSINESS  week's  Asian  correspondents 
take  a  look  at  the  markets  and  come  up 
with  a  surprising  conclusion.  While 
things  seem  dark  now,  the  future  may 
not  be  as  bad  as  the  doomsayers  pro- 
claim. This  story  details  how  govern- 
ment plans  to  deregulate  vast  sections 
of  the  Japanese  economy  could  give 
many  conrpanies'  earnings  a  surpris- 
ingly robust  boost.  An  accompanying 
story  (page  IH)  shoim  that  even  with 
its  travails.  East  Asia  remains  one  of 


TIPS  FROM  THE  PROS 


SEUNG  KWAK 

Scudder  Japan  Fund 
"We  are  focusing  on  global  tech 
nology  large  caps  due  to  the 
info  revolution,  competitive- 
ness, and  attracti  valuations. 
We  also  like  smaller  cap  entre- 
preneurial growth  companies 
[that  are  potential)  blue  chips." 


the  world's  fastest-growing  regions. 

It's  as  if  the  Tokyo  stock  market 
is  stuck  in  a  parallel  universe. 
While  many  bourses  around  the 
globe    have    doubled  or 
tripled  this  decade,  Tokyo 
has  been  a  virtual  black 
hole  by  comparison.  Since 
its  peak  in  late  1989,  the 
total  capitalization  of  the 
Tokyo  Stock  Exchange  has  fallen 
fi'om  $5  trillion  to  $3  trillion — even 
after  a  36%  rise  in  the  value  of  the 
yen  against  the  dollar.  The  total 
value  of  stocks  on  the  New  York 
Stock  Exchange,  meanwhile,  has 
reached  $9  trillion,  almost  double 
the  gross  domestic  product  of 
Japan. 

Any  way  you  cut  it.  the  1990s 
have  been  a  nightmarish  ride  foi- 
the  world's  second-biggest  equity 
market.  A  fi-agile  banking  indus- 
tiy  biu"dened  with  $236  billion  in 
bad  loans  and  an  economy  that's 
been  gi'owing  in  fits  and  starts 
since  1992  have  triggered  one 
rout  after  another  Now,  a  string 
of  gloomy  indicators,  including 
weak  consumer  and  capital  spend- 
ing, falhng  industrial  production, 
and  the  sixth  straight  month  of 
weak  readings  on  the  index  of  lead- 
ing economic  indicator's,  suggest  that 
Japan  is  decelerating 
  once  more.  The  economy 

fwill  be  lucky  to  grow  2% 
in  the  fiscal  year  ending 
next  March.  Throw  in  a 
hi»  widening  I'acketeering  pa.\  - 
off  scandal  that  has  imjili- 
cated  Dai-Ichi  Kangyo 
Bank,  Nomura  Securities, 
Yamaichi  Securities,  and 
others  (BW^uly  21),  and 
it's  no  wonder  in 
vestors  are  skittish. 
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The  weeks  of  disheartening  news 
ve  easily  wiped  out  the  Nikkei  stock 
erage's  earlier  gains  this  year  and 
pressed  it  to  18,740,  down  9%  since 
ne  (chart).  And  the  government 
ows  no  signs  of  being  willing  to 
)unt  the  "price-keeping  operations" 
at  have  used  public  money  to  buoy 
e  market  in  the  past.  So  when  will 
e  Tokyo  market  snap  out  of  its  fimk? 
■obably  not  this  year.  Yet  that  doesn't 
3an  that  global  investors  should  shun 
pan.  Indeed,  a  rising  number  aren't. 


Despite  hard  times,  foreigners 
have  been  moving  in  and  now  ac- 
count for  a  record  10%  of  the  mar- 
ket. That's  because  many  pros  see 
Japan's  economy  as  on  the  cusp 
of  a  transformation  that  could 
snap  the  Nikkei  back  to  21,000  by 
mid-1998. 

IN  LOCKSTEP.  To  the  bulls, 
Japanese  Prime  Minister  Ryu- 
taro  Hashimoto's  plans  to  over- 
haul Japan's  protected  and   

overregulated  domestic  econ- 
omy spell  oppoilunity.  A  shakeup 
would  create  new  winners  and 
losers  as  wealth  is  transferred  fi'om 
one  sector  of  the  economy  to  an- 
other, business  costs  are  lowered, 
and  new  markets  blossom.  If  Japan 
can  push  deregulation  and  get  back 
on  a  growth  path,  its  stock  may 
end  up  emulating  the  U.  S.  recov- 
ery from  the  bear  market  of  the 
'70s,  observes  Kazuhisa  Okamoto, 
CEO  of  Barclays  Global  In- 
vestors Group  in  Tokyo.  In 
America  back  then,  every- 
thing from  energy  to  fi- 
nance was  regulated.  But 
industry  after  industry  was 
streamlined  and  deregulated,  the 
seeds  of  the  15-year  bull  market  in 
America  were  sown. 

This  prospect  is  tantalizing 
enough  to  spawn  a  reevaluation  of 
Japan.  In  the  1980s,  when  a  robust 
economy  and  easy  money  ch-ove  the 
market  skyward,  stocks  vdthin  in- 
dustries tended  to  move  in  lock- 
step.  It  ra'ely  mattered  which  com- 
panies you  bought  as  long  as  you 
got  the  sector  right.  But  that  does- 
n't hold  today.  Pi'os  now  tiy  to  lock 
onto  companies  likely 
to  outpace  the  market 
by  dint  of  then'  global 
competitiveness, 
unique  technology,  in- 
novation, or  adaptabil- 
ity. "It's  a  stockpick- 
ei-s'  pai'adise  right  now 
in  Japan,"  says  Paul  J. 
Fraker,  a  Japan  spe- 
cialist at  Brown  Broth- 
ers Haniman  &  Co.  in 
New  York. 
Consider  the  lucky  souls  who  late 
last  year  looked  beyond  a  Nikkei  sell-off 
and  foresaw  a  rebound  among  blue-chip 
Japanese  multinationals.  Many  investors 
made  a  killing  as  Canon,  Honda  Motor, 
Sony,  Toyota  Motor,  and  other  big  ex- 
porters stormed  back  to  health  on  the 
back  of  the  yen's  dechne  since  mid-1995. 
Many  of  these  blue  chips  remain  in  fa- 
vor (table).  But  multinationals  are  not 
the  only  game  worth  watching.  As 
Hasliimoto's  efforts  to  free  up  the  econ- 
omy get  under  way,  such  coddled  in- 


dustries as  finance,  transportation,  and 
retailing  should  also  produce  pleasant 
surprises.  With  Japanese  indices  still 
heavily  weighed  down  by  ailing  banks, 
such  "new  economy"  issues  may  stand 
out  even  as  the  broad  market  appears 
to  be  treading  water. 

The  makeover  of  Corporate  Japan 
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won't  happen  overnight,  however. 
Strategists  and  money  managers  ex- 
pect to  see  a  choppy  ride  in  the  months 
ahead.  Continued  strength  in  the  dollar 
could  hit  investors  with  currency  loss- 
es— and  drive  them  toward  mutual 
fimds  that  hedge  their  foreign-exchange 
exposure.  The  Japanese  economy  may 
also  produce  some  more  unpleasant  mo- 
ments. Hashimoto  has  given  up  on  the 
huge  public-spending  programs  that 
were  supposed  to  buoy  the  economy 
starting  in  1992  but  have  instead  pro- 
duced budget  deficits  of  Italian  propor- 
tions. Last  spring,  he  slammed  on  the 
brakes,  raising  the  national  sales  tax 
from  3%  to  5%,  eliminating  income  tax 
breaks,  and  cutting  spending.  The 
moves  are  hitting  profits,  which  are 
expected  to  advance  6%  in  the  year 
ending  next  March,  against  last  year's 
17%. 

Given  the  dim  outlook,  investors  are 
betting  that  Hashimoto  has  little  choice 
but  to  try  once  again  to  get  the  econo- 
my moving.  One  way  will  be  to  continue 
pushing  exports,  even  if  that  sparks 
new  trade  frictions  with  the  U.  S.  But  a 
more  powerful  force  could  be  the  loos- 
ening of  the  government's  very  visible 


STEPHEN  SILVERMAN 

Merrill  hjnch  Pacific  Fund 
(  anon  is  our  top  position 
1  ight  now  and  has  been  for 
I  five  years.  We  like  Murata, 
which  manufactures  electron- 
ic devices  like  resistors.  We 
also  own  nonlife  insurance 
companies." 


hand.  The  Organization  for  Economic 
Cooperation  &  Development  estimates 
that  deregulating  utilities,  aii'lines,  tiuck- 
ing,  telecommunications,  and  retail  dis- 
tribution alone  could  boost  gdp  growth 
by  6%  over  10  years. 

Hashimoto  is  advocating  deregula- 
tion because  Japan  must  obtain  higher 
returns  from  its  $10  trillion  in  house- 
hold savings  to  finance  the  care  of  a 
rapidly  aging  population.  His  biggest 
move  so  far  has  been  to  speed  up  the 
timetable  for  the  "Big  Bang"  shakeup 
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stocks  to  Watch  as 
Japan's  Economy  Recovers 


COMPANY 


PRICE 
(AUG.  25) 


PRICE-EARNINGS 
RATIO 


MAKING  A  MAZDA  IN 
HIROSHIMA  AND  SHOP- 
PING FOR  ELECTRONIC 
WARES  IN  TOKYO 


of  Tokyo's  capital  mar- 
kets by  2001.  Big  Bang- 
will  ease  restrictions  on 
overseas  bank  accounts, 
lower  barriers  separat- 
ing banks  and  brokers, 
slash  stock  trading 
commissions  and  insur- 
ance premiums,  and 
open  more  of  the  finan- 
cial marketplace  to  for- 
eign money  managers. 

The  outcome  is 
expected  to  be  the 
emergence  of  a  more 
Western-style  financial 
system.  In  it,  fund 
managers  and  other  in- 
vestors will  demand  far 
higher  returns  and  ac- 
countability from  cor- 
porations. Japan  "is 
in  the  early  stages  of 
structural  revolution 
that  will  result  in  high- 
er returns  on  equity 
and  a  more  sharehold- 
er-friendly environ- 
ment," figures  Michael 
Metz,  chief  investment 
strategist  at  Wall  Street's  Oj^penheimer 
&  Co. 

Signs  of  this  revolution  are  appear- 
ing with  increasing  frequency.  Toyota 
Motor  Corp.  and  heavy  equipment 
maker  Komatsu  Ltd.,  for  example,  have 
begun  using  excess  cash  to  repurchase 
stock  now  that  the  government  has 
lifted  tax  burdens  that  prevented  buy- 
backs.  Mitsubishi  Corp.  and  Mitsui  & 


TOYOTA  MOTOR  Has  $20  billion  in  cash, 
is  expanding  globally,  and  its  1997  Camry 
LE  sedan  is  grabbing  market  share  in  the  U.S. 

$54.00* 

25.0 

SONY  Raking  in  profits  from  its  PlayStation 
home  video  game  player  Sony  Pictures  is  on 
a  roll  with  such  hit  flicks  as  Men  In  Black, 
My  Best  Friend's  Wedding,  and  Air  Force  One. 

$92.44* 

23.5 

CUlQPSn^  Thp  VA/nrlH'Q  fniirth-larooQt 
^nidcii^v  iiicwunuoiuuiiii  iai gcoi 

cosmetics  maker  plans  to  triple  overseas 
sales,  to  $1.7  billion,  by  2001. 

\piD.00 

tu.u 

PIONEER  ELECTRONIC  Big  player  in 
home  audio  and  video  gadgets  as  well  as 
digital  video  disk  players.  Won  praise  for 
reorganization  that  aims  to  turn  divisions  into 
stand-alone  profit  centers  by  March,  1998. 

$22.50* 

56.9 

As  personal  computer  market  surges,  good  news  for 
Intel  is  good  news  for  Kyocera. 

ROHM  Custom  chip  manufacturer  making  a  killing  off 
specialty  items  such  as  semiconductor  lasers  used  to 
read  compact  disks. 

TOKYO  ELECTRON  Leading  maker  of  semiconductor- 
making  equipment  called  steppers.  Should  benefit  as 
companies  speed  up  development  of  next-generation 
memory  chips, 

DAINIPPON  SCREEN  MANUFACTURING  A  relative 
unknown,  but  a  big  name  among  chip  producers.  Its 
equipment  helps  companies  cram  more  circuitry  into  high- 
powered  processing  chips. 

SANKYO  Its  new  diabetes  drug,  Noscal,  just  received 
unexpectedly  quick  approval  in  the  U.S.,  and  sales  are 
expected  to  soar. 


FINANCIAL 


ORIX  Japan's  biggest  auto-  and  office-equipment 
leasing  concern  and  major  financing  company.  Aiming  to 
become  Japan's  GE  Capital. 

SHOHKOH  FUND  Fast-growing  consumer  finance 
outfit  that  lends  where  troubled  big  banks  won't  go. 
Careful  screening,  innovative  capital  raising,  and  high 
loan  rates  spell  big  profits. 


$112.00  31.2 


$58.29  39.6 


$10.59  31.5 


$32.90  33.0 


$79.65  24.2 


1  TECHNOLOGY 

CANON  Top  printer  maker  and  leads  in  color 

and  laser  high-speed  copiers  and  imaging  technology. 

$143.75* 

27.0 

KYOCERA  World's  biggest  maker  of  ceramic  pack- 
aging for  computer  chips,  with  plenty  of  pricing  power. 

$138.75* 

20.7 

encourage  their  mart 
gers  to  improv 
earnings. 

Companies  have  b 
gim  giving  more  infc 
mation  to  investors, 
the  past,  they  rare 
broke  out  sales  or  pre 
its  by  di\isions.  Comp 
nies  and  banks  al 
booked  equity  holdin 
at  acquisition  cos 
rather  than  prevailii 
market  prices,  a  prg 
tice  that  often  inflate 
the  strength  of  the 
balance  sheets.  Thai 
now  set  to  change 
der  new  accountii] 
niles  expected  to  be  I 
place  by  2001.  bI 
some  companies  are 
ready  improving  the 
reporting.  In  July,  a 
dio  and  video  manufa 
tarer  Pioneer  Electro 
ic  Corp.  overhauled  i 
organization  and  a 
counting  into  thi-ee  se 
ments:  home  product 
car-navigation  gear,  ai  ' 
business  systems.  As 
result,  investors  for  tl  : 
first  time  will  be  ab  ti( 


A  CANON  PRINTER: 
ELECTRONIC  STOCKS 
ARE  HOT  AGAIN 


'American  depositary  receipt  DATA.-  BW  survey  of  BROKERS  and  fund  managers,  BLOOMBERG  FINANCIAL  MARKETS 

Co.  are  expected  to  follow  suit  next 
year.  A  corporate  governance  move- 
ment is  also  emerging.  To  rid  itself  of 
yes-men  and  build  a  more  American- 
style  board  of  directors,  Sony  Corp.  is 
downsizing  from  38  to  10  directors. 
New  loiles  have  prompted  Toyota,  chip- 
equipment  maker  Advantest,  and  Orix, 
a  big  leasing  company,  to  issue  stock 
options  for  the  first  time  in  order  to 


k 

to  gauge  earnings  corjji 

$303.41      28.8  ^^^^ 

Japan  has  also  exp 

rienced  a  sea  change 

stock  valuation.  Wilf; ;] 

the  market  down,  a 

erage  piice-eamings  r 

tios  now  are  running  in  the  high  30 

While  this  is  nearly  double  the  est 

mated  1997  p-e  of  20  for  the  Standai 

&  Poor's  500  index,  it  is  still  half 

what  it  was  at  the  Tokyo  market 

peak.  Measured  by  price  to  cash  flo 

however,  Japanese  stocks  look  eve 

better.  Ti-ading  at  an  average  multip 

of  10,  notes  hsbc  James  Capel  strati 

gist  Jason  James,  they  "have  started  i 
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me  in  line  with  foreign  markets." 
hat's  more,  market  liquidity  is  im- 
jving  as  a  growing  number  of  banks 
d  corporations  sell  blocks  of  each 
lers'  shares  they  have  held  to  ce- 
!nt  business  ties. 

In  picking  stocks  for  Japan's  new 
)nomy,  many  money  managers  start 
th  globally  diversified  multinationals, 
iny  are  among  the  world's  most  effi- 
nt  companies.  For  example,  Toyota's 
ick  has  cooled  off  in  recent  weeks 
im  its  record  highs  because  of  weak 


TIPS  FROM  THE  PROS 


SIMON  FRASER 

Fidelity  Investments  Japan 
"If  you  get  full  deregulation, 
volume  growth  far  exceeds 
any  squeeze  on  margins.  The 
best  example  is  the  cellular 
phone  business,  [with]  lots  of 
opportunities  to  repeat  that  in 
the  service  sector." 


;o  sales  at  home.  Still,  it  continues  to 
a  ferocious  competitor.  It  has  cut 
sts  by  $800  million  a  year,  is  ex- 
nding  capacity  in  North  America, 
rope,  and  Southeast  Asia,  and  wants 
double  its  profitability  by  early  in 
i  next  century.  Electronics  stocks 
i  also  hot.  Strong  earnings  have  kept 
3phen  Silverman,  manager  of  the 
■rrill  Lynch  Pacific  Fund,  true  to 
non  despite  a  30%  rise  in  the  price 
its  American  depositary  receipts  this 
ir.  But  many  others  are  fans  of  Sony, 
lose  ADRs  remain  in  high  demand 
3n  though  their  price  is  up  46%  in 
')7  on  booming  sales  of  digital  video 
neras  and  PlayStation  video  games. 
.LION  DOLLAR  BABIES.  Wliat's  encour- 
ng  some  pros  even  more  is  the  tum- 
)und  at  Sony  Pictures  Studios  under 
!  leadership  of  new  chief  John  Galley, 
.0  took  over  last  November.  A  string 
strong  titles  including  My  Best 
iend's  Wedding,  Men  in  Black,  and 
r  Force  One  should  produce  $1  bilHon 
box  office  sales  by  Labor  Day.  Mor- 
n  Stanley,  Dean  Witter,  Discover  & 
.  analyst  Takatoshi  Yamamoto  esti- 
ites  that  Sony's  earnings  per  share 
11  jump  32%  in  the  fiscal  year  ended 
ir.  31 — and  another  10%  in  fiscal 
98 — and  thinks  the  company  has  a 
Dd  shot  at  beating  the  forecasts.  Yet 
ny  still  trades  at  a  price-eamings  ra- 
of  29. 

A  handful  of  high-tech  players  with  a 
aven  technology  edge  and  strong 
cing  power  are  also  drawing  global 
erest.  One  to  watch  is  Tokyo  Elec- 
m,  a  leading  manufacturer  of  step- 
rs — devices  that  help  make  semicon- 
ctors.  Tokyo  Electron  is  expected  to 
I  nefit  as  chip  producers  shift  product 


to  next-generation,  64-megabit  memo- 
ries. Another  company  is  Kyocera,  the 
world's  largest  maker  of  ceramic  pack- 
aging material  that  encases  semicon- 
ductors. It  is  enjoying  strong  profit 
growth  from  brisk  personal  computer 
sales  globally. 

There's  more  to  Japan  than  auto  and 
electronics  exporters,  however.  And 
that's  where  deregulation  comes  in.  One 
big  beneficiary  should  be  Japan's  con- 
sumer finance  companies.  With  Tokyo 
money-center  lenders  still  working  off 
their  bad  debts,  many  of 
these  finance  companies 
have  targeted  small  com- 
panies that  the  big  banks 
won't  handle.  Take 
Shohkoh  Fund  &  Co.,  a 
Tokyo-based  finance  com- 
pany that  trades  over  the 
counter.  It  has  been  build- 
ing its  loan  portfolio  at 
double-digit  rates  yet  has 
managed  to  keep  nonper- 
forming  loans  to  a  mini- 
mum through  careful  screening.  It  also 
charges  nearly  30%-  on  loans — a  neat 
trick,  since  Japan's  discount  i-ate  is  only 
0.5%.  It's  no  wonder  that  its  share 
price,  and  those  of  rivals  Nichiei  Co. 
and  Shinki  Co.,  have  climbed  an 
average  of  39%  in  the  past  year.  How- 
ever, their  price-earn- 
ings ratios  remain  at 
30  or  less. 

Another  favorite  is 
Orix  Corp.,  an  auto  and 
office-equipment  leasing 
company  that's  getting 
into  financial  services. 
Brown  Brothers'  Fraker 
thinks  the  company  is  a 
miniature  version  of  (;e 
Capital  Corp.  and  be- 
heves  Orix  will  be  one 
of  the  biggest  beneficia- 
ries of  financial  deregu- 
lation. Orix'  pretax 
earnings  are  expected 
to  rise  10%  in  the  year 
ending  next  March,  to 
$344  million.  But  J.  Bri- 
an Waterhouse,  an  ana- 
lyst with  HSBC  James 
Capel,  recommends 
Long-Term  Credit  Bank 
of  Japan  Ltd.  It  recent- 
ly formed  an  alliance 
with  Swiss  Bank  Corp. 
that  will  shore  up  the 
capital  base  of  the 
Japanese  lender  by  $1.5 
billion  just  in  time  for 
the  Big  Bang. 

Retailing  stocks  are 
also  winning  a  widening 
following.  The  Ministry 
of  International  Ti'ade 
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&  Industry  is  considering  a  proposal 
to  change  rules  that  protect  mom-and- 
pop  retailers  from  malls  and  chain  out- 
lets. The  betting  is  that  the  govern- 
ment   will    eventually    ease  the 
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regulations,  opening  the  way  for  big 
foreign  and  domestic  retailers  to  open 
American-style  superstores  across 
Japan.  Not  waiting  for  miti  to  move, 
UBS  Securities  analyst  Kenneth  Egusa 
is  urging  his  customers  to  snap  up  Ise- 
tan  Co.,  an  upscale  retailer  that 
already  boasts  the  industry's  highest 
operating  profits  per  square  foot.  With 
a  p-e  of  46,  Isetan  isn't  cheap.  But  if 
the  Japanese  ever  get  serious  about 
allowing  retail  expansion,  Egusa  ar- 
gues, the  company  seems  poised  to 
cash  in  on  sales  to  affluent  suburban 
famihes. 

RARE  DOGFIGHT.  Ti'ansportation  is  an- 
other industiy  heading  for  a  shakeout — 
and  new  winners.  Japan  Airlines  Co., 
for  instance,  is  straggling  with  bloated 
costs,  price  competition  on  international 
routes,  and  new  domestic  rivals.  Among 
them  is  Skymai'k  Aii-Kne  Co.,  a  domestic 
earner  to  be  launched  by  discount  trav- 
el agency  H.  I.  S.  Co.  Skymark  would 
be  the  first  new  airline 
since  the  1950s  and  is 
promising  to  cut  fares  in 
half  to  compete  with  JAL 
and  other  caniers  on  its 
high-volume  Tokyo-Sap- 
poro route.  As  a  result, 
H.  I.  S.,  which  is  traded 
on  the  over-the-counter 
market,  has  become  a 
stock  to  watch.  In  addi- 
tion to  its  airline  hopes, 
the  company's  core  busi- 
ness selling  package 
tom"s  and  discoimted  aii-- 
line  tickets  is  expected 
to  grow  20%  annually 
this  year  and  next. 

While  there  are  still 
plenty  of  pockets  of 
misery  in  the  Japanese 
stock  market,  a  chang- 
ing economy  is  beckon- 
ing. With  so  much  bad 
news  in  the  air,  it  takes 
guts  to  gamble  on 
Japan  right  now.  For 
those  with  a  long-range 
perspective,  however, 
there  still  are  plenty  of 
pearls  to  be  found  down 
deep  in  Tokyo's  stormy 
market. 

Bij  Brian  Bremner  in 
Tokyo,  with  Kerry 
Capell  in  Neiv  York 
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CALLIHG  ALL 
BOnOM-FISHERS 

Patient  investors  in  East  Asian  stocks  may  be  rewarded 


Bangkok's  stock  market  has  pliim- 
meted  almost  •■>()%  since  Thailand 
devalued  its  cuirency  on  July  2 
and  its  financial  system  implod- 
ed. But  Dennis  Lini,  Singapore-based 
director  of  Templeton  Asset  Manage- 
ment (Singapore)  Ltd.,  isn't  selling  out. 
A  value  investor  who  likes  to  buy 
stocks  on  the  cheap,  Lim  is  snapping 
up  shares  of  blue  chips  such  as  Siam 


Special  Report 


Cement  Co.  "To  long-tenn  investors  like 
us,  this  is  really  an  opportunity." 

Many  like-minded  bottom-fishers  are 
doing  the  same  thing  as  a  cun-ency  ci'i- 
sis  rolls  aci'oss  east  Asia  and  causes  one 
bourse  after  anothei-  to  hit  the  skids 
(chart).  Indeed,  while  many  pessimists 
fret  that  the  slew  of  devaluations  signals 
an  end  to  Asia's  decade  of  stellar 


gi'owth,  Lim  and  other  bulls  believe  the 
stresses  pulling  at  Asia,  while  severe, 
are  a  short-term  phenomenon.  "It's  the 
same  thing  you  heaitl  when  the  Mexican 
peso  crisis  occiuTed,"  says  Gary  Green- 
berg,  chief  investment  officer  of  Pere- 
gi'ine  Asset  Management  (Hong  Kong) 
Ltd.  Just  as  Mexico  and  other  Latin 
American  countries  regained  their  foot- 
ing after  the  Mexican  ciuTency  collapse, 
Greenberg  adds,  so,  too,  will  Asia.  If 
you  have  "the  stomach  for  short-term 
volatility,"  counsels  Menill  Lynch  Drag- 
on Fund  Senior  Portfolio  Manager  Kara 
Tan  Bhala,  Asia  cuiTently  offers  a  rare 
opixjrtunity  to  rake  in  profits. 

But  right  now,  persuading  investors 
to  stay  put  is  difficult.  The  $1.4  billion  T. 
Rowe  Price  New  Asia  Fund  suffered 
$32  million  in  i-edemjjtions  in  early  Au- 
gust, while  (;t  Global  New  Pacific 
Growth  Fund  saw  $23  million  head  out 
the  door.  Outflows  may  accelerate  if  the 


uid  news  continues.  Tlie  Intemation 
Monetary  Fund  announced  a  $17.2  bi 
lion  Thai  rescue  package  on  Aug.  2 
The  same  day,  the  Bank  of  Thailand  ac 
mitted  that  its  foreign  reserves  ha 
dwindled  to  $6.6  billion  after  repayin 
the  $23.4  billion  it  boiTowed  to  defen 
the  baht.  Since  then,  the  baht  and  stoe 
market  continue  to  fall.  By  yeai'end,  th 
Bangkok  market — already  down  50' 
over  the  past  12  months — could  fall  a 
additional  159'^,  says  Gregory  Miller,  s( 
nior  analyst  at  Montgomery  Asset  Mai 
agement  in  San  Francisco. 
MINEFIELDS  EVERYWHERE.  Still,  sent 
ment  could  change  in  a  hurry.  Bhal 
believes  that  coiporate  profits,  now  ui 
der  unrelenting  pressure,  will  reboun 
by  1998.  "The  stock  markets  shoul 
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Think  Big 

with  Prudential 
Small  Company  Value  Fund 


'rudential  Small  Company 
Value  Fund  (Class  A) 

Overall  Mornlngstar  Rating 

★★** 

Among  2,040  Domestic  Equity 
Funds  ending  7/31/97 

Average  Annual  Total  Returns 
ending  6/30/97 

23.16% 

1  year 

18.28% 

5  years 

16.32% 

Since  Inception  1/22/90 


jnd  performance  above  includes 
%  front-end  sales  load*  Share 
rice  and  return  will  fluctuate  so 
lat  you  will  have  a  gain  or  loss 
hen  you  sell  shares.  Past 
erformance  is  no  guarantee  of 
iture  results. 


Recent  gains  in  the  stock  market  have  been  predominantly  fueled 
by  large  company  stocks.  Many  analysts  feel  that  the  next  wave  of 
growth  will  come  from  smaller  company  stocks.  The  Prudential 
Small  Company  Value  Fund  can  be  a  great  way  to  participate  in 
this  anticipated  growth. 

Capitalize  on  growth  with  a  value  approach.  Not  all  small 
company  stock  funds  are  alike.  Prudential  Small  Company  Value  Fund  uses 
a  "value"  investing  style  that  seeks  to  uncover  small  firms  whose  stocks  are 
selling  at  bargain  prices.  Although  investing  in  small  companies  generally 
involves  more  risk  and  volatility,  this  fund's  value  style  offers  a  more 
conservative  approach,  w^hich  may  help  reduce  risk. 


For  more  information,  call  today.  Find  out 
how  the  Prudential  Small  Company  Value  Fund  can  add 
the  vitality  and  growth  potential  of  small  cap  stocks  to 
your  portfolio.  Call  for  a  prospectus  with  more  complete 
information  on  share  classes,  sales  charges,  management 
fees  and  expenses.  Read  it  carefully  before  you  invest. 

1-800-THE-ROCK  ext.7386 
www.prudential.com 


I'niiicntiiJsmaJi 
*^""'P"n.v  Value  Fund.  Inc.. 


Prudential 

Investments 


'rior  to  8/1/94,  sales  load  was  5.25%,  which  would  have  resulted  in  a  lower  number  Roting  end  performance  cited  are  only  for  share 
OSS  indicated  above.  Different  classes  of  shares  ore  offered.  Although  the  shares  have  a  common  portfolio,  their  performance  and  rotings  may 
iry  because  of  differences  in  loads  and  fees  paid  by  shareholders  investing  In  different  classes.  All  Morningstar  periods  ended  7/31/97. 
jtings  ore  subject  to  change  every  month,  are  historical  and  do  not  represent  future  performance.  10%  of  the  funds  in  a  categor/  receive 
stars.  The  next  22.5%  receive  4  stars;  the  next  35%  receive  3  stars.  For  the  5-year  and  3-year  periods,  the  Fund  received  4  stars  (among 
146  funds)  and  3  stars  (among  2,040  funds),  respectively.  Mornlngstar  proprietary  ratings  reflect  risk-adjusted  performance.  Mornlngstar 
itings  are  calculated  from  the  funds'  3-,  5-  and  10-year  returns  (with  fee  adjustments)  in  excess  of  90-day  Treasury  bill  returns,  and  a  risk 
ctor  that  reflects  fund  performance  below  90-day  T-bill  returns.  Shares  of  the  Fund  are  offered  through  Prudential  Securities  Incorporated, 
?9  Water  Street,  New  York,  NY  and  Pruco  Securities  Corporation,  both  subsidiaries  of  The  Prudential  Insurance  Company  of  America. 


HONG  KONG 


start  discounting  this  soon,"  she  pre- 
dicts. If  that  attracts  new  money  from 
the  U.  S..  says  Memll  L\Tich  &  Co.  in- 
ternational investment  strategist  Doug- 
las Johnson,  mai'kets  could  tiu'n  around 
shai-ply.  He  notes  that  Thailiuid's  mai'ket 
capitalization  of  about  $74  billion  is  not 


Special  Report 


much  less  than  the  $77  billion  value  of 
U.  S.  retailer  Wal-Mart  Stores  Inc.  Oth- 
er Asian  markets  are  similarly  small. 

As  stock-pickers  begin  moving  back 
into  Asia,  they  are  trving  to  avoid  nu- 
merous minefields.  For  example,  in  a 
region  known  for  lax  accounting  stan- 
dards and  disclosure  re- 
quii'ements,  balance  sheets 
ai'e  viitually  iiTelevant  in- 
dicators    of  corporate 
health.  "You  could  find  out 
the  hard  way  there's  no 
equity  in  the  company 
anymore,"  warns  Pere- 
gi'ine's  Greenberg.  So  he's 
asking  companies  what  INDONESIA 
currency  their  debt  is  de- 
nominated m.  when  it  falls 
due,  and  how  they'll  pay  it 
off.   Although  he's   not  MALAYSIA 
making  any  major  buys, 
other  managers  are  tak- 
ing a  closer  look  at  low- 
glamour,  well-managed 
smaller  companies.  One 
such  company  is  Ameri-  PHILIPPINE 
can  Standard  Sanitary- 
ware  (Thailand),  an  affili- 
ate of  the  U.  S.  plumbing  SINGAPORE 
equipment  maker  and  the 
region's  biggest  exporter 
of  toilets  and  basins.  An- 
other pick  is  Malaysian 
Oxygen,  a  suppher  of  in- 
dusti'ial  gases. 
QUICK  STUDIES.  Already, 
the  ciisis  is  forcing  Asian 
companies  to  become  better  managed. 
With  .$4  billion  in  offshore  debt  and 
baht-denominated  revenues,  Siam  Ce- 
ment's cun-ency  losses  will  range  from 
$500  million  to  $1  billion,  depending  on 
how  much  further  the  Thai  currency 
falls,  says  Templeton's  Lim.  'WTiile  other 
Thai  comjianies  plan  to  stagger  their 
cun-ency  hits  over  five  years,  Siam  Ce- 
ment's management  has  won  kudos  foi" 
deciding  to  wiite  off  the  losses  during 
this  fiscal  year. 

But  in  many  eases,  it  is  still  too  eai'ly 
to  assess  the  ful!  extent  of  the  cuirency 
damage.  That's  \  hy  Hugh  Young,  man- 
aging dh-ector  of  \herdeen  Asset  Man- 
agement Asia  in  .Singapore,  likes  com- 
panies that  are  "focused,  professional, 
and  don't  do  silly  things. "  He  favors 


Holdings,  and  the  country's  foui'  lai'gest 
banks — Development  Bank  of  Singapore, 
Oversea-Chinese  Banking,  Overseas 
Union  Bank,  and  United  Ovei-seas  Bank. 
These  "classic  si.x"  stocks  will  average 
12%  earnings  gi'owth  this  yeai;  he  says. 
They  are  trading  at  an  average  of  12 
times  estimated  earnings,  and  their 
share  prices  are  declining  by  about  5% 
annually. 

Another  reasonable  bet:  export-ori- 
ented companies  that  will  benefit  from 
devaluations.  .Jakaita-Iisted  Modem  Pho- 
to Film  Co.,  which  assembles  and  ex- 
ports 60%  of  Fuji  Photo  FUm  Co.'s  cam- 
eras, is  trading  at  15  times  earnings. 
Bangkok-hsted  K.  R.  Precision  supphes 
hard-disk  drive  components  to  Seagate 


Finding  Value  in  Southeast  Asia 


THAILAND 


China  will  provide  an  earnings  boost  for  conglomerate 
Hutchison  Whampoa  Ltd.  Its  diversified 
earnings  base  and  strong  management 
should  justify  its  price-earnings  ratio  of  23. 

Asia  Pulp  &  Paper  Co.  Ltd.  will  benefit 
from  a  weaker  rupiah.  Its  current  p-e 
is  17.7. 

After  the  chairman  of  Malaysian  Airline 
System  acquired  a  32%  stake,  the  carrier 
restructured,  and  profits  have  risen.  Its 
shares  are  seen  as  a  fair  deal  at  around 
14  times  earnings. 

Philippine  Long  Distance  Telephone  Co.'s  satellite  subsidiary 
should  boost  revenues.  Its  current  p-e  is  15. 

With  a  current  p-e  of  9,  Singapore  Airlines  Ltd.  should 
benefit  from  proposed  investor-friendly  programs. 


countiy  where  few  people  can  afford 
car  will  translate  into  compound  eani 
ings  growth  of  more  than  .50%  annual! 
through  1999. 

Some  big  phone  companies  also  n 
main  in  favor  Telekomurdkasi  Indonesi; 
whose  multiple  has  dropped  from  it 
post-IPO  high  of  22  in  1995  to  16  in  lat 
Aug-ust,  is  on  many  buy  Usts.  The  con 
pany  rakes  in  revenues  from  long-dis 
tance  satellite  calls  since  it  covers 
3.100  mile  archipelago.  Philippine  Lon 
Distance  Telephone  Co.,  which  get 
much  of  its  income  in  U.  S.  dollars  an 
has  a  ciuTent  price-earnings  ratio  of  lii 
is  also  worth  a  look.  In  late  August,  i 
Chinese  rocket  launched  the  fii*st  PhiUij' 
pine  communications  satellite,  owned  bf 
a  PLDT-controlled  consof 
tium.  This  should  hell 
PLOT  "enter  a  new  cycE 
of  growth,"  says  Jove,^ 
Babaan.  head  of  researc. 


TRADING  FUTURES  IN 
HONG  KONG:  CHINA  TO 
THE  RESCUE 


Singapore  Airlines,  Singapore  Press 


K.R.  Precision,  which  manufactures  and  distributes 
computer  parts,  is  trading  at  10  times  next  year's 
earnings. 

DATA:  MORGAN  STANLEY  DEAN  WIHER  DISCOVER  &  CO.;  MERRILL  LYNCH  &  CO.;  BLOOMBERG  FINANCIAL  MARKOS. 


Technology  Inc.,  wiiich  is  opening  plants 
in  Thailand  and  the  PliiUppines.  After 
writing  off  a  foreign-exchange  loss  of 
$3.5  million,  K.  R.  is  trading  at  10  times 
next  year's  earnings,  says  Deutsche 
Morgan  Grenfell  analyst  Andrew  C. 
Dobson. 

Investment  pros  also  are  looking  at 
consumer  stocks  that  have  sustained 
big  losses.  They  argue  that  the  region's 
gi-owing  middle  class  will  continue  to 
expand  despite  the  summer's  economic 
shock.  One  beneficiary  could  be  Put  era 
Surya  Multidana,  an  Indonesian  compa- 
ny that  finances  motorcycle  purchases. 
Its  stock — now  trading  at  12  times  this 
yeai*'s  earnings — has  fallen  lo'^i  in  dollai" 
ternis  since  mid- August.  But  Peregiine 
Brokerage  Inc.  director  John  Sullivan 
says  the  company's  imique  fi"anchise  in  a 


SBC  Warburg  in  Manilj 
China's  strong  economy 
which  is  expected  to  gro\ 
11%  this  year,  is  helpin. 
Hong    Kong's  marke 
shrtig  off  much  of  Asia' 
cmrency  tmrnoil.  One  rei 
winner  for  the  MerrL 
L\iich  Pacific  Fimd,  is  Hutchison  Whan 
poa  Ltd.,  a  Hong  Kong  conglomerat* 
It's  a  leader  in  the  cai'go  container  bus; 
ness  and  is  investing  heavily  in  th 
Peaii  River  Delta  and  Shanghai.  Hutch 
son  Wliampoa's  share  price  has  double 
since  the  fund  bought  in  during  th 
summer  of  1995.  ^ 
Although  each  passing  week  biing  |.j 
more  bad  news  to  Asia's  beleaguere  r'. 
boui"ses,  patient  investoi's  will  find  pier 
ty  of  opportunity  for  profits,  say  ^ 
Matthew  Dobbs,  regional  managing  di  fltil 
rector  of  Schroeder  Investment  Maii~- 
agement  in  Singapore.  Tliat  may  be  th  1:; 
fu-st  good  news  investors  in  the  regio: ; 
have  had  in  months. 

By  Michael  Shari  in  Singapore  aru 
Kerry  Capell  in  New  York,  with  Bruc 
Einhorn  in  Manila 
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What  does  it  take  to 
be  the  best? 


i 

■ 

1 

$1,000  less  than  it  used  to. 

TliinkFad"  760.  Notv  from  $3999.' 

Noiv  you  can  buy  the  ultimate  ThinkPad  for  (ui  unthinkahlj  low  price.  Your  presentations  take  flight 
thanks  to  the  superior  multimeclia  capabilities  of  a  li3-166MHz'  Pentium"  processor  uith  MM\  "' 
technology,  2.1-3.0GB~  SMART  drive  and  a  big,  bright  12.1"  or  13. S"  screen.  Select  models 
include  CD-ROM  cmd  MPEG  2  '  playback.  There's  even  a  free  PORT"  Carrying  Case  (uid  (ui 
additioncd  $50  rr;,s/?  back  from  IBM  when  you  (dso  buy  an  IBM  56/v  PC  Card  X2  Data/I  a.\  Modem  kit! 

In  short,  all  the  best.  For  less.  But  not  for  long. 

■■|<)<)7  Kflitoi"s  Chdirr  \\varcl"-/iyT/:' 
■•Tlu-  Bi-sl  Mcl.il,.  in  l<»')7  '-n:  Itorlfl 
"■|')'»7  Kdilm  's  Chdirc  \\\int\  "-ltiml(ni  s  ^  T  Mfifidzinp 

A  better  place  to  think.  The  best  time  to  buy. 


intlum* 


( iail  I  }}()()  426-7255,  t-xt.  or  visit  wvvw.us.ix-.iljm.com/thiiikpad 


Siihili.ms  Icjr  a  small  plancf 


aled  IBM  authorized  reseller  price  lor  model  U9C  Aclual  reseller  pri:es  may  vary  Model  U9C  includes  I66MH2  Penlium  processor  wilh  MMX  technology,  12  1 "  screen.  2  1 GB  HDD  Other  tealures  available  lor  an  additional  charge 
screen  on  765  Other  models  up  to  $6,999  IBM  reserves  the  right  to  alter  product  mtormation  without  prior  notice  'MHz  denotes  inlernal  clock  speed  ot  the  microprocessor  only  Other  tactors  may  also  ailed  application  perlor- 
e.'GB  =1  billion  bytes  when  reternng  lo  hard  drive  capacity,  accessible  capacity  may  be  less  Video  playback  capabilities  Supports  hall-horizonlal  resolution  'Proot  ot  purchase  needed  lor  both  IBM  ThinkPad  and  IBM  56K  PC 
X2  Data/Fax  Modem  Kit  X2  Modems  aie  designed  to  be  capable  ot  receiving  data  at  up  to  56  Kbps  trom  an  X2  compatible  service  provider,  and  transmitting  data  at  up  to  33  6  Kbps  Public  networks  currently  limit  download 
I  lo  about  53  Kbps  Cash  register  receipt,  bill  ot  sale  01  invoice  marked  "paid"  daled  8/15/97-10/15/97  Otter  expires  10/15/97  and  reguests  must  be  received  by  10/31/97  Rebates  may  not  be  assigned  or  transferred  There  are  no 
IS  or  exchanges  allowed  Limit  one  per  IBM  ThinkPad  serial  number  Otiicial  mail-in  certificate  must  accomoany  reguesi,  or  call  1  888  481-3729  tor  submission  reguiiemenis  on  multiple  purchases  by  businesses  Not  available 
^  resellers  IBM  reserves  the  right  to  withdraw  01  modity  this  promotion  without  prior  notice  Void  where  taxed,  prohibited  or  restricted  by  law  Please  allow  4-8  weeks  tor  delivery  Oiler  valid  only  in  USA  'M  -  F,  8  am  -  8  pm  EST, 
ding  holidays  We  will  direct  you  to  an  authorized  IBM  Business  Partner'"  IBM,  ThinkPad  and  Solutions  lor  a  small  planet  are  registered  trademarks  or  trademarks  ol  International  Business  Machines  Corporation  The  Intel  Inside 
and  Pentium  are  registered  trademarks  and  MMX  is  a  trademark  ot  Intel  Corporation  Other  companies,  products  and  service  names  may  be  trademarks  or  service  marks  ot  others  PCs  referenced  in  this  ad  ship  with  an  operat- 
/stem  ©1997  IBM  Corp  All  rights  reserved 


With  FSI  coupons,  this  could  be 
your  brand's  weekend. 


If  you're  responsible  for  moving  branded 
packaged  goods,  Free-Standing  Inserts  (FSIs) 
can  tip  the  cart  your  way. 

Newly  published  research  shows  that  FSI 
coupons  increase  trial,  produce  higher  repeat 
purchases  and  don't  erode  brand  loyalty. 


for  your  brands,  shouldn't  your  shopping 
list  include  the  number  one  consumer 
promotion  vehicle? 

For  more  information  about  the  power 
of  FSI  coupons,  call  the  FSI  Council  at 
(847)  375-4737.  Just  mention  you'd  like 


So  if  you're  considering  purchase  incentives    to  cart  away  more  sales. 


FSI  Coupons.  Rediscover  what  they're  worth. 


FSl 

COU  NCI  if 

OF  NORTH  AMERICA,  INcl 


inance 


JTUAL  FUNDS 


vhy  did  fidelity 
;eal  the  hatch? 

says  it  feared  a  huge  cash  inflow,  but  skeptics  abound 


rhe  4.3  million  shareholders  of  the 
Fidelity  Magellan  Fund  finally 
have  something  to  cheer  about. 
Fidelity  Investments,  the  nation's 
gest  mutual-fund  fii'm,  announced  on 
g.  27  it  would  close  its  $60.9  billion 
id  indefinitely  to  all  but  existing  in- 
;tors  and  participants  in  retirement 
ns.  It's  perhaps  the  most  important 
)-shareholder  decision  Fidelity  man- 
'ment  has  made  in  years.  In  theoiy, 
least,  the  move  will  blunt  Magellan's 
ye  asset  growth,  which  has  hobbled 
urns  in  recent  years,  and  will  give 
•tfolio  manager  Robert  E.  Stansky  a 
ter  chance  of  boosting  returns.  The 
t  day  for  new  investors  is  Sept.  30. 
The  closing  represents  a  dramatic 
mge  in  thinking  at  the  Boston-based 
nt.  For  years,  critics  have  blasted 
lelity  for  allowing  assets  in  its  giant 
ds  to  grow  unabated  despite  a  falloff 
performance.  Magellan  hasn't  beaten 
Standard  &  Poor's  500-stock  index 
ce  1993,  when  it  was  about  half  its 
•rent  size  (table).  Sources  say  fonner 
gellan  portfolio  manager  Jeffi'ey  N. 


TH  SLOWER  ASSET  GROWTH,  STANSKY 

lik  had  proposed  to  split  the  fund 

0  smaller  fimds  to  make  them  more 
nageable.  But  under  Fidelity's  for- 
r  philosophy,  there  was  no  amount 
money  that  its  powerful  stockpick- 

1  couldn't  handle.  Although  Fidelity 
icutives  steadfastly  hold  that  size  is 
;  an  issue,  their  decision  to  close  the 
id  anyway  speaks  volumes. 
Fidehty  management  tried  to  put  a 
;itive  spin  on  the  news.  Their  expla- 
ion:  Closing  the  fund  would  "stabilize 
3ven  cash  flows."  Stansky  says  he's 
n'ied  about  a  possible  surge  of  new 
;h  coming  into  the  fund  now  that  he 
i  improved  the  fund's  performance. 


So  far  this  year,  the  fund  has  a  total  re- 
tiu-n  of  21.7%  vs.  24.1%  for  the  s&P  500. 
A  flood  of  new  cash,  says  Stansky, 
"might  make  me  invest  in  stocks  at  a 
[high]  price  I  don't  want  to  pay."  Adds 
former  Magellan  manager  Peter  Lynch, 
"it  seemed  like  a  good  time  to  close  the 
fund  when  the  press  is  positive  and 
there  might  be  a  huge  inflow  of  funds." 


In  the  past.  Fidelity  has  temporarily 
closed  a  few  funds  to  give  managers 
time  to  put  cash  to  work. 
TIMING  TRICK?  The  company's  explana- 
tion left  analysts  shaking  their  heads. 
For  starters.  Fidelity  watchers  say 
there's  hardly  any  new  money  coming 
Magellan's  way.  David  J.  O'Leaiy,  who 
tracks  Fidelity  at  Alpha  Equity  Re- 
seai-ch  in  Portsmouth,  N.  H.,  says  share- 
holders pulled  $11  billion  in  cash  out  of 
Magellan  since  April,  1996,  and  that 
cash  flow  only  turned  positive  in  the 
second  half  of  July.  For  August,  O'Leaiy 
estimates  that  Magellan  will  attract  $4 
million  in  new  assets — pocket  change 


to  a  $60.9  billion  fund.  The  likelihood 
that  cash  will  suddenly  pour  into  Mag- 
ellan "is  about  as  likely  as  Ted  Kennedy 
announcing  he's  running  for  President," 
quips  O'Leary. 

There's  another  message  in  the  clos- 
ing that  some  find  disquieting.  "It 
sounds  like  Fidelity  is  saying  the  mar- 
ket is  overvalued,"  says  William  Goetz- 
mann,  a  finance  professor  at  Yale  Uni- 
versity School  of  Organization  and 
Management.  "It  sounds  like  they're 
trying  to  time  the  mai'ket."  It  was  mar- 
ket timing  that  got  Magellan  into  trou- 
ble in  early  1996.  Fonner  manager  Vinik 
put  nearly  35%  of  the  fund  into  bonds 
and  cash,  with  disastrous  results.  Goet- 
zmann  says  Fidelity  should  keep  the 
equity  fimds  fully  invested  and  let  cus- 
tomers decide  how  much  of  theii'  money 
to  keep  in  stocks  and  how  much  to  shift 
to  bonds  or  money  markets. 

Magellan's  Returns 
Haven't  Kept  Up 


ASSETS  TOTAL  RETURN' 

BILLIONS      FIDELITY  MAGELUN   S8P  500 


1990 

$12.3 

-4.5% 

-3.1% 

1991 

19.3 

41.0 

30.5 

1992 

22.3 

7.0 

7.6 

1993 

31.7 

24.7 

10.1 

1994 

36.4 

-1.8 

1.3 

1995 

53.7 

36.8 

37.6 

1996 

54.0 

11.7 

23.0 

1997 

**60.9 

21.7 

24.1 

'Appreciation  plus  reinvestment  of  dividends  and  capital 
gains,  before  taxes  **Aug.  26 

DATA  FIDELITY  INVESTMENTS,  BUSINESSWEEK 

While  critics  have  long  called  for 
Magellan's  closing,  some  insiders  felt 
the  same  way.  They  lobbied  to  close  it 
as  far  back  as  1993,  arguing  that  with  a 
passel  of  other  well-known  ftmds,  they 
no  longer  needed  Magellan  to  market 
the  Fidelity  name.  Among  those  who 
held  that  view,  sources  say,  was  then 
General  Counsel  Robert  C.  Pozen,  now 
the  funds'  new  investment  chief 

Of  course.  Fidelity  won't  give  up  as 
much  now  as  it  would  have  several  yeai-s 
ago  fi'om  the  closing.  In  1993,  Magellan 
brought  in  about  half  the  finri's  revenues 
fi'om  fund  loads.  Last  year,  it  brought 
in  less  than  10%  of  load  revenues. 

Fidelity  watchers  say  the  closing 
shows  Pozen  is  making  big  changes  to  i 
restore  Fidelity's  luster  with  investors.  1 
But  it  will  be  up  to  Stansky  to  fire  up  S 
the  fund's  returns.  § 
By  Geoffrey  Smith  in  Boston  and  g 
Jeffrey  M.  Laderman  in  New  York  i 
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A  MISSOURI  FUND  FIRM 
MARRIES  WELL 

American  Century  gets  a  big  boost  from  J.R  Morgan 

ixcuse  American  Century 
Investments  executives  for 
Ithose  ear-to-ear  gi-ins.  A> 
the  $61  billion  mutual  fund 
watched,  competitors  such  a> 
Scudder,  Stevens  &  Clark  and 
AIM  Management  Group  wew 
picked  off  by  global  money - 
management  giants.  Then  on 
July  30,  in  walked  J.  P.  Morgan 
&  Co.,  the  bluest  of  blue-chip 
banks,  and  agi'eed  to  pay  $900 
million  for  a  45%  interest  in 
the  privately  held  Kansas  City 
(Mo.)  fiiTn.  "It's  like  you're  sit- 
ting in  an  all-night  diner  and 
Cindy  Crawford  just  walked  in. 
looked  at  you,  and  said,  'I  want 
you,' "  says  one  American  Cen- 
tuiy  executive  of  Morgan. 

The  new  partnership  gives  a 
much-needed  boost  for  Ameri- 
can Centuiy,  renamed  in  Janu- 
ary to  give  a  new  identity  to 
the  company  formed  by  the 
1995  merger  of  Tw^entieth  Cen- 
tuiy  Mutual  Funds,  an  equity 
fund  manager,  and  Benham  Group,  a 
fLxed-income  specialist.  Although  equity 
and  bond  funds  have  taken  in  some  $160 
billion  in  new  money  tliis  yeai;  American 
Centuiy's  net  cash  flow  is  flat,  says  Avi 
Nachmany  of  Strategic  Insight,  a  mutu- 
al-fund consulting  fuTn.  American  Cen- 
tiuy  fimds  are  best  knowTi  for  investing 
in  companies  with  rapidly  gi'owing  eam- 


LYONS:  il/o /■(/«« 's  co)i nections  )naij  briny  foreign  business 


AMERICAN  CENTURrS 
MOUNTING  ASSETS 


60 


ASSETS  UNDER  MANAGEMENT 

■  20TH  CENTURY 

45  « BENHAM 

■  AMERICAN  CENTURY 
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ings,  mainly  small  and  midsize  compa- 
nies. The  problem  is  that  some  of  those 
funds'  performances  have  faltered. 

By  linking  with  a  global  powerhouse 
such  as  Morgan,  American  Centiuy  has 
a  shot  at  the  world's  largest  corpora- 
tions and  its  wealthiest  individuals.  And 
Morgan  gets  a  technologically  savvy 
paitner  that  has  built  the  systems  need- 
ed to  sei-vice  401(k)  plans,  the  fastest- 
gi"o\\ing  portion  of  the  pension  business. 
Morgan  also  gains  access  to  those 
American  Centuiy  customers  who  find 
themselves  in  need  of  Morgan's  person- 
al banking  services.  "We  will  sell  their 
aggi'essive  funds  to  olu-  high-net-worth 
clients,  and  our  stable  of  mutual  funds 
to  then-  clients,"  said  Ramon  de  Oliveira, 
chairman  of  asset  management  services 
for  Morgan. 

The  details  of  how  the  alhance  will 
opei-ate  will  be  worked  out  in  September, 
when  de  Oliveira.  American  Century 
Pi'esident  William  M.  Lyons,  and  top  ex- 
ecs meet  to  decide  which  ftmds  will  be 
offered  to  which  customei-s.  Morg-an  iims 
41  institutional  fimds  with  $;30  bilUon. 


Lyons,  41,  who  took  over  daily  mani 
agement  at  American  Centui-y  in  Juni' 
after  serving  eight  years  as  genera 
counsel,  says  the  only  parts  of  the  twi 
fiiTns  to  combine  operationally  will  h 
the  401  (k)  businesses.  Lyons  says  theyl 
merge  "seamlessly,"  but  the  two  operati 
in  vastly  different  markets.  Americai 
Centiu-y  has  200  company  plans  with  .• 
combined  350,000  participants.  Morgai 
has  60  plans  but  1.2  million  pailicipantst: 
The  combined  imit  plans  to  tai-get  401  Gel 
plans  with  at  least  $700  millioii 
in  assets  and  5,000  particil 
pants — meaning  they'll  compet^ 
head-on  with  Fidelity,  Van| 
guard,  and  T.  Rowe  Price.  I 
MEAT  AND  POTATOES?  To  d(i 
that,  American  Century  wilS 
also  need  to  boost  its  fundsl 
I'eturns.  Lyons  said  a  shakeii 
up  in  investment  management 
late  last  year  is  stalling  to  pajf 
(iff.  Longtime  laggards  such  a;' 
'Aventieth  Centmy  Growth  am 
Twentieth  Century  Select  ar 
improving,  but  onetime  stari 
such  as  Twentieth  Centur; 
Giftrust  and  Twentieth  CentuI 
i\v  Vista  are  still  strugglin 
Lyons  says  the  flrni  also  needi 
more  middle-of-the-road  equit; 
funds.  "People  look  to  us  t 
spice  up  their  portfolios,"  sayi 
Lyons.  "I  would  rather  hav 
them  look  to  us  to  be  thai: 
main  course." 

Lyons  certainly  is  clear  abod 
what  he  wants:  $100  billion 
mutual-fund  assets  by  2000.  To  do  that 
he'll  have  to  seek  customers  abroad 
and  that's  where  Morgan's  connections 
can  help.  On  its  own,  American  Centuri 
opened  a  Singapore  office  Jan.  1 — S( 
fai',  without  much  new  business  to  shov 
for  it.  Morgan's  de  Oliveira  insists  fo) 
now  the  partnership's  focus  is  domestic 
While  Lyons'  team  works  to  resolve 
such  differences,  American  Centun 
founder  James  E.  Stowers  Jr.,  73,  is 
basking  in  his  good  fortune.  He  isn''j 
selling  his  stake,  but  he  stands  to  mak( 
an  enoiTnous  retiu'n  for  the  280  origina 
investors  who  backed  his  fledgling  fim 
40  yeai's  ago.  Some  of  the  shai^es  sold  tx 
Morgan  belong  to  the  Stowers  Institute 
for  Medical  Reseai-ch,  and  the  $300  mil 
Hon  in  proceeds  will  enable  the  Kansas 
City  facility  to  open  next  year.  Stowers 
who,  along  with  his  wife,  is  a  cancel 
survivor,  chokes  up  discussing  the  deal 
Lyons,  on  the  other  hand,  can't  afforc 
to  be  sentimental.  He  has  to  turn  to* 
day's  infatuation  into  a  lasting  maniage 
By  De'Ann  Weimer  in  Kansas  City 
with  Debra  Sparks  in  New  York 
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Luckily,  being  alone 
doesn^t  spook  me/* 

Steve  Fossett 

For  nearly  a  week,  Steve  Fossett 
enthralled  the  world  as  he  attempted  to 
become  the  first  person  to  circle  the 
globe  nonstop  by  balloon.  Taking  off  from 
St.  Louis,  Fossett,  aboard  Solo  Spirit, 
ascended  to  some  20,000  feet  and  rode  the 
jet  stream  eastward  across  the  Atlantic  and 
North  Africa,  before  diminishing  fuel 
forced  him  down  deep  inside  India. 

Although  he  didn't  complete  his  historic 


quest,  the  mission  was  hardly  a  failure. 
Traveling  in  an  unpressurized  cabin  where 
the  average  temperature  was  close  to  zero, 
and  sleeping  no  more  than  two  hours  a 
night,  Fossett  established  new  world  marks 
for  the  longest  balloon  flight,  in  both 
distance  (10,360.61  statute 
miles)  and  duration 
(6  days,  2  hours  and 
44  minute 


Fossett  knows  he  has  to  make  a  few 
crucial  adjustments  if  he  is  going  to  achieve 
the  last  great  goal  in  aviation  history.  "I  have 
to  find  a  way  to  increase  the  fuel  supply, 
improve  the  heating  system,  and  reconfigure 
the  communications  process  so  that  I  can 
get  more  sleep,"  he  says.  But,  as  for  his 
chosen  timepiece,  he  sees  no  room  for 
improvement.  "My  GMT-Master  II 
functioned  flawlessly," 
says  Fossett. 


t 
ROLEX 


.  ^-^-^  Koltx  Oyster  Perpetual  GMT-Master  II  Chronometer  in  stainless  steel  with  matching  Oysterlock  bracelet 

(yf^         For  the  name  and  location  of  an  Official  Rolex  Jeweler  near  you,  please  call  1-800-36ROLEX. 

Rolex.  W.  Oyster  Perpetual,  GMT- Ktaster  U  and  Oysterlock  are  trademarks 
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SECURITIES  FIRMS 


PAINEWEBBER:  EAT 
OR  BE  EATEN 

As  rivals  get  bigger,  it  becomes 
more  vulnerable 

PaineWebber  Inc.  faces  an  uncomfort- 
able choice:  With  the  bigger  fish  ag- 
gi'essively  buying  up  the  smaller  fish, 
the  brokerage  finds  itself  too  large  to 
make  it  as  a  niche  firm  like  Lazard 
Freres  &  Co.  but  too  small  to  go  head- 
to-head  with  such  new  global  giants  as 
Morgan  Stanley,  Dean  Witter,  Discover  & 
Co.  Morgan  Stanley  has  a  mai'ket  capi- 
talization of  $30  billion  and  close  to  10.000 
brokers.  PaineWebber  has  a  market  cap 
of  $3.4  billion  and  6,100  brokers. 

No  surprise,  then,  that  over  the  past 
year,  everyone  fi"om  Chase  Manhattan 
Corp.  to  J.  P.  Moi-gan  &  Co.  has  been 
rumored  to  be  buying  the  retail  broker- 
age fiiTn.  PaineWebber  Chief  Executive 
Officer  Donald  B.  Marron,  though,  in- 
sists that  he  has  little  to  gain  by  being 
gobbled  up.  "We  haven't  been  ap- 
proached" by  any  potential  buyers,  he 
says. 

What  MaiTon,  63,  would  like  to  do  is 
get  bigger.  PaineWebber  has  a  history 
of  acquisitions,  the  most  recent  being 
Kidder,  Peabody  &  Co.'s  retail  branch- 
es in  1994.  But  the  firm 
has  been  curiously  qui 
ascent  during  the  cur 


PaineWebber 


ness,"  says  Sanford  C. 
Bernstein  &  Co.  analyst 

  ---o  ----  cupinvFcc  icmt;  SaUie  Ki-awcheck. 

rent  merger  wave — in-    The  fii-m  is  focusing 

eluding  overseas,  where     BROKERS:  6,100  shaiply  on  its  crown  jew- 

NUMBER  OF  SALES  OFFICES:  300     ^1,    the    sales  force. 

PaineWebber  ranks 
foiulh  in  nmnber  of  bro- 


major  fii-ms  are  e.xpand- 

ing.  Marron,  who  has  ■.'orrxo  ;...Wrn 
been  PaineW;bber's  ceo  "n 

since  1980,  just  hired  an    kei-s,  after  Men-ill  Lynch, 

to  .1396  EARNINGS:  $364  million          g^ith  Barney,  and  Mor- 


investment  bank 
search  for  an  asset  man- 
agement firm,  a  broker- 
age, or  a  small  invest- 
ment bank,  such  as 
FuiTnan  Selz  LLC,  which 


EQUITY:  $1.7  billion 


PERCENT  OF  FIRM  OWNED  BY  GE: 

23% 

POSSIBLE  ACQUISITIONS: 


gan  Stanley,  Dean  Witter, 
Discover.  In  1996, 
PaineWebber  brokers 
made  average  annual 
commissions  of  $;i83,735. 


.    ,     , ,  ,.o-     •      Prudential  Securities,  Legg  Mason      ,  ■  ,  . 

was  just  sold.    Size  is   •■  ■   above  the  industiT  aver- 

DATA:  PAINEWEBBER  INC..  BUSINESS  WEEK  f^oAOOca  rWu  e^v, 

age  of  $.348,359.  The  firm 


not  the  issue.  It's  mo- 
mentum— are  you  growing?"  he  says. 
BOUNCEBACK.  Right  now  PaineWeb- 
ber has  plenty  of  momentum.  Return  on 
equity  in  1997  was  a  healthy  20%,  up 
from  past  anemic  levels  of  13%  in  199.5. 
Broker  produi  tivity  has  improved.  Earn- 
ings were  $193  miUion  in  the  first  half  of 
1997,  bouncing  back  from  sony  perfor- 
mances in  1994  and  1995.  "PaineWebber 
has  a  teiTific  position  and  a  terrific  busi- 


will  spend  $25  million  to  train  650  new 
brokers  this  yeai;  with  plans  to  train  an 
additional  1,250  in  1998.  It  has  also  in- 
vested $500  million  in  technology  this 
year,  including  new  broker  workstations. 
"We  know  we've  improved  dramatical- 
ly," says  Mark  Sutton,  director  of 
PaineWebber's  private  client  group. 

After  flirting  for  years  with  gi'and 
ambitions   in   investment  banking. 


PaineWebber  has  finally  arrived  at] 
more  reaUstic  equiUbrium  between  th^ 
and  retail  brokerage.  The  firm  has  na 
rowed  its  emphasis  to  a  few  invesl 
ment-banking  areas.  It  is  one  of  tlf 
top  three  underwriters  of  municip| 
bonds  and  has  a  strong  record  in  equ 
ty  research,  both  of  which  hel 
it  serve  its  affluent  custom^ 
base. 

BULL  PRODUCT?  But  some  an| 
lysts  believe  PaineWebber 
cuiTent  uptiu-n  is  just  an  unsu| 
tainable  byproduct  of  the  bu 
market  and  that  the  firm  is  stl 
prone  to  management  tumovq 
and  bloopers.  In  1994,  a  flagsli 
PaineWebber  mutual  fund  hd 
serious  losses,  damaging  Mitcha 
Hutchins,  its  asset  managemei! 
arm.  Marron  install  e| 
PaineWebber  veteran  Margo 

GEO  MARRON 

He  would  love  to  buy  an 
investment  bank  or  asset 
management  firm 

Alexander  as  head  of  Mitchd 
Hutchins  in  1995.  But  it  wJ 
only  five  months  ago  thi 
PaineWebber  went  from  na 
mutual-fund  redemptions  to 
sales. 

Another  problem  for  Marrd 
is  how  to  globalize  PaineWef 
ber.  The  firm  has  offices  in  tllj 
world's  main  financial  centef 
and  shares  research  with  ing  Banna 
and  UBS.  But  it  lacks  a  solid  inteml 
tional  presence.  Marron  says  the  firj 
will  keep  its  U.  S.  focus  for  the  ne^ 
few  years  but  ultimately  will  have 
buy  or  build  overseas.  "We're  going 
have  to  do  something,"  he  says. 

But  buying  a  good  firm  won't  be  ead 
Bankers  say  the  firm  covets  Pnadentif 
Securities  Inc.,  but  it  is  unlikely  thi 
parent  Prudential  Insurance  Co. 
sell  it.  "We  have  looked  at  a  lot 
things  and  have  yet  to  find  somethirf 
totally  right,"  says  Joseph  J.  Grano  Jj 
PaineWebber's  president.  Marron,  wn 
owTis  1.5%  of  the  firm,  and  Grano  s£ 
they  feel  no  pressure  to  sell.  Mar 
says  General  Electric  Co.,  which  is  sti 
a  2:3%  shai'eholder  in  PaineWebber  aft( 
reducing  its  stake  in  early  August, 
not  anxious  to  bail  out.  "A  deal  has 
be  done  on  friendly  terms.  That  put 
us  in  the  driver's  seat,"  says  Grano.  Bi 
if  the  firm's  executives  don't  make 
move  soon,  they  may  find  themselv( 
in  the  passenger  seat. 

By  Leah  Nathans  Spiro  in  New  Yen 
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HAT  FEELS  LIKE  BUSINESS. 


Stories  of  immense  power,  fortune  and  risk.  Stories  brought  to  life  like  nevefj' 
before  —  from  the  perspective  of  the  people  behind  them.  Join  host  Sheilah 
Kast  for  TV's  most  compelling,  in-depth  business  news  analysis.  Watc;h  fpr 
"This  Week  in  Business"  on  public  television. 
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Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

READER'S  DIGEST: 
A  BRIGHTER  PAGE? 

Reader's  Digest  (rda)  has  come  to 
life  in  recent  weeks.  Several  key 
market  players  have  been  snapping  up 
shai-es  as  the  stock  took  a  dive  ii'om  43 
earlier  this  year  to  the  low  20s. 

"The  stock  has  dropped  so  precipi- 
tously because  the  market  has  lost 
faith  in  manage- 
ON  THE  ment,"  says  mon- 

RiSE  ey  manager  Mark 

Boyar.  Soggy 
sales  worldwide 
due  to  fierce  com- 
petition have 
crimped  earnings. 
Fiscal  1998  earn- 
ings ai'e  expected 
to  be  way  below 
this  year's  figure 
of  $1.24  a  share. 
In  the  fourth 
quarter  ended 
June  30,  the  com- 
pany posted  a 
loss  of  $22.8  mil- 
lion, or  220  a  share,  vs.  earnings  of 
$45.9  milhon,  or  42?  a  year  earlier. 

But  the  stock  has  edged  up  to  29, 
primarily  due  to  the  buying  by  some 
savvy  value  players,  including  Boyar 
and  Mike  Price,  who  nans  Franklin  Re- 
sources Mutual  Fund.  They  think  that 
based  on  assets  and  a  unique  global 
consumer  franchise,  the  stock  has  be- 
come way  undervalued. 

The  board,  says  Boyar,  has  three 
options  that  may  help  clean  up  the 
mess:  (1)  Sell  the  entire  company  at  a 
huge  premium;  (2)  sell  an  equity  stake 
in  the  company  to  raise  fimds  to  bring 
an  earnings  turnaround;  or  (3)  pui'sue  a 
more  aggi'essive  restructuring,  includ- 
ing ehminating  the  dividend. 

First  the  board  must  find  a  chief 
executive  to  replace  James  Schadt,  who 
abniptly  resigned  on  Aug.  11.  Finding 
the  right  CEO  will  spur  an  immediate 
rise  in  the  stock,  says  Boyar.  The 
board  has  asked  former  CEO  George 
Grune  to  temporarily  assume  the  post. 

Because  of  the  shares'  voting  sti-uc- 
ture,  a  hostile  takeover  isn't  likely. 
"But  a  unique  property  such  as  Read- 
er's Digest  would  invariably  gamer  a 
premium  price  if  sold,"  says  Boyar. 

The  company  has  worldwide  circula- 
tion of  27  million.  Boyar  values  the 
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magazine  at  $770  million,  or  $7.25  a 
share.  Its  largest  unit — books  and 
home  entertainment  products,  including 
the  direct-mail  business — is  valued  at 
$3.5  billion,  or  $31  a  share.  Total  assets 
are  worth  $4.9  bilhon,  or  46  a  share, 
Boyar  figiu"es. 

He  says  selling  the  company  would 
address  the  concerns  of  shareholders 
and  the  charitable  trusts  dependent  on 
Reader's  Digest  for  funds.  Rather  than 
make  do  with  the  company's  poor  re- 
turns, says  Boyar,  the  tnists  could  get 
cash  that  would  allow  them  to  diversi- 
fy their  investments.  Shareholders 
would  also  benefit  from  the  premium 
the  company  could  get  when  sold. 

Boyai'  believes  the  company's  board, 
which  includes  former  Defense  Secre- 
tary Melvin  Laii'd  and  Chase  Manhat- 
tan Chairman  and  ceo  Walter  Shipley, 
will  act  in  accordance  vrith  the  highest 
standards  of  corporate  governance. 

GET  READY  FOR 
THIS  PAPER  CHASE 

Some  money  pros  now  veering  to- 
ward the  cyclical  groups  are  zeroing 
in     on  paper 
REACHING         stocks.  Consolida- 
TO  THE  SKY        tion  is  firing  up 
the  industry,  says 
James  Flicker,  a 
Lehman  Brothers 
analyst.  Funda- 
mentals are  start- 
ing to  look  better 
and  a  lot  of  re- 
stiTJcturing  is  go- 
ing on.  But  in  his 
assessment,  merg- 
ers and  acquisi- 
tions make  up  the 
most  important 
trend  evolving  in 
the  gi'oup. 
"The  industiy  desperately  needs  con- 
solidation as  returns  have  languished 
for  decades  due  to  various  stiuctural 
impediments  to  profitability,"  says 
Flicker.  He  says  about  nine  companies 
will  consolidate.  Topping  the  list:  Ray- 
onier  (ryn),  a  forest  products  company 
engaged  in  trading,  merchandising,  and 
manufactuiing  wood  products.  It  owns 
or  controls  1.5  million  acres  of  timber- 
land  in  the  U.  S.  and  New  Zealand. 

Ti-ading  at  47  a  share,  Rayonier's 
timber  alone  is  worth  60,  says  Peny 
Roth,  an  analyst  at  Value  Line.  He  ex- 
pects earnings  of  $2.85  this  year  and 
$3.75  next  year,  vs.  $2.63  in  1996. 
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One  New  York  investment  manage] 
figm-es  that  in  a  buyout,  Rayonier 
worth  80,  based  on  two  and  a  hali 
times  its  estimated  book  value  of  32  { 
share.  This  pro  thinks  a  foreign  for 
est-products  company  has  expressec 
an  interest  in  Rayonier. 


FROM  NET  ACCESS. 
NET  GAIN? 


Shares  of  Internet  service  provider^ 
are  on  fire  again.  But  one  smal  ^ 
player,  EarthLink  Network  (elnk),  has 
yet  to  rekindle  after  hitting  16  in  Feb 
ruary.  Now  at  11,  EarthLink's  gi'ovirtl 
has  captured  the  interest  of  the  smart 
money  crowd.  George  Soros  has  some 
10%  of  EarthLink.  and  an  investoi 
group  Soros  heads  is  committed  tc 
buying  more  shai'es  worth  $5  milhon  ir. 
a  private  placement. 

Other  big  investors:  mutual-fund 
manager  Mario  Gabelli  and  Ken  Lan- 
gone,  president  of  Invemed  Associates, 
a  New  York  investment  bank  that  tooli 
the  company  pubhc  in  at  13  a  share. 

What's  hot  about  EarthLink?  It  aims 
to  meet  growing  demand  for  fast  and 
easy  Internet  access.  Originally  formed 
as  a  regional  access  provider,  Earth- 
Link  has  grown  to  become  a  national 
presence  through  alliances  with  net- 
work providers  uunet  Technologies 
and  PSINet. 

EarthLink  has  carved  out  a  "very 
strategic  piece  of  Internet  business,"! 
says  one  investor,  "prompting  severalj' 
regional  Bell  phone  companies  to  work| 
out  arrangements  with  EarthLink  to; 
get     a  firmer 
foothold  in  the  In-        A  DIAMOND 
ternet    business      IN  THE  ROUGH? 
for      its  sub- 
scribers." One 
company  is  ex- 
pected to  take  a 
5%  to  10%  stake. 

Microsoft  may 
expand  its  in- 
volvement. One 
possibility:  Earth- 
Link  will  help 
manage  a  part  of 
Microsoft's  Net 
operations.  In  re- 
turn, Microsoft 
may  purchase 

EarthLink  stock.  Gany  Betty,  Earth- 
Link's  CEO,  wouldn't  comment  on  suchjl 
speculation  but  concedes  ties  with  Mi 
crosoft  "will  move  forward  on  many 
fronts." 


EARTHLINK 
NETWORK 

WEEKLY  CLOSE 
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DUKE 


THE  FUQUA 

SCHOOL 
OF  BUSINESS 


THE  FUQUA  SCHOOL  OF  BUSINESS 

DUKE  UNIVERSITY  BOX  90127 
DURHAM,  NC  27708-0127  USA 

EUROPEAN  OFFICE  BRUSSELS,  BELGIUM 
ASIAN  OFFICE  JAKARTA,  INDONESIA 


The  Global  Executive  MBA  (GEMBA™) 
program  is  an  intensive,  1 9-month  degree 
program  that  combines  residential  classroom 
sessions  on  four  continents  with  distance 
education  using  Internet-based  technologies. 

This  unique  program  allov/s  executives 
v/orking  anywhere  in  the  world  to 
acquire  core  business  skills,  shape  global 
management  strategies  and  develop 
proficiency  in  the  use  of  advanced 
interactive  technologies  in  management. 

TiiF  Gi/)R\f.  E\K(:rTi\i'  MBA 

•  Prepares  managers  to  meet  the  challenges 
of  the  global  economy. 

•  Includes  a  total  of  11  weeks  of  residential 
class  sessions  at  sites  in  Europe,  Asia  and 
the  Americas. 

•  Provides  experience  using  interactive 
technology  as  a  learning  and 
management  tool. 

•  Offers  the  full  range  of  material  contained 
in  a  top-ranked  MBA  program. 

•  Establishes  a  worldwide  network  of  other 
global  managers. 

•  Allows  executives  and  managers  to  remain 
on  the  job  anywhere  while  earning  an  MBA 
from  one  of  the  world's  leading  universities. 

Who  Sikh  ij)  Apply 

High-potential  managers  of  global 
corporations;  executives  of  small  and 
mid-sized  entrepreneurial  companies 
with  global  responsibilities. 

To  receive  a  detailed  brochure 

and  application,  contact: 

The  Fuqua  School  of  Business  (U.S.A.) 

Tel  919-660-7804 

Fax  919-660-8044 

E-mail  fuqua-gemba@mail.duke.edu 

or  visit  our  web  site: 

www.fuqua.duke.edu/ programs/ gemba 
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leiaiuii  the  wuid    media  ai'OUnd 

Microsoft  ChaiiTnan  William  H. 
Gates  III,  and  he  squiiins  in  his 
I  chair  and  screws  up  his  face  as 
if  he's  swallowed  a  bad  oyster.  "The  no- 
tion that  Microsoft  is  a  media  company 
is  a  strange  thing  to  say,"  he  grouses. 

Gates's  displeasiu-e  is  understandable. 
Since  Microsoft  began  dabbling  in  new 
media — first  with  cd-koms  and  then  on 
the  Internet — it  has  (b'awn  the  attention 
and  ii"e  of  the  old-media  guard.  The  Net 
was  redefining  media,  and  Gates,  like 
everyone  else,  figiu'ed  "content"  would 
be  king.  In  the  past  year,  Microsoft 
spent  a  cool  $500  million  on  high-glam 
ventures  such  as  msnbc,  a  joint  TV-and- 
Intemet  news  ventiu'e  with  NBc; 
Slafp,  a  political  Web  'zine  edit- 
ed by  Michael  Kinsley;  and  a  re- 
vamped Microsoft  Network  for 
the  Net,  chock-full  of  TV-like 
"shows."  When  the  software  gi- 
ant invested  .$1  billion  in  cable 
operator  Comcast  Corp.  and 
$425  million  to  buy  Webxv  ear- 
lier this  year,  it  seemed  a  foi-e- 
gone  conclusion:  Gates  was  fix- 


GATES:  Big  plans  to  bring 
buyers  and  sellers  togethe 


iiig  to  be  a  new-inediH  mogul.  'Tliey'i'e 
gearing  up  across  the  boai-d  for  all-out 
war,"  steams  Bob  Ingle,  president  of 
Knight-Ridder  New  Media,  an  ann  of 
the  newspaper  giant. 

Not  quite.  These  days,  don't  expect 
Microsoft  to  challenge  the  mainstream 
media  at  their  own  game — whether  it's 
Time  Warner  or  Walt  Disney.  Instead, 
after  several  years  and  hundreds  of  mil- 
lions of  dollars'  worth  of  experimenta- 
tion, Microsoft  has  come  to  a  revela- 
tion: Software,  not  entertainment 
content,  is  where  it  can  best  cash  in  on 
the  Net.  "We  discounted  this  a  year 
ago,  but  it  tmTis  out  that  software  mat- 
ters," says  Pete  Higgins,  vice-president 


Virtually  all  of  MSN's 
16  new  shows  for  the 
new  season,  coming  in 
October,  are  being 
produced  by  partners 


of  Microsoft's  Interactive  M 
dia  Group. 

Now,  Microsoft  has  a  neli 
niedia  game  plan:  less  glilj- 
more  bits.  Forget  HoUywooj  ■ 
style  entertainment.  Froj 
here  on,  the  company  wi 
rely  more  on  creative  pai'-J 
ners  for  that,  such  as  Disne^i 
which  produces  a  Web  siu 
for  children   called  Dai: 
Blast.  Microsoft's  online  pr  ; 
grammers,  meanwhile,  w 
zero  in  on  the  software  en 
gines  that  make  Web  siti  ; 
and  sei-vices  useful — poweii/i 
databases  and  tools  that  he  i- 
Netizens  sift  through  da  ( 
and  act  on  it.  Microsoft 
travel  site,  Expedia,  for  e 
ample,  lets  travelers  seani 
for  the  best  airline  fare  ar^ 
then  book  it.  "Some  of  tli 
starry-eyed  optimism  of  a 
\  ear  ago  is  gone,"  Higgire 
concedes.  "We're  taking  a  ul 
tie  more  sober  view,  but  aU 
a  more  focused  view."  t 
NEW  TARGETS.  So  wllile  Ml 
crosoft  may  be  rolling  ba(' 
fi'om  ci'eating  its  own  snaz: " 
content,  it's  not  backing  Cii 
fi'om  new  media  one  iota.  Iji 
stead,  it's  upping  the  ante  (|  i 
informational  services  arl 
transactions  on  the  Net,  putting  a  whol  . 
new  set  of  companies  in  its  crosshaiij  ' 
from  travel  agents  to  car  dealers  |c;j1 
mortgage  brokers.  In  addition  to  E 
pedia,  Microsoft  has  a  car-buying  si  ""' 
and  an  investment  site.  This  year,  Hijar* 
gins'  budget  has  been  increased  20% 
expand  Sidewalk,  Microsoft's  local  art 
and-entertainment  guide,  from  fox^i:^^ 
cities  today  to  10  by  yearend,  and 
add  new  interactive  services,  includii 
one  for  home-buying  and  another  fi^^jj 
bill-paying.  "Microsoft  may  lack  the  e: 
tertaimnent  gene,"  says  analyst  Williai:  " 
Bass  of  Forrester  Research  Inc.  "Bi 
they're  doing  a  good  job  of  taking  tl , 
leadership  position  where  the  mom  ^  ; 
will  be  made — transactions."  7] 
Indeed,  Gates  has  a  new  r  =  * 

quirement  for  Microsoft's  inte  

active-media  efforts:  a  clear  pal  ^» 

for  profits.  As  revenue  in  i   

core  opei'ating  system  and  sol 
ware-applications  business  slov 
fi"om  an  avei'age  of  32%  a  yej 
over  the  past  five  years  to  i 
expected  22%  by  2001,  the  cor 
pany  is  on  the  prowl  for  ne 
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After  leading  the  industry  year  after  year, 
what  is  it  we're  trying  to  prove? 


We  mean  business 


Introducing  the  new  Toshiba  Tecra.  The  ultimate  portable  for  corporate  America. 

lere's  one  thing  we  know  how  to  do  well,  it's  raising  portable  industry  standards  to  new  levels  Something 
couldn't  do  without  the  constant  challenge  of  not  only  meeting  your  needs,  but  surpassing  them, 
roducing  the  Tecra"  530CDT.  A  portable  packed  with  the  perfect  balance  of  performance,  portability  and 
jandability.  Delivering  a  high-resolution  TFT  display,  large  storage  capacity  and  a  166MHz  Intel  Pentium**^ 
icessor  \Anth  MMX  "  technology.  All  wrapped  up  in  a  sleek  new  design.  The  Tecra  530CDT  Experience  the 
table  that  wiU  take  the  business  world  into  the  next  miUemiium  When  you  do,  you'll  find  yourself  in  a  place 
ere  staying  ahead  of  the  game  is  a  way  of  life.  With  one  clear  intention.  Al'ways  Lead. 


a^a  530CDT/520CDT  •  •  •  • 

r  dia.  acQve-matnx  TFT  color  display 
'A  X  768  resolution  (530CDT) 
)  X  600  resolution  {520CDT) 
)MHz  Pentium"  processor  with 

technology.  256KB  L2  cache 
billion  byte  (=2  02GB) 
novable  HDD 

MB  high  speed  EDO  DRAM 
.pandable  to  360MB) 


•  PCI  system-bus  architecture 

•  SelectBay™  supports  CD-ROM,  floppy 
disk  dnve,  optional  second  hard  drive 
or  optional  second  Lithium  Ion  battery 

•  Modular  lOX'  CD-ROM 

•  HiQVideo'"  PCI  graphics  controller 
with  2MB  video  memory 

(4Mbit  EDO  RAM) 

•  Universal  Serial  Bus  (USB)  port 


•  MPEG  playback  through  eith*^i 
software  or  optional  ZV  Card 

•  le-bit  MIDI,  WAV  and  Sound  Blaster"'  Pro 
compatible  with  stereo  speakers  and 
microphone 

•  Supports  two  Type  II  or  one  Tyr^e  III 
16-bit  PC  Cards.  ZV  Cards  or  32  bit 
CardBus  Cards 

■  Built-in  ceUular-ready  33  6Kbps.  V  34 
voice/data,/fax  modem 


•  Fast  Infrared  (FIR)  IrDA  (.ompliaMl  |X>rt 

■  Lithium  Ion  battery 

•  Optional  Desk  Station  V  Plus  docking 
station  or  NoteDock'"  II  Enhanced 
Port  Replicator 

•  Windows*  95 

•  3-year  limited  warranty 

■  Toll-free  technical  support  -  7  days 
a  week.  24  hours  a  day 


For  more  information,  visit  http://computers.toshiba.com,  or  call  1-800-457-7777. 


In  Touch  with  Tomorrow 

TOSHIBA 


ID       k    i  FD 


CUSTOMIZED  CONFIGURATION 

With  the  SelectBay.''"  conliqui^-  youi 
system  to  meet  your  needs  Swap  out  your 
lOX*  CD-ROM  with  a  floppy  disk  dnve, 
optional  second  2GB  hard  dnve  or 
optional  second  Lithium  Ion  battery 


Pentium 


ULTIMATE  PERFORMANCE 

Expenence  accelerated  multimedia 
applications  with  MMX™  technology, 
32-bit  pa  architecture  and  32MB 
of  memory,  standard 


EXPANDABILITY 

With  our  one-touch  hot  docking  solution, 
you  get  additional  slots  for  PC  Cards,  PCI 
and  ISA  Cards  and  stereo  speakers 


'997  Toshiba  Amenca  Information  Systems,  Inc  All  specifications  and  availability  aie  subject  to  change   'lOX  average  speed.  All  pioducts  indicated  bv  tiademaik  symbois  are  tiademaiked  and/oi  registeied  by  their  respective  companies  Intel  Inside  Logo  and 

Pentium  are  registered  trademarks  and  MMX  is  a  Uademark  of  Intel  Corporation 
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revenue  streams.  And  the  Web,  where 
analysts  predict  that  some  $35  billion  in 
goods  and  services  vdll  be  sold  by  2000, 
is  a  potential  gold  mine. 

Microsoft  is  already  eking  some  rev- 
enues out  of  its  Web  operations,  though 
it's  still  chump  change  compared  with 
its  $9  billion  in  fiscal  '97  revenues.  Ex- 
pedia,  for  example,  is  on  ti'ack  to  book 
$100  million  in  travel  transactions  this 
year,  in  which  Microsoft  takes  a  corn- 


finance  software  to  get  a  jump  on  an  in- 
surance Web  site,  which  opened  its 
doors  in  June,  and  a  mortgage  site 
planned  for  October.  Microsoft's  real  es- 
tate site,  by  contrast,  is  not  expected 
until  early  1998.  And  America  Onhne 
Inc.,  with  some  8  million  members,  is 
bigger  and  growing  faster  than  msn. 
Says  James  V.  Kinsey,  aol  founder  and 
director:  "aol  has  been  interactive  for 
15  years,  and  tlicy  haven't.  We  kndw 


ment  don't  work  well  on  the  Net  ye 
such  as  Web  soaps,  which  are  imwield 
with  blocks  and  blocks  of  type,  and  tri- 
ia  and  game  shows.  Says  Higgins:  "S 
far,  the  Internet  isn't  a  place  for  tru; 
mindless  entertainment." 

Microsoft  also  foimd  what  media  coii 
panies  have  known  for  some  time:  In 
matter  how  good  your  progi-ams  ar 
you  won't  have  a  hit  without  a  big  ai 
(lience.  Instead  of  relying  on  MSN  or  it 


MiCROSOFrS  INTERNET  PROGRAMMING     Sofar,  MkrosofiS  Xet  offerings  have  had  mired  success 


MSN  The  Microsoft  Network  debuted  in  1995  and  was 
relaunched  as  a  Web-based  onhne  service  last  Novem- 
ber. But  with  2.3  million  subscribers,  MSN  remains  a 

distant  second  to 
Ii^*jr*§"|'*  America  Online,  and 

-■^     '  its  Microsoft-made 

entertainment  has 
drawn  catcalls.  Now, 
Microsoft  is  turning 
to  partners  such  as 
Disney  for  content. 

MSNBC  Microsoft 
handles  the  Web  site 
of  this  $400  million 
cable-TV/online-news  joint  venture  with  NBC.  A  redesign 
of  the  year-old  site  debuted  on  Aug.  18.  Thanks  to  its 
1.25  million  visitors  per 
month  and  the  estimated  $20 
million  Microsoft  will  spend 
on  it  this  year,  the  MSNBC 
site  has  pulled  even  with 
CNN's  and  USA  Todays.. 

SIDEWALK  Microsoft  will 
spend  $100  million  this  year 
expanding  its  local  arts-and- 
entertainment  guides,  to  10 
by  yearend.  Sidewalk  relies  on 
Microsoft  database  software 
to  let  visitors  search  for 


events  or  restau- 
rants. And  ads  are 
pouring  in:  The 
Seattle  and  New 
York  Sidewalk  sites 
have  500-plus  local 
advertisers  each. 

EXPEDIA  This 
online  travel  agency 
has  emerged  as 
Microsoft's  first 
Web  slam-dunk. 
Launched  last  October,  Expedia  is  expected  to  book 
$100  million  in  airline  tickets  this  year.  Microsoft  is 
licensing  Expedia's  core  technology  to  American  Express 
and  airlines  such  as  Continental  and  Northwest. 


Worldwi( 

Links  • 


INVESTOR  In  June,  Microsoft  began 
charging  a  $9.95  subscription  fee  for 
"premium"  financial  information  on  this 
investment-advice  site.  So  far,  response 
has  been  slow.  Forrester  Research  esti- 
mates that  only  10,000  have  signed  up. 


INTERNET  GAMING  ZONE  Last  spring, 
Microsoft  launched  this  game  site,  which 
already  has  some  350,000  registered 
members.  With  such  success,  Microsoft  is 
considering  charging  a  subscription  fee  for 
premium  play  starting  in  October. 


SOURCE:  FORRESTER  RESEARCH,  BUSINESS  WEEK 


mission.  And  Microsoft's  other  Web  sites 
have  drawn  .$2.9  million  in  advertising 
revenues  in  1997's  fii-st  quarter,  accord- 
ing to  Jupiter  Communications  Co. 
Jupiter  analyst  Peter  Storck  says  that 
could  hit  $20  million  this  yeai-.  Further 
out,  things  look  better:  Forrester  esti- 
mates that,  all  told,  Microsoft's  online 
businesses  vdll  drum  up  i-evenues  of  $2 
billion  in  2001. 

Can  Microsoft  pull  this  off?  To  be 
sure,  there  is  no  guarantee  that  its  re- 
vised media  strategy  is  on  tai-get.  In 
many  cases,  Microsoft  is  playing  catch- 
up. Pasadena-based  CitySearch  Inc.  has 
outdistanced  Sidewalk  with  its  nine  local 
information  sites  and  four  more  on  tap. 
Intuit  Inc.  has  used  its  lead  in  personal 


that  business  better  than  they  do." 

Thei'e  are  other  challenges,  too.  It's 
not  yet  proven  that  Microsoft  has  the 
expertise  to  create  compelling,  special- 
ized Web  sites.  Emerging  electronic- 
commerce  markets,  such  as  financial 
services,  are  still  as  ahen  to  Microsoft 
as  application-pi'ogramming  interfaces 
are  to  a  Citibank  branch  manager. 

But  time  and  again,  Microsoft  has 
proven  its  mettle  when  it  comes  to 
learning  from  its  mistakes.  The  compa- 
ny's online  trials  and  errors  make  a 
valuable  case  study  for  others,  too.  So 
what  has  the  software  giant  learned? 
No.  1:  Stick  to  yom*  knitting.  Microsoft's 
strength  is  software,  not  entertainment. 
What's  more,  some  forms  of  entertain- 


own  Web  sites  to  attract  viewers.  Mi 
crosoft  is  inking  deals  wath  popular  We' 
destinations  to  have  them  offer  M: 
ci'osoft-branded  content.  The  company" 
fare  is  caiTied  on  the  @Home  Intemei 
cable  service  and  will  be  available  O! 
cnet's  new  Snap!  Online  Web  sifc 
scheduled  for  September".  Microsof 
would  even  consider*  a  similar  arrange 
ment  with  archr-ival  aol. 

And,  lastly,  Microsoft  has  discovere( 
that  developing  fun  Web  fare  is  seri 
ous  business.  Nowher-e  was  that  mon 
obvious  than  with  Micr-osoft  Network! 
When  MSN  was  relaunched  from  a  pro 
prnetary  online  service  into  a  Web  su 
per'site  last  November,  it  came  with  21 
original  programs — most  of  them  ere 
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Looking  for  new 
ways  to  combat 
slumping  productivity? 


m 


r 


The  human  body  wasn't 
designed  to  work  in  a  single 
position  all  day.  The  HON 
Adjustable-Height  Worksurface 
adapts  to  new  positions 
in  a  matter  of  seconds. 
Thai  means  your  people 
can..  . stand  up 

fto  review 
MnaB~  important 
^^^H    documents,   sit  down 

for  calls  with  clients 
and  customers.  .  .slay  on  their 
toes  during  informal  meetings 
In  short,  almost  eveiybody 
can  produce  more... 
and  feel  bettet-  about  it. 


The  Adjustable-Height 
Worksurface  by  HON 

may  be  just  the  lift 
you're  looking  for. 

Hardware?  Sure.  Software?  Certainly.  But  how  can 
a  piece  of  furniture  help  people  put  more  into. . . 
and  get  more  out  of. .  .their  workday?  The  Adjustable- 
Height  Worksurface  from  HON  does  just  that.  It  gives 
welcome  relief  from  static  working  postures... and  stagnant 
attitudes.  In  panel  systems  or  conventional  offices. 
At  a  price  you'll  find  most  welcome,  too. 


The  extensixe  range  of  motion  provides 
more  choices  in  worlzing  positions. 
The  sturdy  inner  mechanism  glides 
smoothly  . .  even  with  loads  up  to 
J 34  pounds  (depending  on  top  size). 


Compelling  Value^'^in  office  furnishings 


The  HON  Company 

1-800-435-7889  vAvw.honcompany.com 


7  HON  INDLMFJiLs 


Information  Processing 


ated  in-house.  But 
they  didn't  click  with 
viewers.  At  the  end 
of  their  13-week  sea- 
son, 40%  of  the  shows 
were  canceled.  And 
even  though  msn's 
subscriber  list  has 
grown  from  1.6  mil- 
lion last  November  ti  ■ 
2.3  milhon  today,  ana- 
lysts say  most  use  it 
simply  to  get  onto  thf 
Net.  For  MSX's  new 
season,  kicking  off  in 
October,  virtually  all 
of  its  16  new  shows  ai'e  being  produced 
by  partners. 

Instead,  Microsoft  is  setting  its  new- 
media  guns  on  electronic  commerce. 
Gates  sees  a  huge  opportunity  to  bring 
together  buyers  and  sellers — and  com- 
mand a  fee  for  the  service.  Mici'osoft's 
car-bu\ing  site,  CarPoint.  for  example, 
fits  the  vision  to  a  tee.  Originally  es- 
tablished a  year  ago  as  an  editorial 
guide  to  car  shopping,  the  site  was  re- 
launched in  July  as  a  high-octane  E- 
commerce  site  that  now  logs  up  to 
30,000  \isitors  a  day.  Mewers  can  read 
reviews  of  cars,  calculate  how  much 
they  can  afford  to  spend,  and  solicit 
bids  fi'om  up  to  thi'ee  auto  dealei"s  neai* 
their  homes. 

iVIicrosoft  gets  paid  a  $1,000  monthly 
fee  by  each  participating  dealer — an  ap- 
proach copied  fr'om  fomier 
partner  Auto-By-Tel.  And 
that's  not  all.  In  the  fii'st 
week  of  September,  Car- 
Point  will  launch  a  used- 


NEW  MEDIA  MAN 

Higgins'  unit  will 
expand  Microsoft's 
entertainment 
guide  from  4  cities 
to  10  and  add  real  ' 
estate  and 
lull-paying  sites 

This  reaction  sends 
off  alarm  bells  in  Mi- 
crosoft's Redmond 
(Wash.)  headquarters. 
"The  big  concern  is 
that  newspapers  wTite  negative  arti- 
cles about  Microsoft  and  that  creates  a 
bad  feeling."  says  John  Neilson,  vice- 
president  for  Microsoft's  interactive- 
media  services  unit.  So,  for  now,  Mi- 
crosoft is  treading  softly — and  not  just 
in  the  newspaper  sphere,  where,  ana- 
lysts say,  it  backed  off  inore  aggi'es- 
sive  plans  for  classified  ads  after  the  in- 
dustiy  protested.  Mindful  of  the  uproai- 
that  Gates  caused  when  he  called  banks 
"dinosaurs"  three  years  ago,  Microsoft 
seeks  to  ally  with  others  as  much  as 
possible. 

But  even  when  Microsoft  goes  the 
partnership  route,  it  sometimes  steps 
on  toes.  Peter  Ellis,  president  of  Auto- 
By-Tel,  the  leading  auto-sales  service 
on  the  Web,  complains  that  Microsoft 
was  "picking  mn-  brains"  during  the 


LESSONS  FROM  CYBERSPACE 


Afler  throwing  hundreds  of  millmis  of  dollars  into  developing 


year  and  a  half  that  the  two  comji 
nies  collaborated.  They  decided  to  sj 
in  May  after  disagi'eeing  on  strate 
and  Microsoft  now  handles  its  o'| 
transactions.  "WTien  they  call  you 
you  think  it's  great,  but  in  reaUty, 
dance  will  soon  tiu-n  into  a  nightmarfSt 
says  Ellis. 

Microsoft's  reputation  for  roughi 
up  partners  doesn't  scare  Countrywi 
Home  Loans  Inc.,  the  nation's  larg( 
independent  home  lender.  Gamer 
King,  Countrywide's  executive  y'lifl 
president  for  electronic  commerce, 
working  with  Microsoft  to  offer  onli 
lending  on  the  software  giant's  upcot''^ 
ing  real  estate  site.  "It's  ludicrous 
me  to  think  that  Microsoft  would 
able  to  duphcate  the  decades  of  kno 
edge  and  infrastructure  that  make 
an  industry."  says  King.  At  the  saitii' 
time,  he  has  already  cut  a  similar  dfra, 
on  a  real  estate  site  to  be  launched 
October  by  rival  Intuit. 
LIFESTYLE  SUITES.  Microsoft  may  hajili 
one  more  ace  up  its  sleeve  in  its  ne 
media  bid.  The  combination  of  its 
sites — fi'om  investing  in  stocks  to  b 
ing  cars,  aii'Une  tickets,  and  finding 
what  cultural  events  are  in  town  tll^ 
night — creates  a  "suite"  of  Web  sit  Si 
that  are  linked  and  can  cross-promc  K 
one  another.  That's  much  like  B  H 
crosoft's  supernova  hit,  the  Office  pi  i- ' 
ductivity  suite.  Others  see  the  me  '■■ 
in  that  approach,  too.  "They  can  pac 
age   a  network  with 
whole   bunch   of  derr  f 
graphics   in   one   mec  s;. 
buy."  says  Jupiter  analj  Re 
Storck.  "That's  what  a  iri' 


1^ 


car  listing  marking  its  content,  Microsoft  has  learned  a  thing  or  two.  You  can,  too.     vertisers  are  begging  fo  t 


first  foray  into  classified 
ads.  Microsoft  "gets  it" 
with  Expedia,  CarPoint, 
and  other  transaction- 
based  sites,  says  For- 
rester's Bass. 
OUTCRY.  These  businesses 
have  huge  potential.  News- 
paper classifieds  alone 
brought  in  S15  billion  last 
year.  Of  coui-se,  the  ftulher 
Microsoft  gets  into  mai-kets 
already  claimed  by  other 
industries,  the  more  con- 
fiicts  it  faces.  Edward 
Canale,  director  of  market- 
ing for  the  Sacramento  Bee 
newspaper,  beheves  that 
with  Sidewalk  and  Car- 
Point,  "Bill  Gates  wants 
to  skim  the  cream  off 
the  newspapers'  business 
without  paying  for  real 
joiunalism." 


SOFTWARE  MATTERS  Microsoft  thought  content  would  be 
king  in  cyberspace.  Not  yet.  So  it  is  returning  to  its  roots, 
developing  huge  databases  of  travel  and  entertainment  infor- 
nnation  to  help  you  do  things  such  as  search  for  the  best  air- 
fare and  then  book  the  flight. 

LOCATION,  LOCATION  Microsoft's  reach  used  to  be  limited 
to  the  audience  that  it  could  pull  into  Microsoft  Network  and 
its  Web  sites.  But  building  a  mass  audience  is  critical,  so  the 
company  is  cutting  distribution  deals  with  popular  destina- 
tions such  as  CNET's  upcoming  Snap!  Online  site. 

ENTERTAINMENT  IS  TOUGH  Don't  look  for  a  counterpart  to 
Seinfeld  on  the  Wet) — at  least  from  Microsoft.  Efforts  such  as 
How  Long,  a  trivia  show,  are  gathering  dust  in  the  Microsoft 
archives.  What  works?  Practical  stuff  such  as  MSN's  One  Click 
Away,  a  guide  to  help  you  navigate  the  Web. 

BANNER  ADS  DONT  CUT  IT  To  supplement  banner  ads, 
Microsoft  IS  meshing  ads  with  information  and  transactions. 
For  example,  advertising  buttons  on  the  Investor  site  link 
to  stock-trading  services  such  as  E'Trade.  In  exchange, 
Microsoft  gets  premium  ad  rates. 
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That  could  be  a  power  Ci. 
combo.  Add  in  Microsoi 
upcoming    Windows  f 
which  will  feature  some 
these  sites  as  readily 
cessible  "channels,"  and 
software  giant  may 
even  better  positioned 
new  media.  Microsoft  cai 
up  short  as  an  entertaii*' 
ment  content  creator.  ". 
its  heart,  this  is  a  gee 
company,"  concedes  Ric 
ard  Barton,  who  heads  EUi 
pedia.  But  in  the  end, 
software  is  what  rea' 
matters  in  Web  media,  lim, 


ing  geeky  could  turn  c 
to  be  a  really  cool  thing. 

By  Steve  Hamm  in  Ri 
mond.  Wash.,  with  Ar,t 
CoHese  in  New  York,  a:i-n 
Cathy  Yang  in  Washingtc 
D.  C. 


evelopments  to  Watch 


ED  BY  CATHERINE  ARNST 


mU  SPECTRUM 
JSES  FOR 
E-INFRARED 


YEARS  AGO,  GREG  OLSEN 

Marshall  J.  Cohen  set 
0  build  cameras  capable 
?ing  wavelengths  of  light 
are  just  longer  than  the 
le  red  light  at  the  edge 
e  rainbow.  They  figiu'ed 
ibihty  to  detect  this  ne- 
.ed  part  of  the  spec- 
— called  the  near-infra- 
-would  have  lots  of 
cations.  Near-infrared 
•ras,  for  example,  could 
ide  a  cheaper,  more  reli- 
way  for  a  Star  Wars 
ile  defense  svstem  to 


spot  heat  from  enemy  mis- 
siles than  todays  liquid-nitro- 
gen-cooled infi-ared  cameras. 

As  it  tiuTLS  out,  the  camera 
buQt  by  theii-  Piinceton  (N.J.) 
company.  Sensors  Unhmited, 
is  more  versatile  than  its  in- 
ventors thought.  "We  didn't 


have  a  clue  about  some  of  the 
most  interesting  applications," 
says  Cohen.  For  instance, 
many  pigments  ai'e  translu- 
cent to  neai-infi-ai'ed  light.  So 
the  camera,  using  indiiun  gal- 
lium arsenide  photodiodes, 
can  "see"  right  through  layei-s 
of  paint.  Already,  art  cui-a- 
toi*s  have  used  Sensoi*s'  cam- 
era to  spot  charcoal  line 
drawings  Rembrandt  used  to 
begin  his  paintings  and  to  find 
changes  Renoir  made  to  his 
famous  Luncheon  of  the  Boat- 
ing Party,  such  as  coveiing 
a  detailed  landscape  with  an 
awTiing.  Yet  another  sm-prise 
appUcation  is  spotting  ice  on 
airplane  wings,  almost  impos- 
sible to  do  with  the  naked 
eye.  John  Carey 


ILL  THESE  FRACTALS  GET  A 
ARM  RECEPTION?  

THAN  COHEN'S  CURIOSlty  WAS  PIQUED 

1987  when  he  first  heard  about  frac- 
s — geometric  patterns  that  repeat  the 
ne  basic  theme  in  ever-increasing 
es.  Snowflakes  are  nature's  most 
niliar  example.  But  Cohen,  a  radio 
ronomer  and  assistant  professor  at 
ston  University,  wondered  how  frac- 
s  might  play  out  in  antenna  designs, 
rhe  answer  should  be  popping  up  next 
w  in  a  new  generation  of  cell  phones 
;h  no  protrading  antennas.  Instead, 
ctal-based  antennas  will  be  biuied  in- 


side the  handset.  Wires  and  cii-cuits  that 
trace  a  complex  fractal  design  pro\ide  a 
bigger  recei\ing  sui'face  than  cuiTent 
'^vand"  antennas  yet  occupy  no  more 
space  than  a  35mm  shde.  Cohen  says  the 
company  he  helped  found  in  1995,  Fractal 
Antenna  Systems  Inc.,  in  Fort  Lauder- 
dale. Fla.,  will  begin  shipping  in  volume 
"right  after  Labor  Day." 

\Miile  getting  rid  of  today's  awksvai'd 
wand  anteima  is  the  main  benefit  of  his 
fi-actal  designs,  Cohen  says  there's  an  eco- 
nomic advantage  as  well:  "For  volume  or- 
ders, our  prices  are  substantially  below- 
conventional  antennas,"  which  usually  cost 
SI  to  S2  each.  Otis  Port 


VYOUR 

VBONES  CAN  TEST 
I BRIHLE  BONES 

)ST  309  OF  WOMEN'  PAST 

jpause  suffer  from  osteo- 
sis, yet  medical  experts 
)nly  a  small  fraction  are 
>d  for  the  bone-wasting 
ise.  Instead,  because  the 
ise  is  painless,  the  major- 
)f  women  only  find  out 

weak  their  bones  have 
me  when  they  break  one. 

prevailing  method  for 
ng  bone  density,  based 
^ray  technology',  is  part 


of  the  problem:  The  huge 
machines  cost  between 
S60,000  and  $120,000. 

Now,  a  company  that  pio- 
neered bone-density  testing 
has  come  up  with  a  lower- 
cost  alteiTiative  using  ultra- 
soimd.  The  portable  Sahara 
Clinical  Bone  Sonome- 
ter, developed  by  Ho- 
logie  Inc.  in  Waltham. 
Mass..  weighs  only  22 
potmds,  costs  S25,000 
and  can  be  used  in  a 
doctor's  office.  It  uses 
high-fi-equency  sound 


process  that  takes  about  a 
minute  and  delivers  the  test 
results  instantly  fi'om  a  self- 
contained  printer.  An  ad\iso- 
ry  panel  of  the  Food  &  Drag 
Administration  recommended 
in  August  that  the  agency 
approve  the  Sahara.  z 


waves  to  measure 
bone  mineral  density 
at  the  patient's  heel,  a 


TECHIE  MANAGERS 
IN  TRAINING 

IN  AN  AGE  WHEN  THE 

most  successful  business 
person  in  America  is  a 
computer  geek  named 
Bill  Gates,  technological 
savvy  is  increasingly 
seen  as  key  to  corporate 
success.  But  executives 
at  most  large  companies 
are  trained  either  in 
business  practices  or 
technology,  not  both.  To 
correct  the  imbalance, 
Stevens  Institute  of 
Technology  in  Hoboken, 
N.  J.,  has  started  a 
graduate  business 
school  focused  solely  on 
managing  technology. 
And  just  to  make  sure  it 
is  meeting  the  needs  of 
the  corporate  world,  the 
school  worked  closely 
with  executives  from 
ATiT,  IBM.  and  other 
high-tech  companies  to 
create  a  "customer- 
driven"  curriculum  for 
its  so-called  Masters  of 
Technology  Management 
(MTM)  degree.  "Team- 
work is  built  in  every- 
where," says  Stevens 
President  Harold  J. 
Raveche. 

The  progi-am  just  got  a 
lai'ge  vote  of  confidence 
fi-om  one  customer,  in  the 
foiTn  of  a  $6.6:3  million 
dollar  gift  fi-om  Wesley  J. 
Howe,  foi-mer  chief  exec- 
utive of  medical  suppUer 
Becton  Dickinson  &  Co. 
and  a  Stevens  alimi.  The 
school  has  enrolled  120 
students  in  the  mtm  pro- 
gi-am  this  year,  with  an 
emphasis  on  indi\iduals 
wiio  already  have  an  ad- 
vanced technical  back- 
gi'ound.  Stevens  also 
plans  to  team  up  with 
coi-porations  to  offer  short 
coiu^ses  for  executives. 

Elizabeth  Veomett 


SAHARA  SONOMETER:  ( 


'ient 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwsep@businessweek.com 
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Science  &  Technology 


SEMICONDUCTORS 


GOOD  EYE, 
MR.  CHIPS 

Dauvin  of  SGS  is  uncanny  at  calling  industry  swings 

it's  Friday  afternoon  in 
Palis.  Jean-Pliilippe  Dauvin 
glances  out  the  window  of 
his  corner  office  and  pre- 
dicts strong  winds  and  cloudy 
skies  for  the  coming  weekend. 
Weather  forecasts  are  old  hat 
to  Dauvin,  the  chief  economist 
foi'  chipmaker  SGs-Tliomson  Mi- 
croelectronics. While  doing  his 
militaiy  duty  30  yeai's  ago,  he 
did  a  stint  with  the  French 
weather  service,  and  he  insists 
that  projecting  chi])  industry 
cycles  isn't  so  much  different. 

Eveiy  major  semiconductor 
company  has  its  own  resident 
forecaster.  Several  market  re- 
searchers and  Wall  Sti-eet  an- 
alysts also  maintain  comput- 
erized financial  barometers. 
Then  there  is  the  cooperative 
statistical  effort  by  the  Semi- 
conductor Industry  Associ.i 
tion  and  its  counterparts  m 
Europe  and  Asia.  So  there  is 
no  lack  of  semiconductor  oracles.  Yet,  in 
semiconductor  circles,  Dauvin  is  famous 
for  gazing  at  his  crystal  ball  and  fore- 
telling industry  swings  ahead  of  the 
pack.  SGS  has  been  exploiting  his  in- 
sights, gi'abbing  market  shai'e  fi'om  com- 
petitors and  steadily  climbing  in  indus- 
try rankings. 

Jim  Eastlake,  associate  director  of 
research  at  Dataquest  Inc.'s  London  of- 
fice, pays  Dauvin  the  ultimate  chip- 

THE  SEMICONDUCTOR  ROLLER  COASTER 


I  I  I  I  I 


DAIft  SEMICONODCrOR  INDUSTRY  ASSN 


watcher  tribute:  "His  analyses 
are  more  advanced  than  oiu-s." 
Dauvin's  cuirent  forecast  again 
breaks  with  the  consensus.  If 
he's  coiTect,  the  chip  business  is  in  for  a 
bigger  boom  than  Dataquest  figures. 

The  previous  example  of  Dauvin's 
outfoxing  other  seers  happened  in  mid- 
1995.  Chip  sales  were  soaring,  on  their 
way  to  a  40%  gain  for  the  year.  Other 
mavens  were  calUng  for  a  repeat  surge 
in  1996.  So  producers  were 
merrily  pumping  money  into 
new  manufacturing  capacity. 
Not  SGS.  The  French-Italian 
company  began  nui'sing  its  re- 
sources in  June  because  Dauvin 
foresaw — correctly — a  sharp 
downturn  at  yearend.  Not  be- 
ing saddled  with  excess  capac- 
ity helped  SGS-Thomson  remain 
profitable  last  year,  unlike  most 
chipmakers. 

Bucking  the  tide  in  1995 
was  a  big  gamble  for  Pasquale 
Pistorio,  president  of  SGS.  If 


A  BOOM?  Dauvin 
sees  a  $S00  billion 
market  by  2000 


2000 


Dauvin  had  been  wi-ong,  SGS  could  ha'  ''■ 
lost  a  year  or  more  in  its  drive  to  b 
come  one  of  the  world's  top  half-dozt  ■ 
chipmakers  before  2010.  Getting  the: 
could  mean  nothing  less  than  the  coi  IP 
pany's  survival.  Dauvin  sees  a  massi'  "™ 
shakeout  looming  in  the  next  decads)*' 
because  chip  factories — wafer  fabs, 
industry  jargon — will  grow  too  cost  t"*' 
for  all  but  a  select  few.  Half  of  tl  tk  ^ 
world's  top  25  chipmakers  could  lif* 
forced  to  toss  in  the  manufacturii 
towel,  he  figures.  Thanks  to  Dauvii  ineu 
foresight  in  1995,  SGS  reached  its  igiiiM 
target  of  climbing  into  tiw!^ 
Top  10,  up  from  No.  14  m 
1993.   But  if  the   comii  mtri 
crunch  proves  as  severe 
Dauvin  envisions,  10th  plai 
could  still  be  on  the  fringe  itte 
vulnerability,  so  SGS  hopes  ttis 
move  up  a  few  more  notchi  H 
for  insurance.  !fiti( 
LOTS  OF  HITS.  Dauvin  credi  t  in 
his  soothsaying  wizardry  SOB 
part  to  the  work  of  Ma:  iisa 
Vodovar,  an  economist  no 
with  Texas  Instruments  In  ilato 
In  1973,  Vodovar  and  Dauv  froi 
were  both  at  bipe,  an  ec  m 
nomics  consultancy  in  Parii'  li' 
where  Vodovar  pioneered  pan 
model  of  the  chip  industry  f(  e  clii 
the  French  government.  1  or  c 
1982,  when  Dauvin  jumptitu 
ship,  Vodovar  laid  out  hi  fa 
model's  piinciples,  and  the  tvirtaii 
have  been  confening  regula  Ml 
ly  ever  since.  "Basically,"  saj  !S  ai 
Vodovai",  "the  concepts  we  us  U  bi 
are  the  same."  invi 
However,  Dauvin  is  coiiwh 
stantly  tweaking  his  model  1  star 
boost  its  ability  to  call  tumir  iij  21 
points  in  advance.  Vodovar  says  Dauv:  m,  1 
is  usually  proved  right,  "even  thoug  k  i 
some  of  his  ideas  are  early."  Overa  pric 
he  figui-es  Dauvin  is  batting  about  .80  to  lo 
In  the  high-stakes  semiconductor  gam  ss, 
that  practically  gives  him  a  Ucense  1  ee 
mint  money.  :ter 
To  investors  and  outsiders,  the  ck  itL 
business  may  seem  fraught  with  vit  lek 
lent,  capricious  swings.  But  a  big  pictui  il ; 
emerges  fi'om  a  plot  of  the  industry  feg 
past  three  decades.  Every  few  year  If 
the  mai'ket  peaks,  slumps  or  slows,  the  s  fo 
bounces  back.  But  on  average,  chip  salff 
have  gi'own  16.4%'  annually.  Dauvin  set ; 
that  as  the  overall  climate.  &] 
Aberrations  can  upset  the  long-teri  I  i  f! 
trend  temporarily,  but  the  $140  billicb 
chip  industry  often  makes  matteit! 
worse  by  overreacting.  "The  minutjj 
oversupply  kicks  in  and  prices  staib:; 
plummeting,  companies  put  new  fat 
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;e,"  he  observes.  Once  things  pick 
'they  stampede  to  ramp  up  new 
;s,"  which  inexorably  leads  to  yet 
her  glut. 

16  reason  for  the  knee-jerk  reac- 
,  Dauvin  believes,  is  that  managers 
Irowning  in  statistics — and  missing 
)ig  picture.  "You  don't  need  a  lot  of 
'  to  understand  the  chip  business, 
ays.  "It's  all  in  the  capacity."  His 
antations  to  Pistorio  are  limited  to 
charts.  The  simple-is-better  ap- 
ch  also  carries  over  into  Dauvin's 
de  activities.  He  teaches  a  course  in 
conductor  economics  at  the  Ecole 
;rieure  d'Electricite  (Supelec)  in 
5  and  is  the  chip  consultant  for  the 
ed  Nations  Industrial  Development 
inization.  To  initiate  neophytes  into 
intricacies  of  semiconductor  eco- 
cs,  he  often  spouts  parables:  Chips 
like  the  classic  pork  cycle  in  eco- 
ic  textbooks,  he  says.  It  takes  15 
ths  to  grow  a  pig,  the  same  as 
ling  a  fab — and  pork  suppUes  drive 
!  fluctuations  that  affect  the  invest- 
;  in  new  pig  farms. 
;OMPUTER.  Even  his  economic  mod- 
disarmingly  simple.  It  consists  of  a 
equations  that  can  be  solved  with  a 
ilator:  A  computer  is  notably  ab- 

from  his  office.  "I'm  like  an  old- 
oned  doctor  vdth  one  or  two  good 
I,"  he  quips.  Chip  suppUes  are  the 
parameter,  but  other  variables  in- 
i  chip  prices  and  sales  of  semicon- 
or  manufacturing  equipment.  His 
!t  model  adds  a  new  component: 
ir  fab  capacity  utilization,  which  is 
irtant  because  it  drives  investment, 
•ently,  utilization  stands  at  82%,  so 
^s  are  fairly  soft.  But  a  95%  level 
Id  bring  sizzling  price  increases  and 

investment. 

)  what  does  this  new  model  foretell? 
starters,  the  chip  market  will  dou- 
jy  2000  and  hit  $290  bilUon  to  $300 
)n.  Dauvin  holds  to  that  outlook, 
lite  the  recent  plunge  in  memory- 
prices  that  has  prompted  many  gu- 
to  lower  their  sights  to  $250  bilUon 
ess.  That's  too  low,  Dauvin  insists, 
,use  "there  is  no  disconnect  in  the 
-term  trend"  of  16.4%  annual 
vth.  This  year's  6%  growth  rate  is 

below  the  Une,  but  Dauvin  asserts 
'ill  soon  be  made  up,  with  sales 
bing  at  least  20%  in  1998  and  then 
fling  30%  higher  in  1999. 
s  for  the  next  downturn,  Dauvin 

it's  not  in  the  cards  before  mid- 
,  when  a  gradual  buildup  of  capaci- 
ould  sap  prices  again.  Or  it  might 
off  until  2002.  Should  things 
ige,  Dauvin  trusts  his  model  to 
id  an  alert.  By  reacting  sooner  than 
ivals,  SGS  expects  to  continue  en- 
ing  its  piece  of  the  siUcon  pie. 

By  Gail  Edmondson  in  Paris 


We  hope  you'll  raise  a  glass  to  Mr.  Jack  Daniel  sometime  in  September.  As  we  see  it,  you  have  30  days  to  choose  from. 

THIS  SEPTEMBER  marks  Mr.  Jack  Daniel's 
151st  birthday.  Or  maybe,  as  some  say, 
his  147th. 

The  exact  date  of  our  founder 's  birth  remains 
a  mystery  to  this  day  (folks  weren't  too  good 
at  keeping  records  in  those  days).  Some  in 
Lynchburg  say  he  was  born  in  1850, 
others  claim  it  was  1846.  While  no 
one  is  exactly  sure  just  when  Mr.  Jack 
was  born,  those  who  enjoy  a  smooth 
sippin'  Tennessee  Whiskey,  we 
believe,  are  mighty  glad  he  was. 


SMOOTH 
TENNESSEE 


SIPPIN' 
WHISKEY 


Yiiui  fneruh  at  Jack  Daniel's  remind  you  to  dnnk  responsibN 


Tennessee  Whiskey  •  4043%  alcohol  by  uolume  (80-86  proof)  •  Distilled  and  Bottled  by 
Jack  Daniel  Distillery,  Lem  Motlow,  Proprietor,  Route  1,  Lynchburg  (Pop  361),  Tennessee  37352 
Placed  in  the  Nauunal  Rcginer  u/Hisumc  Places  by  the  United  States  Government. 


Personal  Business 


EDITED  BY  AMY  DUNKIN 


WANT  TO  PUT  YOUR  MONEY 
WHERE  YOUR  CONSCIENCE  IS? 


General   Mills  shares 
have  had  a  terrific 
run,  nearly 
tripling  in  price  since 
1987.  But  the  Rev- 
erend M.  Paige  Bow- 
man wants  nothing 
to  do  with  them. 
The  company  has 
contributed  money  to 
Planned  Parenthood, 
which  supports  abor- 
tion,  and   that  goes 
against  Bowman's 
Southern  Baptist  beliefs. 
"If  I  am  going  to  speak 
out  for  the  pro-life  move- 
ment, I  want  to  invest 
that  way,"  says  Bowman, 
pastor  at  Ramoth  Baptist 
Church  in  Stafford,  Va. 

Instead,  Bowman  is 
putting  his  retii'ement  mon- 
ey into  the  Timothy  Plan,  a 
mutual  fund  that  screens 
out  companies  whose  ac- 
tivities conflict  with  fim- 
damentalist  Christian 
values.  The  fimd's  total 
retiun  this  yeai*  tlii-ough 
Aug.  15  was  15.39%— 
below  the  23.01%  of  the 
Standard  &  Poor's  500- 
stock  index.  But  Bowman 
says  high  returns  were 
not  his  goal  in  choosing  the 
fund:  "I  looked  at  it  ft"om  an 
ethics  point  of  view." 
SCRUPLES.  Socially  responsi- 
ble investing,  which  for  neai-ly 
two  decades  has  been  t.\i)ified 
by  funds  that  promote  a  mix 
of  liberal  ideals,  is  taking  a 
turn  toward  more  custom-tai- 
lored investing.  Faced  with 
more  clients  who  insist  on 
putting  their  scruples  above 
returns,  money  managers 
have  created  funds  that  ad- 
dress specific  moral,  ethical, 
and  religious  issues.  The  ques- 
tion is  whether  these  new- 
style  funds  can  yield  better 
results  than  theii-  established 
brethren  have  achieved. 


Until  recently,  backers  of 
gay  rights  would  have  been 
led  to  several  established 
funds — Domini  Social  Equity, 
Calvert  So- 
cial Equity, 
and  Dreyfus 
Third  Century,  to  name  a 
few — that  screen  out  compa- 
nies with  disciiminatoiy  prac- 
tices, as  well  as  those  that 
promote  tobacco  and  alcohol 
use  or  cause  pollution.  But 
what  about  investors  who 
feel  strongly  that  homosexual 


INVESTING 


workers  should  be  treated 
fairly  but  aren't  interested  in 
campaigns  against  smoking 
and  drinking?  The  Meyers 
Pride  Value 
Fund  picks 
only  compa- 
nies with  poUcies  against  dis- 
crimination on  the  basis  of 
sexual  orientation.  Started  in 
June,  1996,  it  has  nearly 
matched  the  s&p  500's  perfor- 
mance this  year. 

On  the  other  end  of  the 
spectrum,  fundamentalist 


Christians 

have  found  most  socially 
sponsible  funds  to  be  at  od 
with  their  view  that  hom 
sexuality  is  morally  wroii 
So  the  Timothy  Plan,  found 
in  1994  by  Ait  Ally  in  Orlajt' 
do,  Fla.,  avoids  compani 
that  offer  health  benefits 
workers'  gay  paitnere.  It  alfc 
screens  out  companies  th 
profit  from  abortions  or  pr 
duce  violent  or  sexually 
phcit  TV  shows  and  films, 
Christian  Scientists  begi 
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nd  in  March  that's  con- 
mt  with  their  practice  of 
ewing  medical  treatment. 

American  Trust  Alle- 
ce  Fund  avoids  drug  and 
)ital  concerns  as  well  as 
Lcco,  liquor,  and  gaming 
panies.  Returns  through 
;.  15  were  14.6%.  The 
ma  Growth  and  Income 
Is  invest  according  to  Is- 
ic  principles,  shunning 
instream  financial  institu- 
tions because  Muslims  be- 


ment  Forum's  Web  site, 
www.socialinvest.org. 

The  ongoing  struggle  for 
all  socially  responsible  fund 
managers  is  proving  that  in- 
vestors who  follow  their  con- 
science can  still  make  mon- 
ey. "I'm  unwilling  to  admit 
you  will  underperform  be- 
cause you  invest  in  yoiu'  be- 
liefs," says  John  Clark,  who 
founded  the  Guai'dian  Invest- 
ments brokerage  firm  in 
Front  Royal,  Va.,  with  James 


funds  based  on  religious 
principles. 

Some  new  funds  have  had 
a  rocky  time.  The  Timothy 
Plan  grossly  lagged  other 
mid-cap  value  funds  in  its 
first  three  years.  Founder 
Ally  blames  the  original  mon- 
ey-management firm,  whose 
other  funds  not  based  on 
Chiistian  investment  criteria 
also  did  poorly. 

Since  Awad  &  Associates 
in  New  York  took  over  the 


Funds  With  a  Cause 


Piiun 
runu 

ASSETS 

MILLIONS 

TOTAL  RETURN* 

YEAR  TO  DATE  :  THREE  YEARS 

DESCRIPTION 

AQUINAS  EQUITY 
GROWTH 

800  423-6369 

$31.8 

17.92% 

23.61% 

Tries  to  affect  change 
based  on  Catholic  values 

TIMOTHY  PLAN 

800  846-7526 

9.3 

15.4 

11.6 

Follows  conservative 
Christian  principles 

AMANA  GROWTH 

800  728-8762 

6.8 

17.4 

17.4 

Invests  according  to 
Islamic  principles 

AMERICAN  TRUST 
ALLEGIANCE 

800  788-7285 

3.7 

14.6 

NA 

Follows  Christian 
Science  beliefs 

MEYERS  PRIDE  VALUE 

800  410-3337 

1.9 

22.2 

NA 

Picks  gay-friendly 
companies 

CRUELTY  FREE 
VALUE 

800  662-9992 

0.9 

9.2 

NA 

Screens  out  companies 
that  harm  animals 

STANDARD  &POOR^ 
5G0-ST0CK  INDEX 

NA 

23.01 

27.95 

'Through  Aug.  15  NA=Not  applicable 

DATA;  MORNINGSTAR  INC,  FUND  COMPANIES 

lieve  collect- 
ing interest 
is  wrong. 

The  Social 
Investment 
Forum,  based 
in  Washington, 
estimates  that 
about  $635  billion  is 
•ently  in  select  stocks  and 
ir  investments  tailored  to 
act  moral  and  social  be- 
;.  A  small  fraction — ^just 
billion — is  in  socially  re- 
nsible  mutual  funds,  but 
:'s  double  the  amount  of 
years  ago.  While  many 
hese  funds  have  less  than 
)  million  in  assets  and  are 
tracked  by  established  in- 
try  watchers,  investors 
get  access  to  monthly 
formance  updates  for  36 
hem  at  the  Social  Invest- 


Kelly  two  years  ago. 
Guardian  works  with  anti- 
abortion  investors. 

Nevertheless,  the  overall 
track  record  for  socially  re- 
sponsible funds  is  lackluster. 
Chicago-based  Morningstar 
Inc.  tracks  17  of  these  funds 
with  records  dating  back  at 
least  five  years.  Only  five 
show  returns  in  the  top  half 
of  funds  in  then-  categories — 
be  they  equity  growth,  in- 
come, or  small  cap.  Two  of 
the  five,  including  Domini 
Social  Equity,  are  in  the  top 
quarter.  Three-year  records 
show  much  the  same  result. 
Of  41  funds,  14  rank  in  the 
top  half  of  their  categories, 
while  seven  fall  in  the 
top  quarter.  Liberal  funds 
are  no  more  likely  to  under- 
perform the  market  than 


management  in  Januaiy,  re- 
sults have  picked  up.  Chair- 
man James  Awad  says  he  can 
apply  to  the  Timothy  Plan  his 
firm's  standard  stock-picking 
criteria — including  buying 
small-cap  companies  with  be- 
low-market  price-earnings  ra- 
tios, excess  cash  flows,  and 
high  insider  stock  ownership. 
Only  once  has  a  company 
Awad  wanted  to  buy  been  re- 
jected because  it  didn't  meet 
the  fund's  Christian  code. 

By  picking  large  undel•^'al- 
ued  companies  with  some  sig- 
nificant event  that  might 
boost  shares.  Shelly  Meyers, 
chairman  of  Meyers  Capital 
Management  in  Beverly  Hills, 
Calif.,  has  almost  matched  the 
s&p  500  with  her  gay  rights 
fund.  "The  value  has  to  be 
there  first  and  foremost,"  she 


says.  "We  really  stick  to  our 
discipline  on  this." 

For  conscience-driven  in- 
vestors who  want  to  go  be- 
yond the  small,  often  untest- 
ed funds,  some  brokerages 
are  getting  into  socially  re- 
sponsible screening.  A  few 
are  using  software  from  the 
Institute  for  American  Val- 
ues Investing  in  Redmond, 
Wash.,  that  gives  red,  yellow, 
or  green  lights  to  indicate 
companies'  adherence  to  con- 
servative Chiistian  principles. 

For  example,  in  Mai'ch  efp 
Inc.  in  Jackson,  Miss,  pack- 
aged existing  funds  that  fit 
the  consei'vative  Christian  be- 
liefs of  its  cHents.  Its  viP  100 
Portfolio  includes  major  fund 
offerings,  such  as  Oppen- 
heimer  Growth  and  Putnam 
International  Growth,  efp 
looks  for  funds  with  strong 
track  records  and  low 
turnover  rates  (to  avoid  the 
problem  of  new  companies 
that  violate  Christian  princi- 
ples coming  into  the  funds). 
CLIENTS'  CLAMOR.  Big  bro- 
kerages have  steered  cleai*  of 
socially  responsible  funds.  But 
in  February,  Greenwich 
Street  Advisors,  Smith  Bar- 
ney's in-house  money-man- 
agement firm,  converted  a 
$380  million  ftmd  into  the  Ub- 
eral-leaning  Concert  Social 
Awareness  Fund  (800  327- 
6748,  ext.  478).  Like  other  so- 
cially responsible  funds.  Con- 
cert screens  out  polluters  and 
producers  of  tobacco, 
weapons,  and  nuclear  power 
It  adds  companies  that  have 
programs  to  help  workers, 
theh'  communities,  or  the  en- 
vironment. Since  the  conver- 
sion, it  has  returned  8.82%. 

Greenwich  was  already 
managing  about  $400  million 
in  assets  for  clients  who 
asked  that  certain  kinds  of 
companies  be  screened  out. 
But  demand  for  specialized 
mutual  ftmds  is  gi-owing,  says 
Robert  Bi-ady,  managing  di- 
rector of  the  Concert  fund. 
"We  really  think  our  invest- 
ment issues  and  oui-  social  is- 
sues ai-e  converging  hei'e,"  he 
says.  Now  managers  such  as 
Brady  must  show  that  this 
convergence  can  produce  re- 
spectable returns.    Dee  Gill 
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Personal  Business 


COMIViENTARY 

By  Robert  Barker 

RADIO  STOCKS  CANT  PLAY  THIS  TUNE  FOREVER 


I  he  craze  to  consolidate  rampag- 
ing throughout  the  nation's  ra- 
dio-station industrj'  has  made 
lots  of  people  rich.  Just  ask  any 
shareholder  in  sfx  Broadcasting, 
which  recently  agreed  to  a  $1.2  bil- 
Uon  takeover  offer  from  the  Dallas- 
based  buyout  firm  Hicks,  Muse,  Tate 
&  Furst.  Word  of  the  deal  swiftly 
sent  SFX  shai'es  as  high  as  75 — three 
times  what  the  stock  might  have 
fetched  less  than  a  year  ago.  Are 
there  more  triples  like  that  awaiting 
investors  in  radio? 

WTiile  many  in  the  industry-  are 
confident  more  mergere  are  ahead 
some  obser\'ers  think  the  easy 
money  has  already  been  made 
(table).  In  other  words,  if  you 
don't  now  own  shares  in  radio 
companies,  this  is  probably  not 
the  time  to  ring  up  your  broker 
and  place  an  order  "Radio 
stocks  have  topped  out,"  says 
Robert  Price,  chief  executive  of 
Price  Communications,  a  cellu- 
lar-telephone concern  that  ex- 
ited broadcasting  last  year 
"It's  the  gi'eater  fool  theorj'." 
PRICEY.  The  excitement  has 
pushed  the  prices  of  such 
industry  leaders  as  Clear 
Channel  Communications  to 
more  than  18  times  esti- 
mates of  next  year's  cash 
flow — double  the  multiple 
granted  many  such  stocks 
over  the  past  12  months. 
Even  some  of  the  tamer  ra- 
dio stocks,  such  as  Emmis 
Broadcasting,  have  gotten  a 
bit  pricey,  says  Michael 
Kupinski,  an  analyst  at 
A.  G.  Edwards  &  Sons  who 
has  followed  broadcasting 
for  14  years.  Speculation  is 
running  high  that  Emmis — 
which  hasn't  put  itself  up 
for  sale — is  takeover  bait 
because  it's  one  of  the  few  remaining 
independent  broadcasters  with  radio 
stations  in  key  urban  markets,  in- 
cluding Los  Angeles,  New  York, 
and  Chicago.  Despite  recently 
downgrading  Emmis  to  "accumulate" 
from  "buy,"  Kupinski  watched  it 
jump  nearly  $5  a  share  the  next 
day.  "It's  outrageous,"  he  says. 


Today's  lofty  valuations  give  Kupin- 
ski the  creeps,  as  he  recalls  how  radio 
stocks,  crippled  by  the  conclusion  of 
an  earlier  stretch  of  mergers,  plunged 
by  85%  or  more  from  1989  to  1991. 
Jacor  Communications,  for  one,  fell  to 
less  than  1,  from  8,  in  that  period.  Be- 
yond that  chilling  historj^  though,  is 
an  underhing  sense  that  the  current 


The  Runup  in  Radio 


COMPANY 

PRICE* 

GAIN  FROM 
52-WEEK  LOW 

AMERICAN  RADIO  SYSTEMS 

$48.00 

101% 

CHANCELLOR  BROADCASTING  A 

42.38 

94 

CLEAR  CHANNEL  COMMUNICATIONS 

63.75 

109 

COX  RADIO 

27.56 

78 

EMMIS  BROADCASTING  A 

46.06 

54 

EVERGREEN  MEDIA 

46.13 

98 

JACOR  COMMUNICATIONS 

43.56 

83 

HEFTEL  BROADCASTING  A 

62.50 

108 

S&P  500-STOCK  INDEX 

920.16 

42 
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merger  wave's  power  may  be  waning. 
"Because  of  the  consoUdations,"  notes 
Value  Line  analyst  Todd  Schwartz- 
man,  "you're  not  going  to  see  as 
many  deals  done"  as  fewer  public 
companies  are  left  to  be  gobbled  up. 
The  deals  that  do  go  through  are 
more  likely  to  involve  privately  held 
broadcasters. 


Future  mergers  also  promise 
shmmer  possibilities  for  cutting  op- 
erating costs  and  boosting  cash  flow. 
By  bujing  several  stations  with 
varjing  formats  in  a  single  local 
market — rock,  country,  and  classical, 
for  example — operators  have  been 
able  to  spread  back-office  costs 
across  more  revenues.  Kupinski 
thinks,  though,  that  future  mergers 
will  create  collections  of  stations 
that  are  more  broadly — but  thinly — 
spread  across  the  map,  making 
back-office  efficiencies  tougher  to 
come  by. 

"BIG  JUMP."  Tliere's  also  a  ques- 
tion about  whether  radio  compa- 
nies, which  in  the  past  five  years 
have  experienced  a  boom  in  ad- 
vertising revenues,  can  keep 
grabbing  a  larger  share  of  Madi- 
son Avenue's  budgets.  In  the 
postwar  period,  radio  advertis- 
ing steadily  ran  at  about  6%  of 
total  ad  sales.  Price  observes. 
Recently,  that  share  has  swelled 
to  7.5%  or  more.  "That's  a  big 
jump,  without  any  real  reason," 
Price  says.  "There  aren't  any 
more  radios  being  sold."  In  an 
economic  dowTitum,  ad 
spending  is  one  of  the  first 
budget  items  many  compa- 
nies cut — something  Price 
Communications  witnessed 
in  the  last  recession,  which 
savaged  radio  operators. 

What  worries  Price  the 
most  is  that  knowiedgeable 
industry  insiders  are  sell- 
ing, including  sfx  Chairman 
Robert  Sillerman  and 
Steven  Dodge,  chief  execu- 
tive of  American  Radio 
Systems.  The  latter  recent- 
ly hired  investment 
bankers,  a  move  widely 
seen  as  American  Radio 
putting  itself  on  the  block. 
"When  people  like  that  want  to  sell, 
you  shouldn't  buy,"  warns  Price,  a 
former  partner  at  Lazard  Freres. 
"They  are  not  fools,  and  I  don't 
want  to  stack  my  intelligence 
against  theii's." 


Business  Week  Senior  Writer 
Barker  follows  personal  finance. 
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\/yine,  music,  food,  superb  automobiles 


Sunday,  October  5, 1997 
The  Rotunda  of  the  Palace  of  Fine  Arts 
San  Francisco 


Celebrate  California's  Wine  Appreciation  Week  with 
tastings  from  some  of  the  State's  best  wineries  and  restaurants, 
live  music,  picnic  vignettes  by  the  Art  Deco  Society  of  California, 
and  a  Concours  d' Elegance  of  classic  and  performance  automobiles. 


\  Benefiting  the  Greater  Bay  Area  Chapter, 

Crohn's  &  Colitis  Foundation  of  America,  Inc.  (CCFA) 
in  support  of  basic  and  biomedical  research,  professional  and  public  education, 
and  service  to  the  communities  of  the  San  Francisco  Bay  Area. 


For  information 
contact  CCFA's 
Greater  Bay  Area  Chapter 
1730  S.  Amphlett  Boulevard 
Suite  230 

San  Mateo,  California  94402 

(415)  578-6590 
or 

(800)  241-0758 


"One  of  the  soundest 
investments  any  company 
can  make  is  in  our 
community's  children." 


PaulSwenson  J|^^^'t||9 

General  Manager,  Aetna  U.  S.  Healthcare    Title  Sponsor,  South  Bay  Golf  Classic  ^  ||3  Healthcare 


Bay  Golt  Classic. 

This  year's  prestigious 
tournament  is  benefiting  a 
very  special,  but  vital 
organization  serving  low- 
income  children.  The 
School  Health  Dental 
Clinic  began  as  a  short 
term  experiment  at  the 
Franklin  McKinley  School 
District  Health  Center,  but 
has  turned  into  a  long  term 
sustained  service. 


tna  U.S.  Healthcare  invites  you  to  join  in  The  first  in  California,  the  School  Health  Dental 

saluting  the  visionary  companies  in  Santa  Clara  Clinic,  staffed  entirely  by  volunteer  dental 

County  who  have  dedicated  time  and  professionals,  provides  urgently  needed 

resources  to  support  the  South  dental  care  to  needy  children.  By 

^  -          ~^  treating  their  severe  degenerative 

/  V.  dental  disease,  these  children 

^       /  \  V/* 

''  \      \  are  given  a  chance  to  clearly 

^^^^^  ^^pi^^ 

'  _  ^       1^      tocus  on  their  good  health, 

school  work,  improved 
self  image,  and  becoming 


o 


Co 
O 


our  business  leaders  of 
tomorrow. 

A  very  special  thanks  to 
all  of  our  participants  and 
sponsors  who  have 
thoughtfully  taken  an  innovative 
approach  in  community  service. 


Ji/neM  1997 

The  South  Bay  Go/f  Classic,  Silver  Creek  Valley  Country  Club 


1997  South  Bay  Golf  Classic  Sponsors 


Title  Sponsor 

Aetna  U.S.  Healthcare 

Associate  Sponsor 

Columbia  Bay  Area 
He.ilthcjrc  Network 

Platinum  Benefactors 

CoM-titinu  Markets 

OrtJiard  Managemenr  Services 

The  Travelers  FoundaCKin/ 

Sfiiitli  Barney,  Int. 
Fidelity  Investments 


Benefactors 

Abbott  Labs 

/Vita  Tech  -  Sati  Francisco  Inc 
Athletic  Rehabilitation  &  Physical 

Therapy  Association 
Bank  t)f  America 
Barry  Swenson  Builder 
HMC/Fernandes  &.  Sons 
Kelmore  Investment  Co, 
McDermott,  Will  6c  Emery 
Network  General 
Owens  &  Minor 
Raisch  Company 
Samaritan  Medical  Center 
San  Jose  Sharks 

Santa  Clara  County  Dental  Society 
Talus  Corporation 


Patrons 

Abbott  Labs  -  Diagnostics  Division 
American  Baptist  Homes  of  the 

West,  Int.,  The  Terraces 
American  Medical  Response 
Berkeley  Farms 
Comerica  Bank 
Health  Net 
Heart  Associates  ot 

Northern  California 
Keefe  6c  Associates 
Los  Gatos  Village  Printers 
Lusk  Metals 
Reliance  Mefalccnter 
Royal  Roofing 
SBMC 

Standard  Register 
Valic 

Watson  Wyatt 


Friends 

Alfa  Tech  Consulting  Engineers 
Creative  Strategies 
Cuddie  &c  Associates 
Jenkins  Insurance/JWJ  Corp 
Lawrence  Contract  Furnishers 
Resource  &.  Design 
Swinerton  &  Walberg 
Van  Kampen  American  Capital 

Media  Partners 

3M  Media 
Coakley  Heagerty 
KARA  KRTY  KXIV  Radio 
KNTV- Channel  11 
San  Jose  Business  Journal 
San  Jose  Mercury  News 


Hole  in  One  Sponsors 

Gaile  Broom  and  Mike  Bizon 
Central  Valley  Marine.  Inc. 
Golf  West 

Stevens  Creek  BMW 

Yamaha  Golf  Cars  of  California 

Tee  Sign  Sponsors 

BT  Office  Supplies 
Gachina  Landscape  Management 
Gidel  &c  Kocal  Construction 
Co.,  Inc. 

Hollander  Smith  Inc.  Construction 

J  &J  Air  Conditioning,  Inc. 

RMC  Painting 

Stein,  Roe,  &  Farnham 

Sugimura  8c  Associates 

Willis  &  Company 


I 


According  to  legend,  a  little  child 
had  a  dream  about  the  best  way  to 
Harvest  and  prepare  wild  rice.  That  it 
should  be  knocked  from  the  stalks 
with  blessed  sticks,  then  parched  in 
the  sun  and  danced  on  to  remove  the 
f  husks.  The  people  did  this  and  they 
made  it  through  the  winter  with 
enough  to  eat.  "Manomin"  was  the 
word  the  child  dreamed,  and  that  be- 
\j  came  the  word  for  rice.  "Menominee" 
is  the  name  of  the  tribe,  and  it  means 
"Keepers  of  the  Rice."  These  words 
and  traditions  came  from  the  dream 
of  a  child.  Which  is  just  one  reason  the 
Menominee  have  always  made  it  a  point 
to  talk  to  their  children.  And  to  listen. 


AMERICAN 

INDIAN 

c  o  1, 1,  (•:<,£ 

FUND 


Help  save  a  culture  that  could  save  ours 
In/  supporting  the  29Amcricnu  ludum  colle<,es 
American  Indian  Colk\e  Fund 
nil  Osa^^eSt., BWy.  D,  Suite205-A,Denver,CO  S(P()4 
l-8()n-776-FUND. 

Special  thanks  to  the  US  West  Foundation  for 
underwntm^  production  costs  for  this  advertisement. 


THE  MICROGRAFX 
CHILI  FOR  CHILDREN 
COOK-OFF  IS  MISSING 
ONE  HOT  NAME. 


'NETSCAPE 


0 

ficturelel 


COMDEX. 
■-«*>(liilll|i^-'' 


M/MU 


Your  naine 

HERE 


YOURS. 


.C  H  .1.  U'  D  R  E  N 


Add  extra  spice  to  this  year's  Micrografx    ^^CJWCtf*^-  National  Center  for  Missing  and  Exploited 

CSftti;  fa* 

Chili  For  Children  Cook-Off  by  adding      Ott'Cfc'^Stl     Children — a  worthy  evening  that  just  so 


your  name  to  a  hot  list  of  sponsors.  Then 
get  ready  for  Las  Vegas,  COMDEX  Fall,  and  the  premier  charity 


4 


happens  to  be  one  sizzling  good  time.  Coll  MICROCRAF 
fo--  a  sponsor  kit  to  find  out  about  corporate  sponsorships  rangin  f  j 


event  of  the  IT  Industry.  It's  the  single-largest  fundraiser  for  The    aisckk»hc«    from  $3,500  to  $30,000.  And  shov/  everyone  your  good  tosh 

i 

rafx.com/chil' 


CALL    KATE    POTTS    AT  (972 


994  -  64  1  3    OR    VISIT  WWW.MICROG 

Companies  listed  above  are  1996  Cattle  Baron  sponsors 


SINGALONG:  The 

Kerwin  clan;  Uncle 
Joe  and  grandson 
Christopher 


100THING  THE  ROAD 
I A  FAMILY  REUNION 


Bn  I  set  out  in  ear- 
1994  to  instigate 
first  gathering  of 
ext-ended  family 

)  years,  I  had  no  idea 
;  I  was  getting  into  or 
it  would  take 
i  than  three 
3  to  pull  off.  Fortunately, 
IS  well  worth  the  effort. 
)r  some  folks,  planning  a 
y  get-together  amounts 
ranging  an  annual  picnic 
park  or  holiday  party  at 
■one's  house.  Organizing 
thering  of  the  Kerwin 
is  a  bit  more  complicated, 
father's  family,  number- 
;^ell  over  200,  is  scattered 
Maine  to  Texas  to  CaU- 
a  to  Montana.  (My  moth- 
is  one  living  relative,  who 
d  us.  I  guess  that  made 
le  Haggarty  family  re- 
1,  too.)  So  I  was  delight- 
hat  our  August  shindig 
I  142  family  members 
15  states  to  the  IlUnois 
:h  Resort  &  Conference 
.er  on  Lake  Michigan, 
you  want  to  orchestrate 
a  gathering,  start  early, 
assume  everything  will 
far  longer  than  you  think. 
>ct  money  for  a  fund  to 
r  outlays  for  postage,  de- 
s  for  group  meals,  pho- 
iphy,  or  other  expenses, 
lidn't,  and  had  to  rely  on 
iduals  to  front  this  cash. 


FAMILY 


And  don't  try  to  go  it 
alone.  I  had  two  co-chaii-s  who 
each  handled  big  chunks  of 
the  work  and  provided  me 
with  advice  and  comfort.  En- 
list help  from  different 
branches  of  the  family  to 
broaden  support  for  the  event. 

Above  all,  be 
flexible.  Know 
what  you  can  control — and 
what  you  can't.  In  my  case, 
the  latter  was  headed  by 
United  Parcel  Service,  the 
weather,  and  my  relations. 
The  snazzy  T-shirts  a  cousin 
designed  spent  the  entire 
reunion  trapped  in  a  UPS 
warehouse,  hostages  of 
the  Teamsters  strike.  We 
couldn't  do  anything 
about  the  i-ain  that  pelted 
the  fii-st  half  of  our  three- 
day  gathering,  either.  But 
good  spirits  prevailed. 
The  golfers  putted  away 
undeterred,  the  outdoor 
kids'  games  moved  to  the 
indoor  pool,  and  the  sun 
came  out  just  in  time  for 
the  Softball  melee. 

As  for  my  relatives, 
leading  them  was  like 
herding  cats.  Knowing 
they  were  highly  enthu- 
siastic but  avei"se  to  writ- 
ten replies  kept  me  fi"om 
panicking  when  rsvps 
barely  trickled  in.  I  also 
knew  I  could  count  on 
them  to  shoulder  lots  of 
last-minute  tasks. 


Picking  a  place  to  gather 
was  my  biggest  challenge.  It 
was  tricky  finding  somewhere 
affordable  for  young  families 
with  four  or  more  children, 
yet  up  to  the  standai'ds  of  the 
older  generation.  Also,  some 
popular  spots  requii-e  as  much 
as  five  years'  advance  notice 
to  book  a  large  gi'oup  duiing 
the  summer,  when  it  was 
most  convenient  for  us  to 
meet.  (If  you  can  stage  your 
reunion  during  the  off-season, 
your  options  multiply.) 

The  Internet  proved  to  be 
a  gold  mine  of  fresh  ideas.  A 
few  posts  to  travel  bulletin 
boards  yielded  suggestions  for 
locales  where  netizens  had  at- 
tended wedcUngs,  reunions,  or 
conventions — including  college 
dorms  that  can  be  rented  in 

Strategies  for 
Pain-Free  Planning 

•  Start  at  least  18  months  in  advance 
so  you  can  give  people  plenty  of  notice, 
Assume  it  will  take  longer  than  you 
expect  to  make  plans. 


the  summer  I  also  found  pub- 
lications, such  as  Reunions 
magazine.  We  ran  thi'ough  a 
long  list  of  resorts,  camps, 
and  conference  centers  before 
hitting  on  Illinois  Beach  State 
Park  in  Zion,  an  hour  north 
of  Chicago.  The  lodge  there, 
closed  for  six  years,  was  be- 
ing renovated,  and  we 
swooped  in  as  soon  as  it  be- 
gan taking  resei^vations.  For 
the  budget-conscious,  the 
state  park  campgi'ound  and  a 
motel  were  nearby. 

The  Internet  came  in 
handy  again  as  the  planning 
ch'agged  on.  Regular  intra-kin 
communication  is  crucial  to 
building  support  for  the  big 
event.  But  maihngs  (even  af- 
ter my  mother  put  the  60-ad- 
dress  list  on  her  PC)  were 
time-consuming  and  expen- 
sive, so  we  used  them  only 
to  infoiTTi  the  clan  of  the  final 
plans.  E-mail — with  30  peo- 
ple eventually  online — was 
cheap,  speedy,  and  encour- 
aged prompt  responses. 
PLAYTIME.  Once  you  know 
where  you're  going,  you 
should  plan  what  you're  go- 
ing to  do  when  you  get  there. 
Oui'  committee  proposed  ac- 
tivities culled  ffom  past  gath- 
eiings:  softball,  a  family  Mass, 
singalongs.  Others  came  up 
with  new  ideas  that  were  big 
hits:  a  crafts  moiTiing  for  kids 
^  and  a  genealogy  session 
to  spur  interest  in  our 
common  ancestry.  An 
evening  of  skits  and  song 
pai'odies  unleashed  amaz- 
ing creativity. 

Before  everyone  de- 
parts, be  sure  to  con- 
vene a  meeting  to  plan 
the  next  reunion.  Decide 
how  soon  you  want  to 
get  together  again,  and 


•  Take  up  a  collection  early  for  a  fund 
to  cover  incidental  expenses,  including 

maUings,  deposits^and  supplies.^   Fpossfble,  choose  where" 

•  Communicate  regularly  with  relatives 
to  update  them  on  plans  and  get  their 
opinions  on  key  decisions, 

•  Plan  activities  for  a  variety  of  age 
groups  and  interests.  This  is  where  you 
can  delegate  like  mad. 

•  Before  the  reunion  ends,  have  the 
family  vote  on  whether  to  hold  another 
one.  Then,  decide  when  and  where, 
and — most  important — who  will  plan  it. 

DATA:  BUSINESSWEEK 


Most  important,  elect 
someone  as  coordinator. 
I  was  heartened  during 
our  meeting — as  adults 
debated  whether  to  re- 
unite in  three  years  or 
five — when  the  kids  sit- 
ting in  front  shouted 
"Next  year!  Next  year!" 
We'll  meet  again  in  2000 
or  2001.  Best  of  all, 
someone  else  is  planning 
it.        Kathleen  Kerwin 
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Tenth  Annual  Business  Week  Symposium 
of  Chief  Executive  Officers 
October  6-8,  1997 
Washington,  D.C 


^000 


With  the  millennium  looming, 


it's  no  longer  business  as  usual.  What  new  knowledge  must  the  21st  century 
CEO  acquire  to  stay  competitive?  How  have  the  "rules  of  the  game"  changed? 

The  Tenth  Annual  Business  Week  Symposium  of  Chief  Executive  Officers 
will  address  the  unique  challenges  facing  top  managers  at  this  mpn^ent  in 
history.  This  premier  gathering  of  Americas  business  leaders  will  feature  the 
CEOs  of  the  nation's  largest  corporations  as  well  as  some  of  today's  leading 


commentators  and  historians. 


Join  us  for  a  lively  and  interactive  program  that  promises  to  be  a  valuable 


experience  for  all  participants^ 


anew  Y^S\Gil 


I  REGISTRATION  INFORMATION  ON  CEO  2000:  CREATING  A  NEW  VISION, 


me  call  800.821.1329 


ttured  speakers 


RT.  HON. 
St  MAJOR 

te  Minister 
■t  Britain  and 
hem  Ireland 
>0-1997) 


RICHARD  BRANSON         DORIS  KEARNS 

Founder  and  Chairman  Goodwin 


Virgin  Group 
of  Companies 


Pulitzer- Prize  Author 
and  Historian 


BERNARD  L. 
SCHWARTZ 

Chairman  and  CEO 
Loral  Space  & 
Communications  Ltd. 


THOMAS  G.  STEMBERG 

Chairman  and  CEO 
Staples,  Inc. 


JAMES  L.  BARKS  DALE 

President  and  CEO 
Netscape 
Communications 
Corporation 


M.  FUDGE 

dent 

well  House  Coffee 
pany/Krafi 


RICK  PITINO 

Head  Coach 
Boston  Celtics 


DAVID  W.  JOHNSON 

Chairman 
Campbell  Soup 
Company 


THOMAS  J.  ENGIBOUS    GARY  HAMEL 

President  and  CEO  International 


Texas  Instruments 
Incorporated 


Consultant  and  Author 


SCOTT  SHUSTER 

Conference  Moderator 


SENTED  IN  ASSOCIATION  WITH: 

m  &  Company,  Inc. 
ntrol  Data  Systems,  Inc. 
ist  &  Young  IIP 
ernational  Paper 
nson  Controls,  Inc. 
veil  Inc. 

JALCOMM  Incorporated 

S  Institute  Inc. 

1  Microsystems,  Inc. 

SPECIAL  PARTNERSHIP  WITH: 

e  J.  Paul  Getty  Trust 

H  SUPPORT  FROM: 

e  Missouri  Department  of 
momic  Development 
larton  Executive  Education 


BusinessWeek 


vision  of  TiieMcGraw-HiUCoinpanies 


E  X  E  C  U  T  I  y  E     PROG  R  A  M  S 


Beyond  news.  Intelligence. 


FOR  AD  RATES  AND  INFORMATION 

PHONE:  (312)  464-0500 
FAX:  (312)  464-0512  OR  WRITE: 


BusinessWeek 


Marketplace 


BUSINESSWEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE.  SUITE  2010  j 
CHICAGO,  IL  6061  1 


Business  Opportunities 


EXECUTIVE 
CONSULTING 

Call  the  S&K  Group  today  to  receive 
your  free,  NO  OBLIGATION  video 
and  literature  explaining  how  you 
can  start  your  own  specialized 
business  consulting  practice  with  a 
moderate  amount  of  start-up  capital. 
Discover  how  a  number  of  our 
associates  annually  earn  $150,000  or 
more  applying  the  S&K  approach. 

(800)660-0330 


OPPORTIIMITY  K.\OCKS 


Once  in  a  while  a  bubiness  opporlunily 
comes  along  lhal  will  nt'itr  mpeal  inelf.  an 
opporlunily  so  strong  that  limmg  is  oj  the 
essence  for  the  select  few  who  take 
advantage.  We  know  that  our  proven,  len 
year  old  program  is  so  profitable  with 
respect  to  return  on  mvesiment  that  we  urge 
vou  to  talk  to  our  dealers-  If  you  have  sales/ 
mgml  skills  and  can  invest  in  a  proven 
business  which  will  give  you  extremely 
high  income,  an  exclusive  protected  area, 
training,  leads,  secured  accounts  to  call  on. 
then  let's  talk.  Areas  aoing  fast. 

1-800-601-7200 


SELL  /V£IV  PATENTED  DEVICES 
in  the  Water  Energy  field 

and  receive  substantial  protits  Simple 
15-minute  demonstration  produces 

dynamic  results  Prime  territories  still 
available  Small  initial  investment 
For  details  and  Free  sample 

Call  1-800-447-4962 

Fax  310-530  1381  Chronomite  Labs,  Inc. 


CONSULTANTS 


International  firm  expanding 
in  US  needs  independent 
consultants  to  represent  our 
company.  We  offer  some  of  the 
finest  Training  and  Development 
processes  avciilable  today.  Very 
high  income  potential.  Extensive 
training  and  support. 
Management,  marketing,  or 
consulting  experience  helpful. 
Send  resume  or  brief  personal 
history  to: 

RESOURCE  ASSOCIATES 
CORPORATION 

D.L.  Engle,  VP  Development 
Department  WB79 
31  Hickory  Road 
Mohnton,  PA  19540 
(800)  799-6227  Ext.  12 
Fax:  (610)  775-9686 


Internet  Goldmine! 


♦  Make  over  MOOK  your  1st  year! 
4  Guarantffd  Monthly  Payouts!! 

♦  No  Selling  ♦  Not  Multi-Level 

♦  low  Start-up  ♦  Proven  Results 


inet  ^  (888) 

^.Hmii.m  788.|Nn 


NEW  BUSINESS  OPPORTUNITY 


Bath  Fitter®  acrybc 
bathtub  hners  and 
seamless  bathwalls 
are  revolutionizing 
the  bathroom  reno- 
vation industry. 
They  are  custom 
molded  and  installed 
right  over  old  or 
worn  tubs  and  tile. 
Prime,  exclusive 
territories  available 
Call  now  for  a 
complete  information 
package. 

800-892-2847 
'  Fax  802-862-7976 


BATH 
FITTER 


Business  Opportunities 


MADE  OVER  $1,000,000 
LAST  YEAR... 


in  a  zero  siress.  relaxed,  ideal 
lifestyle,  simple,  home-based  business' 
Now  I  want  to  teach  2  highly 
motivated  persons  in  your  area  my 
turn-key  system  Call  my 


24  Hr.  Hotline  800-367-3881 


$350K-f^^+-i-  Annual  Profit 

Potential  From  Home 
from  less  than  S10K  start  up! 


•  $75K  possible  first  few  months 

•  Nominal  overhead 

•  Exciting  breakthrough  products 

•  24  hour  support  system 

•  No  employees  •  No  inventory 

•  No  selling  experience  required 

•  Flexible  hours 

•  Portable-operate  anywhere  you 
have  fax  and  phone 

Financial  freedom  can  be  yours  in 
90  days!  Find  out  more  today 

1-800-432-0018,  Ext.  5252 

Fax  207-767-1103 


Attorney  Services 


Lawsuit  &  Asset  Protection 


•  Corporations  &  Ltd.  Partnerships 

•  Offshore  Trusts  &  Corporations 

•  Pnvate  Offshore  Banking 

•  Tax  &  Estate  Planning  Strategies 

'Prcfcssumai  Confidgnnai 

Steven  Sears,  CPA-Attorney 
714-544-0622 


Franctiising 


Franchise 

your  business! 

Call  for  Information  about 
"Franchise  Your  Business"  seminars, 
or  Information  on  franchising. 

SfMclallttB  In  frar>ctiltt  Development  BW 

1  -aOO-FRANCHISE  ( 1  -800-372.6244)  ^ 


Business  Services 


INCORPORRTE 


FREE  Infonnation 

All  50  States  and  Offshore 

Attorney  owned  and  operated 

1-800-672-9110 

www.corpcreations  com 


TRRDEMRRK 


Menswear/Fastiion 


MEN'S  WIDE  SHOES 

EEE-EEEEEE,  SIZES  5-13 

•  FREE  catalog 

•  High  quality 

•  160  styles 


HITCHCOCK  SHOES.  INC. 

Dept  55J  Hingtiam,  MA  02043 
1-800-992-wiDE  www.wideshoes.com 


Int'l  Marketing/Consutfi 


YOUR  COMPANY 
IN  BRAZIL 

Looking  for  top  companies  with  si 
of  art  products  or  services  to 
up,  represent  or  distribute  in  Bn 
We  offer  a  team  of  experien 
executives,  good  relationship; 
banks  &  gov't  and  access  a  mark 
180  million  consumers.  Pis  cont. 

Mr.  Alberto  Sapocznilf 
fx:  55-11-2173216 
ph: 55-11  2172755  J 
e-mail:  coop@dialdata.comJ 


Exxe  International  Inc  China  Business  Consulj 
Your  gateway  to  China   

Feasibility  studies  /  Support  /  Govt,  joint  ven  I 

"  HI 


TefciyHlieOWO  Fax:(7M)26( 
.Email:Ex)(e@aol.com_  HttpJ/viiww.exxein 


Corporate  Gifts 


Logo  Tattoos 


1^ 


1000  Temporary  Tattoos  with  your  Lo 
JustS189.00!! 

plus  S10.00  S&H  (CA  add  7.25%  sales 
Customized!  Full  Color!  2"  X  2" 


3000  Alamo  Drive,  Sle  201  •  Vacaville.  CA  9^ 
Tel:  707/448-7072  •  Fax;  707/446-8273 


Business  Opportunities 


OFFSHORE  COMMERCIAL  BANK 


"  Agents  Wanted  Worldwide  — 

30%  commission  paid  to  non-exclusive 
independent  agents  to  market  our  Class  A 
international  commercial  banks  and  Class  B  offshore  | — 
banks.  A  Unique  and  Profitable  opportunity! 


FINANCE  MERCHANTS  GROUP 

Nassau,  Bahamas 
Contact  Ms.  Anne  Gregory 
for  further  details  and  available  banks 

Tel.  (242)  394-7080     Fax:  (242)  394-7082 
USA  Tel.  (602)  230-4153    USA  Fax:  (602)  230-5214 


FOR  AD  RATES  AND  INFORMATION 

PHONE:  (312)  464-0500 
FAX:  (312)  464-0512  OR  WRITE: 


BusinessWeek 


Marketplace 


BUSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE,  SUITE  2010 
CHICAGO,  IL  60611 


Sales  Promotion/Display  Products 


Need  to  show  off? 
Letushelp 


1(6  the  largest  selection  of  literature  displays  in  the  country  and 
)wledge  and  experience  to  help  you  select  a  display  to  really 
)f1  your  materials  FREE  68  page  catalog  800-626-0322. 


SIEGEL 

DISPLSY  PRODUCTS 


imputer  Equipment 


IBM  486 
COMPDTEB 

'anty/Options  Available 

Inly  ^249 

Computer  Depot 
800-652-6650 


omputer  Equipment 


WLETT-PACKARD 

Buy-Sell-Trade 

et      colorpro  draft/master 
:t       draftpro  DesignJet 
;ostatic  plotters  ruggedwriter 
9000  workstations  &  Vectras 
&  Refurbished  Equipment 
;d  Dasher  &  Associates 

;cond  Ave  S  Birmingham.  AL  35222 
2C5/591-4747  Fax  205/591-1 108 
3-4833  •  e-mail  sales@dasher,com 


Business  Services 


Highest  Quality 
Laser* All  Sizes 
48  Hour  Delivery 
^fl-P-  888-404-2656 

apColorCopies.com 


Personal  Checks 

with  the  purchase  of  600 
3-Jo-A-Pagc  BusKifss  Chaks 

only  ^9^^+  S&H 
(Offer  good  ttiru  12/31/97) 

1-800-239-4087 


Telecommunications  Services 


FREE  Audio  Conferencing 


Special  Offer!!! 


FREE 


Meet-Me  Automated 
Conference  Calls 
for  the  Month  of 
this  publication* 

(Day-Time  Conrerences  "Subiect  to  Availability) 


"Rules  OS  LOU' a 
ISt  per  miniile  ' 


niLECU \tLIU,\CI \C SER I  ICES.  1\C 

Call  1-800-778-MEET  now! 

www.eagle.nel 

Referral  Code:  BW797ETSI   


SECRETS? 

•^2^ 

•  Avoid  the  phone  bill'  ^Kn* 

•  Use  prepaid  phone  cards  ^5  , 

•  Save  LD$  ML'* 

•  Collectible  Series'        1  |flB 

1-888-873-9327 

http  Z/onewebstreet  com,'  man! 
Start  your  own  phonecard  busin 

ill 

Sports  Equipment 


For  a  free  40  p.  ski  catalog 

1-800-641-3327 


Home  Furnishings 


FOLDING  GUEST  BED 

The  most  comfortable  cot  you  can  buy 


Open  72"x  32" 
Folds  close  5" 

"Comfort 
Guaranteed" 


S/H  $10.95 


RTA  CO.  1-888-226-6619 


Furniture 


Executive  Desks/ 

•30to50%SAVINGS^^^'^'^^^' 

•  Riverside,  Berkline,  Sealy,  DMI 

•  FREE  -  factory  direct  delivery 
World's  Largest  On-Line  Furniture  Store 
http://www.FurnitureFind.com 


Computer  Furniture 


Ergonomlc  Keyboard  Tray 

ovDi/ob/e  for  /fie  ftrsf  fime  Id  smo"  busmesies 

•  Adjusts  to  the  woy  YOU  work 

•  Provides  comfortoble  support 

•  Avoids  repetitive  stress  ^TT^ 

•  Delivers  on  style  &  durobility  vtf*/ 

www.agio-designs.com 
800-688-2446  x29 


Wines/Cigars 


Winecellars 
Humidors 


Beaulilul  burl  root  humidors  tor  75 
cigars  only  S169,  includes  humidi- 
lier,  solution  kit  and  hygtomeler-a 
StOO  va/ue'  Other  models  lor  up 
to  250  cigars  with  a  mirror- 
like poly/lacquer  finish  and  , 
brass  locksels  Display 
unils  wilh  2  glass  doors  { 
electric  humidilier-holds  1500  cigars 
only  S1395  and  custom  walk-ins  hold  millions' 

47  Deluxe  Winecellars.  24  bottle  cellars  from 
S229,  handmade  wood  cellars  lor  60  to  3400 
bottles,  cooling  units,  custom  racks  and  cellars 

Call  for  a  free  catalog  800/777-8466 
www.vinotemp.com 


N    T    E  R 


Consumer  Electronics 


Music  World 
Computer  World 

America's  Only  Catalogue  of  its  Kind! 

Reteive  Our  FREE  Moil 
Order  Cotologue  Nowi 

212  pgs.  of  Top  Brand 
Nomes  in 

Audio  •Video 
Computers  •Portables 

Home  Office 
Music 'Video  S  More 
All  at  Distount 

BN096 

Order  Toll  Free  24  Hours  A  Doy,  7  Doys  A  Week 

1-800-221-8180 


Real  Estate 


Snwot/i  Sailing  -fJ/isad 

CALL  FOR  A  FREE  BOOKLET: 
HOW  TO  BUY  YOUR  HOME  IN  FLORIDA 

What  to  look  for— What  to  look  out  for. . . 

PRINGLE  DEVELOPMENT 
 1  -800-533-5940  

http://vvww.pringle.com 

VOID  WHERE  PFIOHIBITED 


FOR  AD  RATES  AND  INFORMATION 

PHONE:  (312)  464-0500 
FAX:  (312)  464-0512  OR  WRITE: 


BusinessWeek 


Marketplace 


BUSINESSWEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE.  SUITE  2010 
CHICAGO.  IL  60611 


Education/Instruction 


University  Degrees 


Approved  Self  Paced  Home  Study 
Associate  Bachelors  Masters  Doctors 

Emphasis  in:  Business  Admin.  Public  Admin. 
Health  Care  Admin,  Human  Resources, 
Finance,  Int'l  Business,  Tech  Mgmt.  Law, 
Paralegal,  Psychology,  Computer  Science. 
httpJ/www.scups.edu 
Email:  enroll@scups.edu 
1-800/477-2254(24  hrs) 
Southern  California  University 
for  Professional  Studies 
1840  E.  17  St-BW,  Santa  Ana,  CA  92705 


EARN  ]yi  B  A  ^^^^ 

WITH  THE  FIRST  UNIVERSITY 

TO  BE  AWARDED  ISO  9001 
Bachelor,  Master,  Doctorate 


FREE  Bt'siNKss  Library 

12  Vdliimc  ("0  Ki'li'ivnce  l,il)i  ai 


•  •  Executive  Certificates  *  • 

•  Total  Quality  Management 

•  En\nronmental  Management 

•  International  Trade  &  Commerce 

Newport  University 

20101  S.W.  Birch.  Suite  #120 
Newport  Beach.  CA  92660 
http://www.newport.edu 
E-Mail:  adinissions@ncwport.edu 
714-757-1155  •  800-345-3272 


Education/Instruction 


"it's  great  to  have  that  flexibility 

to  go  to  class  when  it's  most 
convenient.  I  also  really  enjoy  the 
class  because  I'm  learning  things 
I  can  apply  to  my  work." 

Roi  I.  Wlllllini  -  Applitd  Matgnali.  Inc 

Award  Winning  Distance  Education 

MBA  or  MS  Degrees 


UNIVERSITY 

accrediteo  by  t^' 
Distance 
Education  &  Trai^ 
Council 


Call  303-333-4224 

501  S  Chetry  SI 
Ot1ice  350  Depl  Tl 
Denver,  CO  80222 

1  800-441-4746 
Fax  (303)  336-1144 
AdmlBstontOlBlmu.frdi 


BS,  MA,  MBA,  Ph.D. 
EARN  A  DEGREE 

resume  tor  no-cost  evaluation  or  call 


,  (800)  240-6757 

6400  Uptown  Blvd  NE 
~  'tr  Suite  398-W 
Dect  M 

^  aiDuquerQue.  New  Mexico  8711011  S  A 


Get  a  College 
Degree  In  27  Days 

BS/  MS/  MBA/  PhD.,  etc 

Including  graduation  nng.  transcript, 
diploma  Yes.  it's  real,  legal, 
guaranteed  and  accredited. 

Columbia  State  University 

1-800-689-8647  24 hours 


INVEST  IN  YOU 


Your  VALL'E  h  What  Vou  Know 
Approved  BS  s  and  Masters  in  Business  and 
Engineenng  Through  Distance  Learning 


CNU 


16909  Panhenia  Street.  North  Hills.  CA  91 343 

For  Catalog  Call  1-800-782-2422 
Web  Site:  http:  //www.cnuas.edu 


MBA  BY  Distance  Uarnihg 

Maior  British  university  otters  accredited  MBA.  no 
Bactielor's  or  GMAT  needed  Ctiosen  by  Economist 
Intelligence  Unit  as  one  ot  wortd's  t)est  MBA  programs 
HERIOT-WAH  UNIVERSITY  i  (800)  MBA-0707 
North  Amencan  Distributor  •  Ask  lor  e<t  20 
6921  Stock!.?  -  f  ^  .'-e  2  El  Ceriito  CA  9J530 
For  Immediate  FaxBack  literature:  from  your 
ta«  machine's  phone,  call  (510)  486-8900. 


Business  Services 


20,000  ACADEMIC  TOPICS  AVAILAI 

Send  S2  tor  the  290  page  catali 
Custom-Mitten  reports  also  availabli 
RESEARCH  ASSISTANCE 
1l322l03ho.Ave.#206BF 
Lcs  Angeles,  CA  90025 
TOLL  FREE  HOTLINE:  800-351-021 


http://www.research-assistance.( 


Publishing  Services 


Publish  Your  Book 

7.5-vear  'radition  of  quality.  Subsi 
book  publisher  offers  publishin 
services  for  books  of  all  types.  Fi 
free  Author's  Guide  wnte  Dorrani 
BW,  643  Smithfield,  Pittsburgh, 
or  call  l  -800-fi9,5-9.599 


^1 


lira 


Financial  Services 


mil 


Private  Capitai  i 
Available  jisi 

Real  Estate  Dev.,  Business  m{{ 
Funding,  Seed  Capital,  Comi  — 
Properties,  Credit  Lines, 
Equity  &  Debt 

InveCap  410-820-671 


itdxl 


ADVERTISE  IN  THE  NOVEMBER 
BUSINESS  IVEE/C  MARKETPLACE  AND 
REACH  OVER  6  MILLION  RESPONSIVE  READERS 
WHEN  THEY  ARE  MAKING  PURCHASE  DECISIONS  FOR 
CORPORATE  AND  PERSONAL  HOLIDAY  GIFTS. 

The  next  Marketplace  section  closes  on 
September  24  for  the  November  issues. 
For  rates  and  information  contact: 

Business  Week  Marketplace 
500  North  Michigan  Avenue 
Suite  2010 
Chicago,  IL  60611 
Phone  312-464-0500 
Fax  312/464-0512 
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siness  Week  Index 


DUCTION  INDEX 


PRODUCTION  INDICATORS 


hange  from  last  week:  0  0% 
hange  from  last  year:  4,4% 


PRODUCTION  INDEX 

Aug.  16=127.3 
1992=100 


^ug.  Dec.  Apr  Aug. 

996  1996  1997  1997 

e  index  is  a  4-week  moving  average 

oroduction  index  was  unctianged  for  the  week  ended  Aug.  16.  Before 
lation  of  Itie  four-week  moving  average,  ttie  index  fell  to  126,  from  127.3. 
e  latest  week,  seasonally  adjusted  output  of  autos  and  trucks  were  down 
ly,  and  rail-freigtit  traffic  dropped  as  well.  Electric-power  output  bounced 
strongly  as  temperatures  returned  to  the  high  readings  that  are  normal  for 
August.  Production  of  lumber,  steel,  and  crude-oil  refining  also  increased. 

iduction  index  copyright  1997  by  The  McGfdw-Hill  Companies 


DING  INDICATORS 


LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

;K  prices  (8/22)  S&P  500 

923.54 

900.81 

38.5 

PORATE  BOND  YIELD  Aaa  (8/22) 

7.22% 

7.26% 

-3.5 

ISTRIAL  MATERIALS  PRICES  (8/22) 

107.1 

107.9 

-2.5 

INESS  FAILURES  (8/15) 

NA 

NA 

NA 

.  ESTATE  LOANS  (8/13)  billions 

NA 

NA 

NA 

EY  SUPPLY,  M2  (8/ii)  b  ii  ons 

$3,950.1  $3,945. Ir 

5.1 

lAL  CLAIMS.  UNEMPLOYMENT  (8/16)  thous 

337 

317 

1.2 

ces:  Siandard  &  Poor's,  Moody's.  Journal  of  Commerce  (inde 
al  Reserve,  Labor  Dept. 

K  1990=100), 

EREST  RATES 

■RAL  FUNDS  (8/26) 

LATEST 
WEEK 

5.62% 

WEEK 
AGO 

5.47% 

YEAR 
AGO 

5.13% 

MERCIAL  PAPER  (8/27)  3-montfi 

5.55 

5.54 

5.42 

riFICATES  OF  DEPOSIT  (8/27)  3  month 

5.59 

5.58 

5.41 

D  MORTGAGE  (8/22)  30-year 

7.60 

7.71 

8.17 

ISTABLE  MORTGAGE  (8/22)  one  year 

5.69 

5.79 

5.92 

IE  (8/22) 

8.50 

8.50 

8.25 

;es:   Federal  Reserve,  HSH  Associates,  Bloomberg  Financial  Markets 


STEEL  (8/23)  thous.  of  net  tons 

LATEST 
WEEK 

2,027 

WEEK 
AGO 

2,029# 

YEARLY 
%  CHG 

4.6 

AUTOS  (8/23)  units 

117,785 

116,502r# 

-6.6 

TRUCKS  (8/23)  units 

121,546 

117,356r# 

7.7 

ELECTRIC  POWER  (8/23)  millions  of  kilowatt-hrs. 

72,763 

74,381# 

-1.7 

CRUDE-OIL  REFINING  (8/23)  thous  of  bbl  /day 

15,308 

15,194# 

7.0 

COAL  (8/16)  thous.  of  net  tons 

21,052# 

21,429 

-2.3 

LUMBER  (8/16)  millions  of  ft. 

480. 5# 

477.4 

1.7 

RAIL  FREIGHT  (8/16)  billions  of  ton-miles 

26. 8# 

26.8 

0.4 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports,  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept  ,  WWPAl,  SFPA?.  Association  of 
American  Railroads 

PRICES 

GOLD  (8/27)  $/troy  oz. 

LATEST 
WEEK 

324.750 

WEEK 
AGO 

322.050 

YEARLY 
%  CHG 

-16.4 

STEEL  SCRAP  (8/26)  #1  heavy,  $/ton 

145.50 

146.50 

8.1 

COPPER  (8/22)  e/lb. 

101.6 

106.9 

6.7 

ALUMINUM  (8/22)  2/ib 

82.0 

82.0 

18.0 

COTTON  (8/23)  strict  low  middling  1-1/16  in.,  «/lb.  71.29 

72.08 

-5.8 

OIL  (8/26)  $/bbl. 

18.99 

19.81 

-12.2 

CRB  FOODSTUFFS  (8/26)  1967=100 

241.24 

239.25 

-11.7 

CRB  RAW  INDUSTRIALS  (8/26)  1967=100 

338.93 

338.59 

-2.1 

Sources:  London  Wednesday  final  setting,  Chicago  market.  Metals 
market.  NYMEX,  Commodity  Research  Bureau 

Weeli,  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (8/27) 

LATEST 
WEEK 

119.06 

WEEK 
AGO 

118.00  1 

YEAR 
AGO 

08.45 

GERMAN  MARK  (8/27) 

1.81 

1.86 

1.48 

BRITISH  POUND  (8/27) 

1.61 

1.59 

1.55 

FRENCH  FRANC  (8/27) 

6.09 

6.25 

5.05 

ITALIAN  LIRA  (8/27) 

1767.0 

1806.3  1510.5 

CANADIAN  DOLLAR  (8/27) 

1.39 

1.39 

1.37 

MEXICAN  PESO  8/27) 

7.753 

7.751 

7.492 

TRADE-WEIGHTED  DOLLAR  INDEX  (8/27) 

106.6 

107.3 

96.8 

Sources:  Ma)or  New  York  banks.  Currencies  expressed  in  units  per  U,S  dollar, 
except  for   British   pound   in  dollars    Trade-weighted   dollar  via  J  P  Morgan 


data  m  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
Tient.   1-Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn,         3=Free  market  value       NA=Not  available       r=revised       NM-Not  meaningful 


THE  WEEK  AHEAD 


! SURVEY 

lay,  Sept.  2,  10  a.m.EDT^  The  National 
lation  of  Purchasing  IVIanagement's 
likely  fell  slightly,  to  58%,  m  August, 
58.6%  in  July,  according  to  the  median 
ist  of  economists  surveyed  by  mms  Inter- 
lal,  one  of  The  McGraw-Hill  Companies, 
urchasers'  readings  on  delivery  times, 
lyment,  and  production,  however,  may 
3wed  by  the  strike  at  United  Parcel  Ser- 
nc.  Even  so,  the  index  will  probably 
lue  to  show  a  moderate  uptrend  in  the 
trial  sector. 

ING  INDICATORS 

esday,  Sept.  3.  10  a.m.EDT>-  The  Con- 
;e  Board's  index  of  leadmg  indicators 


probably  rose  0.2%  in  July,  after  no  change 
in  June.  Falling  jobless  claims  and  a  rising 
stock  market  likely  led  the  July  gain. 

CONSTRUCTION  SPENDING 

Wednesday,  Sept.  3,  10  a.m.EDT>  The  mms 
survey  projects  that  outlays  for  building  pro- 
jects likely  rebounded  by  0.8%  in  July,  after 
sinking  1.1%  in  June.  Homebuilding  proba- 
bly bounced  back  strongly.  Builder  surveys 
show  rising  sales  activity  and  buyer  traffic 
this  summer. 

FACTORY  INVENTORIES 

Thursday,  Sept.  4,  10  a.m.EDT>  Factory 
inventories  probably  rose  0.3%  in  July,  the 
same  modest  rise  in  June.  Business  invento- 


ries accumulated  at  a  hefty  rate  in  the  sec- 
ond quarter,  and  economists  expect  that  a 
lower  rate  of  accumulation  this  quarter  will 
be  a  drag  on  economic  growth. 

EMPLOYMENT 

Friday,  Sept.  5,  8:30  a.m. edt>-  The  mms 
median  forecast  calls  for  a  90,000  increase 
in  nonfarm  payrolls  in  August.  That's  far  less 
than  the  316,000  jobs  added  in  July,  but 
August's  payrolls  will  be  distorted  by  the 
185,000  workers  on  strike  at  ups.  Sinco 
strikers  are  not  considered  unemployed,  ihe 
jobless  rate  is  expected  to  remain  at  July's 
4.8%.  The  MMS  survey  also  expects  that  non- 
farm  hourly  wages  edged  up  0.3%  in  August, 
after  no  change  in  July. 


This 

Week, 

Online 

It's  a  holiday  weekend  for 
BW  events  on  America 
Online — and  a  chance  to 
catch  up  on  your  reading. 
Download  transcripts  on 
these  timely  topics: 
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U.S.  MARKETS 

Latest 

Week 

Year 

Dow  Jones  Industrials 

7787.3 

-2.9 

36.3 

NASDAQ  Combined  Composite 

1595.5 

-2.0 

38.3 

S&P  MidCap  400 

314.2 

-0.1 

34.0 

S&P  SmallCap  600 

174.4 

0.1 

30.7 

S&P  SuperComposite  1500 

196.8 

-2.4 

36.8 

SECTORS 

Latest 

%  change 
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Bloomberg  Information  Age 

292.5 

-3.8 

47.2 

S&P  Financials 

104.8 

-3.4 

50.7 
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-0.2 

3.5 
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FOREIGN  MARKETS 

Latest 

%  change 
Week  Year 

London  (FT-SE  100) 

4908.9 

-1.0 
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3995.7 

-5.4 

55.9 

Tokyo  (NIKKEI  225) 

18,441.9 

-4.2 
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Hong  Kong  (Hang  Seng) 

15,534.0 

-2.0 

36.5 

Toronto  (TSE  300) 

6674.2 
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28.7 

Mexico  City  (IPC) 
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-4.1 

44.0 

FUNDAMENTALS 

Latest 

Week 
ago 

Year 
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1.65% 

1.62% 

2.16% 
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23.3 

19.0 

S&P  500  P/E  Ratio  (Next  1 2  mos.)*  18.3 

18.6 

NA 

First  Call  Earnings  Revision* 

-1.06% 

-1.20% 

NA 

TECHNICAL  INDICATORS 

Latest 
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Reading 

S&P  500  200-day  average 
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813.5 

Positive 
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month  % 
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Heavy-Duty  Trucks  5.9 

Furnishings  &  Appliances  5.7 

Automobiles  5.3 

Oil-Weil  Equip.  &  Svcs.  5.2 


Trucking 
Semiconductors 
Oil  &  Gas  Drilling 
Computer  Systems 
Savings  &  Loans 


WORST-PERFORMING  Last 


GROUPS 


month  % 


118.0 
110.2 
85.0 
84.9 
78.9 

Last  12 
months  % 
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Restaurants 
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-9.6 
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Engineering  &  Constr. 
Electric  Companies 


-20.9 
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-8.5 
-7.5 
0.5 


BLOOMBERG  MONEY  FLOW  ANALYSIS 


Stocks  above  200-day  average  80.0%  80.0%  Negative 
Options:  Put/call  ratio  0.52       0.59  Negative 

Insiders:  Vickers  Sell/buy  ratio       3.51       3.20  Negative 

Data:  Bloomberg  Financial  Markets;  *First  Call  Corp. 


Rebound  ahead?  Stocks  with  most 
significant  buying  on  price  weakness 
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change 

IBM 
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-1  "/16 
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131 '/f6 

-18  "/16 

Motorola 

77^16 

-Vb 

J.P  Morgan 

110^/8 

Telefonos  de  Mexico-ADR 

5l'/8 

-Vl6 

Sears  Roebuck 

57  V2 

-5V4 

Decline  ahead?  Stocks  witti  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

Intel 

92'Vi6 

4V8 
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82 '^'1 6 

3 '5/16 
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38^8 

2 '^64 

Sun  Microsystems 

50 '5/1 6 

4'Vl6 

Cisco  Systems 

77^16 

3/16 

Apple  Computer 

22  V4 

5 '3/16 

KEY  RATES 
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week%  ago%  ago% 
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MONEY  MARKET  FUNDS 

5.15 

5.16 

4.93 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 

90-DAY  TREASURY  BILLS 

5.26 

5.24 

5.20 

assuming  a  31%  federal  tax  rate. 

10-yr.  bond 

30-yr.  bond 

6-MONTH  BANK  CDS 

5.17 

5.17 

5.02 

Latest 
week 

Last 
week 

Latest 
week 

Last 
week 

1-YEAR  TREASURY  BILLS 

5.58 

5.53 

5.76 

GENERAL  OBLIGATIONS 

4.71% 

4.65% 

5.29% 

5.23% 

10-YEAR  TREASURY  NOTES 

6.37 

6.24 

6.78 

PERCENT  OF  TREASURIES 

73.93 

74.52 

79.56 

79.64 

30-YEAR  TREASURY  BONDS 

6.65 

6.54 

6.97 

TAXABLE  EQUIVALENT 

6.83 

6.74 

7.67 

7.58 
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7.15 
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4.79 

5.52 

5.45 

LONG-TERM  BBB  INDUSTRIALS  7.53 

7.41 

7.90 

PERCENT  OF  TREASURIES 

76.28 

76.77 

83.02 

82.99 

LONG-TERM  AA  TELEPHONES 

7.46 

7.33 

7.73 

TAXABLE  EQUIVALENT 

7.04 

6.94 

8.00 

7.90 

EQUITY  FUNDS 

EQUITY  FUND  CATEGORIES 

Leaders 

Four-week  total  return 


lornmgstar,  Inc. 


United  Svcs.  China  Reg.  Op.  11.2 

Fidelity  Select  Electronics  8.9 

Seiigman  Commun.  &  Info.  A  8.4 

Robertson  Steph.  Info.  Age  A  8.1 

State  St.  Res.  Glob.  Res.  A  8.0 

Leaders 

S2-week  total  return  % 

Lexington  Troika  Russia  139.5 

ITT  Hartford  Cap.  Apprec.  A  89.6 

Fidelity  Select  Electronics  88.2 

American  Heritage  76.7 

Fidelity  Sel.  Energy  Serv.  74.0 


Laggards 

Four-week  total  return  % 

Merrill  Emerging  Tigers  B  -16.4 
Fidelity  Emerging  Markets  -14.0 
Van  Eck  Asia  Infrastr.  A  -10.7 
Tocqueville  Intl.  Value  -10.7 
Phoenix-Aberdeen  New  Asia  A  -9.3 


Laggards 

52-week  total  return 
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Leaders 

Four-week  total  return 

Technology 
Precious  Metals 
Natural  Resources 
Small-cap  Value 
Small-cap  Blend 

Leaders 

S2-week  total  return 


Laggards 

Four-week  total  return 


%  

3.7  lapan  -5.8 

3.2  Diversified  Pacific/Asia  -5.7 

2.7  Pacific/Asia  ex-lapan  ^.8 

2.6  Diversified  Emerging  Markets  -4.1 

2.4  Latin  America  -3.7 
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Laggards 

52-week  total  return 
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Bull  &  Bear  Gold  Investors 
Frontier  Equity 
United  Svcs.  Gold  Shares 
Midas 

Morgan  Stan.  Instl.  Gold  A 


-44.9 
^3.8 
^2.3 
-39.6 
-39.4 


Financial 
Technology 
Latin  America 
Mid-cap  Value 
Small-cap  Value 


46.0  Precious  Metals  -28.4 

44.6  Japan  -6  8 

43.2  Diversified  Pacific/Asia  2.6 
35.6  Pacific/Asia  ex-Japan  8.5 

35.3  International  Hybrid  16.3 
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Editorials 


INVESTOR,  MAKE  THE  WORLD  YOUR  OYSTER 


These  are  trying  times  indeed  for  investors.  The  U.  S. 
economy  is  in  fine  shape,  but  stock  prices  are  ricocheting 
in  late-day  trading,  the  Dow  Jones  industrial  average  is  500 
points  off  its  all-time  high,  and  there  are  some  seers  who 
think  the  market  is  in  for  more  difficulty  in  the  months 
ahead  befoi'e  the  bull  roai-s  on.  In  Asia,  meanwhile,  a  sti-ing  of 
currency  crises  has  unnerved  investors,  sending  even  Hong 
Kong's  venerated  Hang  Seng  index  off  7%  since  eai'ly  August. 
Japan's  market  remains  in  the  doldrums,  with  the  total  capi- 
talization of  the  Tokyo  Stock  Exchange  hovering  around  $3 
trillion,  well  below  the  $5  trillion  peak  of  1989.  In  Em-ope, 
worries  about  monetaiy  union  have  finally  infected  the  ex- 
changes, with  Gennany's  dax  off  10%  since  the  end  of  July. 
Only  in  Latin  America  do  both  economies  and  mai'kets  seem 
to  be  rallying. 

With  jitters  across  the  globe,  what's  an  investor  to  do?  Di- 
versify. Geographic  diversification  is  the  right  way  to  go 
over  the  long  haul.  There  was  a  time,  50  years  ago,  when  the 
U.  S.  economy  and  the  U.  S.  stock  market  so  dominated  the 
global  landscape  that  it  mattered  httle  to  investors  what 
happened  elsewhere.  No  more. 

Of  course,  if  all  the  world's  economies  and  financial  mar-- 
kets  moved  in  lockstep  all  the  time,  diversification  would  be 
pointless.  But  that  circumstance  is  rare.  Cast  a  glance  at  the 
world  scene.  Markets  are  agitated,  but  the  underlying  eco- 


nomic fundamentals,  hence  the  outlook  for  profits  and  st 
prices,  vary  widely.  In  Japan,  for  example,  the  econom; 
weak  and  possibly  heading  for  recession.  But  ever  so  sL 
ly>  government  micromanagement  is  beginning  to  give  \ 
to  deregulation  and  a  more  open  economy  (page  110).  ' 
go-go  emerging  nations  of  Asia,  facing  currency  pressu 
no  longer  can  depend  solely  on  the  old  export-led  mode 
growth.  If  this  trend  continues  in  Asia,  it  could  L 
to  economic  growth  that  is  domestically  led  and  m 
balanced. 

Eui'ope,  by  contrast,  is  undergoing  a  wrenching  shift  s\ 
from  the  welfare  state,  with  bleak  economic  consequence;; 
the  near  temn:  high  unemployment  across  the  Continent,^ 
dustiy  restructuring,  beleaguered  governments.  Howevei 
a  few  years,  Europe  should  emerge  stronger,  much  as 
U.  S.  economy  did  after  corporate  restructming  and  gove 
ment  budget-cutting.  In  fact,  until  recently,  the  dax  was 
tremely  strong,  apparently  reflecting  such  expectations. 

For  investors  concerned  about  currency  gyrations,  opai 
accounting,  and  lack  of  disclosure  overseas,  there  are  pie 
of  ways  to  obtain  geographical  diversification — adrs,  mut 
funds,  and  even  U.  S.  companies  with  big  international  oi 
ations.  Diversification  is  the  best  way  for  investors  to  cast 
widest  net  and  participate  in  global  economic  gi'owth, 
ever  it  occurs. 


CLEAN  AIR,  CLEAN  WATER-AND  CLEAN  FOOD 


The  recent  horror  stories  are  enough  to  make  anyone  go 
off  their  feed.  Tons  of  hamburger  meat  laced  with  a 
deadly  strain  of  E.  coli  bacteria.  Cyclospora  parasites  in 
Guatemalan  raspberries.  Pathogenic  microbes  in  lettuce,  milk, 
apple  juice,  cheese,  chicken — even  ice  cream.  Is  it  safe  to  eat 
anymore,  especially  all  that  imported  stuff? 

Of  course,  it  is.  The  U.  S.  has  one  of  the  safest  food  sup- 
plies in  the  world.  Despite  the  alannist  hue  and  ciy,  cases  of 
food-borne  illnesses  aren't  rising  dramatically.  What's  more, 
many  of  today's  food  poisonings  are  caused  by  improper  han- 
dhng  of  food  at  restaurants,  stores,  or  in  the  home. 

This  has  not  stopped  some  U.S.  meat,  dairy,  and  produce 
companies  from  using  the  threat  of  tainted  foreign  food  to  call 
for  trade  barriers.  As  the  U.S.  food  supply  has  gone  global, 
bringing  in  fresh  fi-uits  and  vegetables  thi-oughout  the  yeai; 
U.  S.  producers  have  begun  to  feel  the  pinch.  Using  purported 
health  reasons  to  pi-otect  local  mai'kets  is  an  old  trick.  Remem- 
ber when  the  Japancsv-^  said  their  intestines  were  imique  and 
couldn't  absorb  Ameriaui  beef?  Europeans  now  complain  that  ge- 
netically altered  Americ-m  soybeans  are  a  hazard.  And  the 
U.  S.  still  won't  import  impasteurized  French  Camembert  cheese. 

Fact  is,  nearly  all  imported  food  is  safe.  That  doesn't  mean 
that  the  U.  S.  should  accept  the  myriad  stomachaches  and 


9,000  deaths  a  year  from  food  poisoning.  The  Food  &  Di 
Administration  has  only  700  inspectors  and  analysts  to  wa 
over  53,000  U.  S.  food-processing  plants  and  billions  of  tons 
imported  food.  The  country  needs  more.  The  Agricult 
Dept.,  which  oversees  meat  and  poultry,  is  in  better  sha 
But  in  the  end,  inspections  will  never  catch  more  thai 
fraction  of  tainted  food.  That's  why  every  effort  must 
made  to  prevent  contamination  diuing  production.  This  wo 
curtail  the  many  food-related  illnesses  stemming  from  i 
monella  and  Campylobacter  on  chicken  and  eggs — disea 
that  are  rare  in  Japan  and  Europe. 

As  the  U.  S.  food  supply  goes  global,  higher  health  i 
safety  standards  must  be  implemented  everywhere  o\j 
seas.  American  agribusiness  has  spread  throughout  La 
America,  and  consumers  have  every  right  to  expect  th 
companies  to  adhere  to  high  standards  of  safety.  To  tli 
credit,  they  usually  do,  as  do  most  locally  owned  agribi 
nesses.  But  where  overseas  standards  are  lax,  U.  S.  offid 
should  step  up  inspections  of  food  production.  It  is  reasona 
for  Washington  to  insist  that  Guatemalan  fanners  not  use 
treated  water  on  their  raspberry  fields.  It  is  also  perfec 
reasonable  for  American,  as  well  as  European  and  As' 
consumers,  to  have  access  to  the  world's  cornucopia  of  fo. 
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If  im  umm  m.  j 

NO  MATTFR  WHAT.  ^ 

Introducing  Guaranteed  Messaging. 


Sky  Word  Plus  is  the  first  alphanumeric  paging  service  that  stores 
your  messages  when  you  go  out  of  range  and  automatically  delivers  them  when  you  get  back.  Plus  each  pager  comes 
with  an  e-mail  address,  a  toll-free  access  number  and  MessageMender "  to  correct  any  garbled  messages.  So  get 
SkyWord  Plus,  find  get  the  message.  Guaranteed.  Limited  time  offer:  Call  now  and  get  a  personal  800/888  #  for  FREE. 
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Fujitsu's, 
of  course.  As  one  of  the 
world's  largest  software  companies, 
we're  developing  software  that's  changing 
the  way  business  works.  For  instance,  our  group 
productivity  software,  Tea nn WARE",'  is  helping  people 
in  companies  around  the  world  communicate,  share 
nformation  and  work  together  better.  cP  Our  object- 
)riented  database  engine  and  tools  are  driving  new 
nultimedia  and  Internet  applications  that  bring  people 
and  information  together.  And  WebWorld,  our  website 
technology,  brings  companies  and  their  customers 
together  in  lively  interactive  virtual  worlds. 
CP  So  we  suggest  you  look  into  Fujitsu 
software.  It's  where  everything 
comes  together. 
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Imagine  these 

3  minds  working 
together  as 


One. 


Nothing  generates  more  power  than  partnership. 


r  over  a  hundred  years,  energy 
s  been  a  relationship  between  ~ 
ppUer  and  buyer.  Between  the  grid 
pipeUne,  and  those  who  connected  to  it. 
ell,  we're  about  to  change  all  that.  We're 
lergyOne.  Not  only  what  we  do  is  different. 
It  also  how  we  do  it.  By  joining  together 
3bal  leaders  in  communications,  information 
d  energy  we'll  bring  you  products  and 


services  that  give  you  greater  control. 

ATtT 

Peace  of  mind.  Simplicity  Imagine 
advanced  security  systems  working 
through  your  existing  electrical  wiring,  that 
can  also  protect  against  fire,  flood  and  carbon 
monoxide.  We  can  make  it  happen.  Get  your 
energy  to  work  harder  for  you.  Call  your  local 
utility  and  tell  them,  "Make  EnergyOne  my 
energy  partner."  Or  call  us  at  1.888.663.3363. 


(EnergyOne) 
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page  106 


BusinessWeek 


SEPTEMBER    15,  19 


Cover  Story 


106    THE  CEO  AND  THE  BOARD 

The  boardroom  revolution  is  moving  on 
beyond  poor  performers.  Now  activist 
investors  are  targeting  lackluster 
boards  even  at  comjianies  with 
respectable  records.  One  target:  Heinz 
and  its  powerful  cko,  Tony  O'Reilly 
PUTTING  STOCK  IN  WELL-RUN  BOARDS 
Investoi's  would  pay  a  premium 


116 


News:  Analysis  &  Commentary 

34    IT  JUST  WONT  STOP 

From  steel  to  pizza,  businesses  see  no 
end  to  strong  demand 

36  HIGH  DOLLAR?  WHO  CARES? 
Growing  economies  want  U.S.  goods 

37  COMMENTARY:  THE  ECONOMY 

Low  inflation  and  high  growth  may  be 
the  jKiradi.gm  of  the  1990s 

38  ALL  OUT  FOR  THE  FAST  TRACK 

Big  Business  joins  Clinton  in  a  ])ush  for 
a  new  trade  bill 
40    THE  BAMUS  THAT  ATE  FLORIDA 

As  out-,  if  slaters  like  NationsBank  take 
over,  customers  may  lose 


42    TABLOID  TALES 

Circulation  is  off  soinewhat,  but 
revenues  are  still  plenty  sensational 
44    LIGHTS!  CAMERA!  DREAMWORKS! 
The  studio's  first  Hick  is  ready,  and 
executives  are  all  ajitter 
46    NETSCAPE  VS.  MICROSOFT 

New  bombs  fall  in  Brovvserland 
46    OBESITY  DRUGS 

Despite  setbacks,  the  search  goes  on 
48  COMMENTARY 

Don't  let  a  cor])oi-ate  board  nm  the  i 
IN  BUSINESS  THIS  WEEK 


50 


56 


57 


58 


60 


International  Business 

GERMANY 

Rebounding  carmakers  are  sighting  ' 
on  Jajjanese  cjuality  leaders 
GERMANY 

Porsche's  ceo  is  crazy  like  a  fo,\ 
BRAZIL 

In  Parana,  the  governor  is  building  a 

Detroit  of  Latin  America 

ASIA 

What  it  would  take  for  the  Tigers  to 
roar  back  after  the  cuirency  crisis 


4  RII^INFSS  WFFK  /  "^FPTFMRFR  1       1  QQ7 


3a  O' 


ROLLING 
ALONG 

Despite 

gyrating 

markets, 

consumer 

demand 

keeps  the 

economy 

humming 

page  34 


SHARPER 
CLAWS 

Southeast 
Asia  could 

be  stronger 
after  its 
currency 

crisis  page  60 


IT'S  A  MAIL  THING 
No-charge  E-mailers  rack  up 
scads  of  customers  page  68 


TRAVEL  GUIDE 

Discovering  Old  Asia, 
while  you  can  page  128 


000 


HOT  WHEELS 

German  cars  are  back,  and 
exports  are  zooming  page  se 


TOO  FIERCE? 
AT&T's  pursuit  of 
debtors  may  be 
overkill  page  118 


formation  Processing 

CHNOLOGY  &  YOU 

e  Rolodex  rex  and  Psion  5:  Dueling 

proaches  to  handheld  devices 

mVU  FAST,  FUN— AND  NOW  FREE 

eemailers — by  giving  away  one  of  the 

)St  popular  services  on  the  Net — may 

/e  the  likes  of  aol  a  real  headache 

FREEMAIL  OVERPRICED? 

ue,  youi'  E-mail  won't  cost  anything, 

t  watch  out  for  those  ads 

HNT,  CLICK— AND  SPEND 

r's  online  mall  is  up,  but  it's  unclear 

w  many  shoppers  will  show 

'&rs  INSIDE  CANDIDATE 

eet  attorney  John  Zeglis,  the  man  Bob 

len  wants  to  succeed  him 

cience  &  Technology 

/AKE-UP  CALL"  ON  ULTRASOUND 

study  shows  that  the  test  is  three 
ues  more  accurate  in  Europe  than  in 
e  U.S. — at  a  quarter  of  the  cost 
IE  TOLL  OF  SECONDHAND  SMOKE 

California  report  shows  wide-ranging 
!W  health  risks 


94  DEVELOPMENTS  TO  WATCH 

Soccer-playing  robots,  faster  image 
processing,  using  gold  dust  in  diagnoses, 
muscular  cattle 

Industries 

95  READY  FOR  THE  GRAND  TOUR 

How  well  will  Sixt,  Germany's  No.  1  car- 
rental  outfit,  travel  aci'oss  Europe? 


96 


102 


104 


Special  Report 


WORK  AND  FAMILY 

Many  U.S.  workers  say  employers  don't 
offer  the  flexibility — or  the  simple 
respect — they  need 
FLEXIBILITY  AT  BAXTER 
How  it's  helping  workei's  cope 
COMMENTARY 
"Family"  doesn't  always  mean  children 

Finance 

lis    IS  AT&T  TOO  QUICK  TO  CRY  FRAUD? 

Some  judges  speak  harshly  of  the 
company's  suits  against  credit-card 
debtors  who  file  for  bankruptcy 


124 


126 
137 


128 


120    CREDIT  WHERE  CREDIT  IS  OVERDUE 

The  former  Soviet  bloc  is  issuing  debt 
like  mad — with  no  signs  of  abating 
MAD  AS  HELL  AT  THE  CASH  MACHINE 
As  bank  .\tm  fees  swell,  there's  a 
populist  push  to  limit  surcharges 
INSIDE  WALL  STREET 
INVESTMENT  FIGURES  OF  THE  WEEK 

Personal  Business 

INTRODUCTION:  Discovering  Old  Asia 
CHINA:  A  pedicab  into  Beijing's  past 
SINGAPORE:  Tasting  all  of  Asia 
JAPAN:  Mastering  Mt.  Fuji 

Features 

6  UP  FRONT 

12  EDITOR'S  MEMO 

16  READERS  REPORT 

19  BOOKS 

135  BUSINESS  WEEK  INDEX 

136  INDEX  TO  COMPANIES 
138  EDITORIALS 

It's  time  Washington  learned  to  count 
Poverty's  worst  enemy 


BUSINESS  WEEK  ONLINE:  Internet:  www.businessweek.com  America  Online:  Keyword:  BW 


BUSINESS  WEEK  /  SEPTEMBER  15,  1997  5 


Up  Front 


EDITED  BY  PAT  WECHSLER 


CLASS  NOTES 


FEWER  APPLES  IN  THE  IVY  LEAGUE 


BRING   MONEY   AND  CLEAN 

sheets — but  not  Apple  Mac- 
intoshes. That's  the  advice 
Yale  University  is  giving  its 
1,310  incoming  ft-eshmen. 

In  an  open  letter  fi'om  In- 
fomiation  Teclmolog\'  Semces 
head  Daniel  Upde- 
grove,  students 
buying  new  com-  ^  ■  ^ 
p  u  t  e  r  s  are 


"strongly  en- 
couraged to  se- 
lect a  Windows 
PC."  The  reason: 
Software  for  such 
administrative  ac- 
tivities as  cata- 
loging  school  libraries  and 
class  scheduling  is  being  in- 
creasingly designed  for  Win- 
dows. Ultimately,  the  missive 
warns,  Yale  "cannot  guaran- 
tee support  for  Macintoshes 
beyond  June,  2000." 

And  Yale  isn't  alone.  Dait- 


MAC:  Falling  behnid 


mouth,  exclusively  Macintosh 
since  1983,  is  liii-ing  its  first 
Windows  speciahst  to  assist 
students.  The  University  of 
Pennsylvania,  like  Yale,  has 
been  buying  software  designed 
for  Windows — a  trend  that 
bodes  ill  for  Macs. 
At  Bi'own,  admin- 
.  istrators 
A  now  esti- 
/  mate  that 
half  its  stu- 
dents use  Win- 
dows PCs,  com- 
pared with  25% 
five  years  ago;  at 
Piinceton,  it's  65%. 
And  Columbia 
plans  to  reevaluate 
its  advice  to  students  about 
computers  in  the  wake  of 
Windows  NT.  "Apple  isn't 
down  and  out  in  education," 
says  Michael  Gartenberg, 
Gaitner  Group  reseai'ch  dii'ec- 
tor,  "but  it's  going  to  have  to 
fight."  Dennis  Bernmn 


THE  LIST  CASHING  OUT 


TOP  MUTUAL  FUNDS 
WITH  LARGEST 
ESTIMATED  OUTFLOWS 


The  first  seven  months  of  1997 
|-;^p9  ||         )^pr|^  were  good  for  equities,  but  sever- 
^     H    W:^>  ///  ill     al  big  mutual  funds  suffered 

cash  outflows.  Fidelity  was  hard- 
est hit.  The  $4  billion  outflow  at 
its  flagship  Magellan  Fund,  soon  to 
be  closed  to  new  investors,  came  as  little  surprise.  But  two 
of  Its  other  funds  saw  negative  flows  of  around  $1  billion. 


FUNDS 


IN  MILLIONS   CASHFLOW       NET  ASSETS  TOTAL 
(AS  OF  7/31/97)  (AS  OF  7/31/97)  RETURN 


FIDELITY  MAGELLAN 

^,116 

62,949 

25.62 

FIDELITi'  EQUIP/  INCOME  11 

-1,211 

17,442 

23.78 

FRANKLIN  U.S.  GOVT.  SECS.  1 

-1,056 

9,531 

6.24 

DEAN  WIHER  U.S.  GOVT.  SECS.  B 

-945 

6,422 

5.32 

FIDELITY  ASSET  MANAGER 

-887 

11,917 

17.59 

MUTUAL  QUALIFIED  Z 

-771 

5,094 

19.64 

AMLPICAN  CENT  20TH  CENT.  GROWTH 

NV-655 

5,355 

31.67 

DATA:  MOR.  'i:iGSTARINC 


TALK  SHOW  UShe  was  the  people's  princess,  and  that's  1 
she  will  remain,  in  our  hearts  and  in  our  memories  forever.] 

— British  Prime  Minister  Tony  Blair,  on  the  day  Princess  Diart 
was  killed  in  a  Paris  car  crash 


PETRO  DOLLARS 

SLIPPERY  SLOPE 
FOR  RUSSIAN  OIL 

ONLY  WEEKS  .-^GO,  EXXON  HAD 

an  agreement  for  a  2  bilhon- 
barrel  project  in  Russia's  icy 
but  oil-rich  Timan  Pechora 
I'egion  revoked  unexpectedly. 
Now,  oil  giant  Conoco  is  say- 
ing that  it,  too,  is  being 
forced  to  curtail  investment 
in  the  same  area  along  the 
Barents  Sea. 

The  problem  for  Conoco 
began  on  Sept.  1,  says  ceo 
Archie   Dunham,   when  a 
Conoco  joint-venture  compa- 
ny lost  a  crucial  export  li- 
cense to  ship  100%  of  its  oil 
production  out  of  Russia. 
Conoco  has  already  in- 
vested $500  miUion  in 
the  fonner  So\iet  state. 
But  Dunham  now  says 
the  DuPont  subsidiary 
is  shelving  plans  to 
tackle  an  even  larger 
field  neai'by.  Pi'oblem  is, 
the    company  hasn't 
been  able  to  negotiate 
an  agi'eement  with  the  RIGGED?  Conoco  lost  a  key  licen 


Russians  that  v/ould  alio 
to  take  oil  in  payment  for 
work. 

What's  going  on?  Dunh, 
suspects  Russian  oil  exe 
flush  with  optimism  o\ 
growing  prosperity,  thi 
they  no  longer  need  Westc 
partnerships  and  technolo 
Withdrax^ing  over  the  loss 
the  export  hcense  would 
pointless  since  the  Cono 
financed  joint  ventiu-e  is  n^ 
85%-marjied  by  Russians  a 
could  continue  producti( 
The  only  thing  Dunham  c 
do  is  shift  investments  el 
where.  "We  had  hoped 
make  Russia  a  third  core  j 
production]  area,"  says  Di 
ham.  Those  hopes  are  on 
now.         Gary  McWillia 


CONTINENTAL  RIFT 


THE  SPAT  THAT  SCUHLED  AN  AIRLINE  DEAL'  ^ 


THERE  HAVE  BEEN  NU.MEROUS 

reports  about  the  turbulence 
plaguing  British  Airnvays'  and 
American  Airlines'  long-de- 
layed transatlantic  alliance. 
But  one  recent  episode  hints 
that  the  deal 
may  have  al- 
ready crashed. 

The  tale, 
from  a  Brus- 
sels lawn/er,  is 
about  a  pri- 
vate lunch 
that  British  AYLING: 
Airways  ceo  Stormed  out 
Robert  Ayling 
had  with  European  Commis- 
sion antitrust  czar  Karel  van 
Miert.  Earlier  tete-a-tetes 
had  been  cordial.  At  this 
meal,  however,  Ayling  had 
hoped  van  Miert  would  re- 
lent on  his  insistence  that 


British  Air  rehnquish  ma 
of  its  treasured  gate  slots 
London's  Heathrow  Airp 
before  its  deal  with  Americ: 
would  be  approved.  Howev 
van  Miert 's  position  had  r 
changed — ba  would  have 
give  up  353  slots  a  we( 
with  no  compensation.  "V 
have  to  give  them  aw; 
free?"  the  source  says  Aylii 
responded,  incredulous. 

"Yes,  that's  right,"  v; 
Miert  confii'med. 

"Then,  we  have  nothii 
more  to  discuss,"  a  furioi 
Ayling  said,  and  he  walk( 
out,  leaving  the  EU  commi 
sioner  to  dine  alone.  "You  ju 
don't  go  and  spit  on  vj  to 
Miert,"  the  Belgian  lawyi 
says.  British  Aii'ways  deni' 
that  van  Miert  and  Ayhi 
quan-eled.  William  Echiksc 
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VANITY  AFFAIRS 


GET  OUT  THE  GRECIAN  FORMUU 


DOES  HE  ...  OR  doesn't  HE? 

More  Baby  Boom  male  exec- 
utives should  turn  to  their 
haifch'essei*s  to  tone  do\™  the 
gi'ay  these  days  if  the  results 
of  a  recent  survey  by 
Combe  Inc.  of  100  im- 
age consultants  ai-e  to 
be  believed. 

The  consultants 
overwhelmingly 
gave  poorer 
marks  to  those 
who  had  gray 
hair,  saying 
they  perceived 
them  as  less  en- 
ergetic, less  ca- 
pable, and  even  less  broad- 
minded.  But  in  an  informal 
study  by  business  week,  ex- 
ecutives said  "phooey"  to  the 
image  tweakers.  "A  Httle 
gray  around  the  temples 
helps  in  service  industries," 
savs  Jim  Bennett,  a  McKin- 


sey  &  Co.  director,  whose 
own  curly  locks  began  to  lose 
their  hue  in  his  30s.  "Clients 
want  experience,  and  that's 
what  gi'ay  imphes." 

Dennis  Carey,  vice- 
chairman  of  Spencer 
Stuart,  agi'ees.  "I've 
never  counseled  any- 
one to  dye  their 
hair,"  he  says.  And 
when  people  color 
their  hair,  .John 
Johnson,  chair- 
^  man  of  Lamalie 
?  Associates,  says 
'  that  "it's  more  a 
matter  of  ego." 
And  there  were  even  some 
who  said  they'd  be  gi'ateful 
for  some  gray.  From  Ai'nold 
Langbo,  the  more-than-shght- 
ly  balding  chief  executive  of 
cereal  maker  Kellogg:  "Hav- 
ing gi'ay  hair  is  better  than 
none  at  all."     Lisa  Sanders 


DRAWN  &  QUARTERED 


WILD  BLUE  YONDER 

IN  TEXAS,  THEY'RE 
FIGHTING  OVER  LOVE 

it's  called  love  field,  but 
today  the  Dallas  aii-poit  has 
more  paranoia  and  plotting 
than  the  Ewings  at  South 
Fork.  It  was  all  set  off  by 
Southwest  Aii'lines — the  only 
one  operating  out  of  Love  for 
now — when  it  mused  about 
making  more  long-haul  flights. 
Innocent  enough.  But  from 
which  au-ports  would  South- 
west initiate  these  flights  if 
more  than  1,000  miles?  It 
could  not  use  Love  because 
:'  a  federal  law  prohibiting 


ets  with  more  than  56 
seats  from  using  it  for 
long  flights.  It  could, 
however,  use  Cleve- 
and  or  Houston, 
'  hubs  of  Continental 
.Airlines.  So  Con- 
tinental began 
renovating  two 
unused  gates  at 
Love,  presiunably 
just  to  give  South- 
west something  to  worry 
about  at  home.  All  Continen- 
tal ceo  Gordon  Bethune 
would  say:  "We  need  to  keep 
our  ability  to  put  our  toe  in 
that  pond  if  we  have  to." 

Meanwhile,  the  other  two 
locally  based  airhnes.  Legend 
and  American,  have  been 
duking  it  out  in  Congress 
over  Legend's  request  to  fly 
large  jets  out  of  Love.  When 
Congress  reconvenes,  a 
House-Senate  conference  will 
have  to  decide.  Either  way, 
American  recently  put  dibs 
on  space  at  Love:  the  ex- 
Braniff  tenrdnal  it  says  a  sis- 
ter company  will  use  for  of- 
fice space.      Wendy  Zellner 


PRODUCT  PEEK 

REBEL  WITHOUT 
AN  ENGINE  

the  harley-davidson  brand 
is  so  powei-ful  that  it  seems 
to  drive  sales  of  any  two- 
wheeled  vehicle.  The  Velo 
Glide,  built  by  gt  Bicycles 
under  Hcense  to 
Harley,  will  hit 
the  streets 
this  faU— for 
a  mere 
$1,700.  It 
follows  last 
yeai's  Limited 
Edition  that  col- 
lectors snapped 
up  for  $2,500.  (The  cost  dif- 
ference reflects  1,000  Limited 
Editions  vs.  3,000  Velos.) 

Both  bikes  have  real 
Haiiey  paint  jobs,  a  fake  gas 
tank,  and  the  signatiu-e  fend- 
ers and  chi'ome  of  a  Harley 
Soft-tail  motorcycle.  And  at 


HARLEY  UMmS  EDITION 


40-plus  pounds,  the  fou 
speed  Velo  is,  well,  a  ho 
"It's  a  big  clunker  that  i 
one  would  really  want 
ride,"  says  cycle  shop  owtii 
Ken  Alder,  "...  unless  you': 
a  total  Harley  fi'eak." 

Yet  the  le  sold  out  in  lei 
than  four  months  to  buyer 
such  as  Indonesl 
"^^^N  shipping  magnat 
Gani  Gurgani 
Jfikaita  and 
dio  pei^sona 
ty  Dr.  Laiu 
Schlessinge 
(:;t  recalls  or 
buyer  being  ag 
tated  because  h 
bike  wouldn't  a 
rive  at  the  same  time  as  t\ 
custom  glass  showcase  he  hs 
installed  for  it.  Today.  Hai'le 
says,  LEs  are  selzling  fc 
$3,500.  One  collector  adve 
tised  his  for  $5,000— only  $2£ 
less  than  a  Harley  xlh  8^ 
Sportster       Roy  Furchgo 


THE  BIG  PICTURE 


CHOOSERS  NOT  BEGGARS 

Joblessness  is  at  record  lows, 
and  yet  people  are  staging 
unemployed  longer.  The  differ 
ence,  says  Stan  Shiplev 
of  Merrill  Lj-nch: 
Consumer  confi- 
dence is  high,  and 
job-seekers  are 
pickier. 


DATA:  U  S-  BURdAL 
OF  LABOR  STATISTICS 
MERRILL  LYNCH 


FOOTNOTES  Of  the  1,000  biggest  U.S.  companies,  51  %  have  an  ethnic-minority  director:  Black,  35%;  Latino.  1 2%,  Asian,  4% 
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In  1992,  we  launched  a  revolution. 

The  people  who  made  rocket  engines  for  Voyager  —  and  the  people  who  made 
them  for  Sputnik  —  started  a  commercial  partnership. 

United  Technologies  and  our  Russian  partner  NPO-Energomash  agreed  to  develop, 
build  and  market  rocket  engines  for  the  next  generation  of  U.S.  launch  vehicles. 

And  in  1998,  it  starts  to  pay  off. 

The  Lockheed  Martin  Atlas  IIAR  will  make  its  first  commercial  launch  powered  by  our 
new  engine. 

Which  puts  us  ahead  in  the  biggest  emerging  market  of  all. 
Space. 


%  United 
Technologies 


)tis    Carrier    Pratt  &  Whitney    Sikorsky    Hamilton  Standard    UT  Automotive 


HEWLETT* 
PACKARD 


Why  not  get  a  printer  that's 

as  creative  as 

your  business? 

The  only  thing  more  satisfying  than  coming  up  with 
a  new  idea  is  showing  it  to  other  people.  Introducing 
the  HP  DeskJet  lOOOC  Professional  Series  printer. 
It  produces  photo-quality  color  booklets  with  pages 
that  automatically  appear  in  order  when  folded  and 
stapled.  It  also  prints  in  a  range  of  sizes — 11x17  page! 
banners  up  to  18  feet  and  mini-posters  up  to  4V2  fee 
Original  ideas  now  have  an  original  way  to  print. 

The  HP  DeskJet  WOOC.  $499: 


'  Estimated  U  S.  retait  pace. 

il 


Visit  us  at  www.hp.com/go/djlOOO 
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Editor's  Memo 


REPORT  FROM  THE  HOME  FRONT 


How  better  to  imdei-stand  a 
trend  than  to  live  it  yotu-self? 
O'er  the  yeai-s.  as  bl'sixess 
week's  staff  experienced  its  own 
baby  boom  and  two-cai'eer  families 
complicated  pei-sonnel  decisions,  we 
have  learned  all  about  the  work- 
family  balancing  act.  To- 
day, many  staffers  have 
reduced  schedules  or  do 
some  work  at  home.  A 
few  telecommute  full- 
time.  WTien  we  send  cor- 
respondents overseas  we 
must  consider  kids' 
school  schedules  and 
spouses"  career  moves,  as 
well  as  our  own  needs. 

We  fii-st  tackled  the  is- 
sue in  piint  back  in  1993, 
with  the  Cover  Stor\- 
"Work  &  Family."  That 
cover  reflected  namblings 
fi'om  Corporate  Ameri- 
ca's front  lines.  Then,  as 
work  and  family  took  on 
greater  ui'gency — as  well 
as  political  cuirency — we 
took  our  coverage  a  step 
further.  In  1995,  we 
launched  a  project,  in 
partnei-ship  \nth  the 
Center  for  \\'ork  &  Fam- 
ily (then  affiliated  with 
Boston  Univei*sity,  now 
with  Boston  College), 
to  assess  companies' 
work/life  strategies.  Oui-  approach 
w'as  unique:  We  sur\-eyed  not  only 
employei-s,  but  also  theii-  employees, 
who  added  a  cincial  reality  check  on 
how  employei-s'  policies  play  out. 

It  wasn't  a  popular  exercise: 
Only  37  companies  were  courageous 
enough  to  give  their  workers  the 
chance  to  respond  directly  to 
BUSINESS  WEEK.  But  the  result, 
last  September's  "Balancing  Work 
and  Family,"  was  worth  the  angst. 


BusinessWeek 


WORK& 
lAMILY 


June  28,  1993 


BusinessWeek 


The  story  revealed  a  yawming  gap 
between  family-fiiendUness  in 
theon.-  and  in  practice.  But  it  also 
showed  how  innovative  companies 
can  raise  productivity  and  employee 
commitment. 

This  year's  report  di-ew  50%  more 
participants,  including 
somie  smaller  or  private- 
ly held  companies  from 
beyond  the  Standard  & 
Poor's  500.  Readers  wiU 
find,  once  again,  that 
the  employee  pei^spec- 
tive  adds  credibility, 
holding  companies  ac- 
countable for  efforts 
that  otherwise  might  be 
written  off  simply  as 
good  PR.  Workers  gave 
generous  grades  to  the 
most  innovative  compa- 
nies, but  they  also  re- 
vealed they  ai"e  more 
stressed  than  ever.  As- 
sociate Editor  Keith  H. 
Hammonds,  who  directs 
the  project,  found  that 
progi-ams  such  as  day- 
care, without  a  strong 
imderhing  commitment 
to  flexibility  and  bal- 
ance, don't  make  work- 
ers feel  much  better. 

We  will  prepai-e  the 
Special  Report  every 
two  years.  We  know 
we're  on  to  something,  because  other 
publications  ai'e  adopting  the  same 
methodology',  evaluating  companies' 
strategies  on  the  basis  of  employee 
sui'veys.  So  much  the  better,  if 
pressing  work-and-family  issues  get 
more — and  closer — attention. 


16,  1996 


Editor-in-Chief 
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Dear  Mr.  Responsible:' 


You  never  miss'ed  the  7:12.  You     ,  : 
got  a  haircut  every  other  Tuesday. 
You  never  left  a  wet  bathing  suit 
on  the  bed.  Guess  what,  friend. 
You're  done  dottin'  i's.  This  is 
Riviera  by  Buick.  You  can  get  a 
supercharged  engine,  a  CD  player 
with  six  speakers,  and  an  ashtray 
big  enough  for  two  cigars.  It's  not 
meant  for  carpooling,  but  then, 
neither  are  you. 


Riviera  by  Buick  — 
You're  due. 
Definitely  due. 


"  I  was  25  and  could  barely  move. 
What  kind  of  life  was  I  going  to  have?" 


MELINDA  SHEPPARD 


NANTUCKET,  MASSACHUSETTS 


Today  Melinda  is  avid  about  her  aerobics. 
But  eight  years  ago,  she  could  hardly  walk. 

Pains  that  started  in  her  left  foot  spread 
to  her  hips,  wrists  and  ankles. 

The  problem  was  chronic  inflammation  of 
the  joints. 

Thanks  to  physical  therapy  and  medicine 
developed  by  Pfizer  research,  Melinda's 
active  life  returned. 


Readers  Report 


U.S.  EXCHANGES: 

THE  BEST  AD  FOR  FREE  MARKETS 

"The  booming  Big  Board"  (Finance, 
Aug.  4)  is  truly  a  testimonial  to  Dick 
Grasso  and  his  colleagues  at  the  New 
York  Stock  Exchange.  It  also  shows 
that  Congi'ess  was  right  in  1975  when  it 
decided  how  to  ensure  that  U.  S.  secu- 
rities markets  would  maintain  their 
world  leadership.  That  was  to  subject 
the  markets  to  the  same  kind  of  free- 
market  competition  that  is  faced  by  the 
companies  that  are  listed  on  them. 

The  competition  engendered  by  the 
national  market  system  provisions  of 
the  Secuiities  Acts  Amendments  of  1975 
has  led  to  the  gi'owth  of  nasdaq  and 
the  niche  markets  enjoyed  by  the  re- 
gional exchanges,  and  to  the  modeni- 
ization  and  "iDooming"  of  the  Big  Board. 
Notwithstanding  increasing  competition 
from  markets  in  othei-  countries,  today 
the  U.  S.  securities  markets  continue  to 
lead  the  world  and  are  the  home  of  the 
world's  largest  companies.  (I  sei^ved  as 
counsel  to  the  House  Commerce  Com- 
mittee fi'om  1971-75  and  was  a  principal 
draftsman  of  the  Securities  Acts 
Amendments  of  1975.) 

The  Democratic  Congress  and  the 


Nixon  and  Ford  Administrations  were 
correct  that  fairly  regulated  organiza- 
tions with  dynamic  leadership,  compet- 
ing in  an  arena  of  free  and  open  com- 
petition, will  prosper  and  gi'ow.  The  real 
victors  of  such  competition  in  the  arena 
of  the  securities  markets  are  not  only 
the  markets  themselves  but  their  mem- 
bers, their  listed  companies,  and — as 
you  pointed  out  in  your  article — in- 
vestors who  get  lower  trading  costs  and 
better  service. 

Harvey  A.  Rowen 
Moraga,  Calif. 

LOTS  OF  LOSERS 

IN  THE  UPS  STRIKE  

On  Friday,  Aug.  22,  the  federal  gov- 
ernment stated  it  was  overturning  Ron 
Carey's  election  to  the  presidency  of 
the  Teamsters  union.  This  announce- 
ment conveniently  emerged  after  the 
conclusion  of  the  nationwide  strike 
against  United  Parcel  Service  Inc.  I'm 
saddened  and  disappointed  to  see  that, 
on  the  same  day,  BUSINESS  week  la- 
beled this  crippling  nationvride  job  ac- 
tion a  win  for  workers  ("Sharing  pros- 
perity," Cover  Stoi-y,  Sept.  1). 

UPS  customers  were  not  winners — 


many  were  forced  to  lay  off  their  ov 
employees  during  the  work  stoppag 
and  some  won't  ever  recover.  UPS  lo 
more  than  $600  milUon  in  revenues.  Oi 
employees  will  have  to  work  a  full  ye; 
to  make  up  for  their*  lost  wages  durii 
the  strike.  Even  worse,  many  wor 
have  a  job  to  come  back  to. 

Ken  Stem? 
Director  of  Public  Relatioi 
United  Parcel  Service  In 
Atlam 

A  SECOND  LOOK 
AT  SECOND  INCOMES 


jei 


■1? 


Your  aiticle  "The  second  income:  Is 
worth  it?"  (Personal  Business,  Aug.  1 
25)  gives  us  some  very  good,  real-life  i 
formation  about  the  economics  of  wive 
working.  If  my  math  is  correct,  the  e: 
tra  cash  for  two  incomes  for  the  yej 
was  $4,544.  or  about  $2.18  per  hou 
Now  there  ai"e  futm-e  benefits  spoken  c 
and  intangibles  such  as  self-esteem  an 
maintaining  currency  in  the  job  ma: 
ket.  But  $2.18  per  hour!  Is  this  mor 
profitable  than  couponing? 

Your  analysis  was  for  well-comper 
sated  individuals  in  New  York.  Let 
look  at  the  case  of  a  worker  earnin 


Waist:  34. 
Inseam:  52. 


83  per  horn-,  and  his  wife,  who  could 
1  $6.50  per  hour.  We  see  that  the 
•entage  of  the  wife's  income  lost  to 
tional  expenses  cUmbs  until  her  job 
itually  costing  the  family  money. 

Carey  Stark 
Savannah,  Ga. 

/hile  your  article  provided  some  in- 
sting  insight  into  the  decision  many 


le  fui!  text  of  Business  Week,  the  Business  Week 
}aily  Briefing,  and  six  years  of  BW  archives  are 
available  on  the  World  Wide  Web  at; 
www.businessweek.com 

and  on  America  Online  at  Keyword:  BW. 
To  sign  up  for  BW  on  AOL,  call  (800)  641-4848 
and  mention  Business  Week. 

opping  for  computer  eq  iipment?  Visit  Maven,  our 
inline  Computer  Buying  Guide,  for  continuously 
updated  ratings  and  price  information. 
Go  to  Keyword:  Maven  on  America  Online, 
or  to  the  World  Wide  Web  at: 
www.maven.businessweek.com 


families  struggle  with,  I  was  surprised 
and  disappointed  vdth  the  assumption 
that  the  wife's  income  is  "the  second 
income."  For  some  families,  the  wife  or 
mother  is  the  main  breadwinner,  if  not 
the  only  breadwinner.  I  am  aware  that 
these  women  are  in  the  minority,  but  it 
was  a  mistake  to  ignore  them.  It  was 
also  a  mistake  to  ignore  the  stay-at- 
home  dads. 

Kim  KiTjeger 
Wellesley,  Mass. 


I  enjoyed  youi"  special  issue  on  Silicon 
Valley  (Cover  Stoiy,  Aug.  18-25).  How- 
ever, I  was  surprised  to  find  so  httle 
mention  of  San  Jose  State  University 
(S.JSU),  often  refen-ed  to  as  the  engine 
that  drives  Sihcon  Valley.  The  universi- 
ty provides  a  steady  flow  of  well-pre- 
pared gi'aduates  to  the  region  (about 
5,000  annually),  particularly  from  its  na- 
tionally respected  engineering  and  busi- 
ness colleges. 

SJSU  has  produced  many  key  leaders 
who  have  greatly  contributed  to  the 
birth  and  gi-ovrth  of  Silicon  Valley.  When 
you  look  for  the  next  generation  of 


CEOS — those  ah'eady  working  together  in 
garages  and  laboratories  thi'oughout  the 
Bay  Ai'ea — you  will  find  teams  of  SJSU, 
Berkeley,  and  Stanford  gi-ads. 

I  like  your  foldout  map  of  Silicon  Val- 
ley— but  add  a  star  in  San  Jose  for  San 
Jose  State  University! 

Stephen  Goodman 
SJSU  Class  of  '93 
Washington 
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The  solution  is  here.  One  sizf  docs  nol 

fit  till.  Liiokiitg  for  II  solution  tailored  jiisl 
for  your  liusiiu'ss:'  Look  no  jurtlwr  than 
IBM  Business  Pitrtners —inilcpcndcnt 


experts  ii  lio  r<in  outfit  you  n  illi  the  rip^ht  mix 
of  tedinolopy.  support,  price  luul  finiincinfs. 
l  or  one  u  ho  specializes  in  your  line  of  busi- 
ness, call  I  iiitfl  Um-2992.  ext.  99W. 
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Technology  &  You 


BY  STEPHEN  H.  WILDSTROM  

HARDWORKING 
HANDHELDS 


The  REX  and  Psion  5 
palmtops  offer  smart 
trade-offs  between 
size  and  functionality 

One  of  the  great  ad- 
vantages of  testing 
products  is  that  I  al- 
ways have  a  choice  of 
portable  equipment.  When 
I'm  on  the  go,  I  choose  the 
smallest,  lightest  piece  of 
geai"  that  will  handle  the  task 
at  hand.  My  one 
constant  need  is 
for  a  calendar 
and  address 
book,  and  with 
the  Rolodex  rex 
from  Franklin 
Electronic  Pub- 
lishers (800  266- 
5626),  I  think  I've 
finally  found  one 
that's  as  small  as  it 
can  get. 

REX  is  just  about  the 
size  of  a  business  card  and 
barely    one-eighth  of 
inch     thick.  It 
weighs   just  1.4 
ounces,  including 
two  watch  batter- 
ies  that  should 
power  the  device 
for   six  months. 
Notwithstanding 
its  diminutive  size, 
REX    features  a 
very  readable   display,  30 
characters  wide  and  9  lines 
high. 

UNILATERAL.  Of  course,  rex's 
tiny  size  recjuired  sacrifices, 
notably  the  ability  to  enter 
infoiTnation.  rex  is  basically  a 
one-way  device.  You  down- 
load your  address  book,  cal- 
endar, and  to-do  list  either 
by  putting  it  into  a  PC  Card 
slot  in  a  laptop  or  by  using  a 
cradle  connected  to  a  serial 


port  on  a  desktop  computer. 
Except  for  the  ability  to 
mark  to-do  items  as  complet- 
ed, REX  can't  change  data. 

This  is  a  significant  draw- 
back. You  cannot,  for  exam- 
ple, change  your  calendar  or 
jot  dow^n  a  to-do  note.  But 
you  get  a  unit  so  small  and 
light  that  you  barely  notice 
it  in  your  pocket.  REX  holds 
about  750  items — addresses, 
appointments,  to- 


el.  It  can  take  a  lot  of  button 
pushes  to  biing  up  a  contact's 
card,  but  the  process  isn't 
particularly  onerous. 

REX  relies  on  a  Windows 
95  computer  for  its  data,  and 
Franklin  made  a  good  choice 
in  partnering  with  Starfish 
Software  to  handle  the  PC 
end.  The  REX  Information 
Manager  is  a  version  of 
Starfish's  rehable  and  easy- 
to-use  Sidekick  97.  The  in- 
cluded Ti-ueSync  software, 
also  fi'om  Starfish,  can  also 
link  REX  to  Lotus  Organizer 
and  Microsoft  Schedule+  and 
Outlook.  In  addition.  Sidekick 
98,  due  in  September,  will 
synchronize  data  with  REX, 
Palm  Pilot,  and  Windows  CE 
handheld  devices. 

If  you  want  a  less  mini- 
maUst  handheld,  take  a  look 
at  the  Psion  Series  5.  Open 
it  up,  and  the  keyboard 
slides  out  over  the  base. 
The  result  is  a  keyboard 
that  is  bigger  and  easi- 
er to  use  than  any 
iluT  palnitup  and  a 


Psion  5  can  handle  . 
Windows,  Web  browser,  and 
fax  software.  REX  may  be 
the  ultimate  in  portability 


dos,  or  notes — in  the  $130 
REX-1  and  up  to  2,500  items 
in  the  $150  REX-3.  The  dock- 
ing cradle  for  desktops  comes 
with  the  $180  rex-:;  or  sepa- 
rately for  .$40. 

Instead  of  the  stylus  used 
by  most  handhelds,  you  navi- 
gate rex's  screens  with  five 
buttons  that  select  a  menu 
item,  move  up  or  down  a  lev- 
el of  menu,  and  maneuver 
through  the  choices  on  a  lev- 


device  that,  unUke 
many  competitors, 
doesn't  tend  to 
flop  over  back- 
wards when  set 
down. 

In  many  ways, 
the  Psion  Series  5,  at  $599 
for  a  foui'-megabyte  version 
and  $699  for  the  eight- 
megabyte  model,  is  what  the 
handhelds  using  Microsoft's 
Windows  CE  software  should 
have  been.  Unlike  CE,  its 
main  screen  doesn't  look  any- 
thing like  Windows,  but  it's 
easy  to  read  even  in  fairly 
dim  light.  You  navigate  by 
tapping  icons  with  a  stylus. 
When  you  connect  the  Psion 


to  a  Windows  95  compu' 
with  a  cable,  your  compu 
treats  it  just  like  anoti 
disk  drive,  so  you  can  mc 
files  to  and  from  the  paLmi 
by  dragging  and  droppi 
with  your  mouse.  And  t 
Psion  does  a  better  job 
handUng  Windows  files  tl. 
Wmdows  CE:  Its  built-in  wc 
processor  and  spreadsh(  \ 
read  and  WTite  the  form; 
used  by  Microsoft  Office,  1 
tus  SmartSuite,  and  Co 
WordPerfect  Office. 
EHMAIL,  SOON.  One  weakn^ 
of  the  Psion  is  its  limit] 
ability  to  synchronize  t! 
data  in  its  built-in  Agen 
calendar  and  Data  addrf  ci 
book  with  desktop  infom  if 
tion  managers.  It  curreni  a 
works  only  with  Lotus  Orj  si 
nizer  and  Microsoft  Sch€ 
ule+.  The  company  receni 
made  it  easier  for  third  ps 
ties  to  write  their  own  sy 
softwai'e,  and  support  for  o1 
er  information  manager  pi 
grams  should  be  availah 
early  next  year. 

Psion  offe 
Web-browser  aj 
fax  software 
E-mail  package 
on  the  way,  b 
there's  no  interr 
modem.  Instea 
there's  a  choice 
an  external 
for  $199  or 
adapter  for 
Card  modems  f 
$139.  An  extern 
mLidt  in  IS  a  bit  awkward,  b 
it  avoids  the  severe  battel 
drain  caused  by  ca: 
modems.  The  Psion  shou 
get  36  hours  of  use  out 
two  AA  batteries. 

rex  and  Psion  represei 
opposite  ends  of  the  handhe 
computing  world  anchored  I 
the  popular  Pilot,  rex 
more  portable  than  Piloj 
though  some  may  find  th; 
the  inability  to  make  new  eii 
tries  on  the  run  is  too  hea\ 
a  price.  If  you  need  moi 
than  Pilot  offers  for  woi 
processing.  E-mail,  and  oth( 
functions,  and  don't  mind 
little  extra  bulk,  Psion  5  ma 
be  an  excellent  choice. 
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QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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EN  WORK  DOESN'T  WORK  ANYMORE 
ien,  Work,  and  Identity 

;iizabeth  Perle  McKenna 
icorte  •  286pp  •  $23.95 


WHEN  MOTHERS  WORK 
Loving  Our  Children  without 
Sacrificing  Our  Selves 

By  Joan  K.  Peters 
Addison-Wesley  •  251pp  •  $24 


lAYBE  WORKING  WOMEN 
AN  T  HAVE  IT  ALL 


n  the  past  30  years,  women  have 
achieved  astonishing  success  in  the 
workplace.  They  make  up  half  of 
U.  S.  labor  force  and  are  infiltrating 
highest  levels  of  management.  But 
many  women  at  the  pinnacle  of 

ir  careers,  this  revolution  has  been 

angely   unfulfilling.   A  tmaBsmmmm 

'5  Fnrtune-Yankelovich 

tners  poll  of  300  female 

icutives  found  87%  mak- 
er seriously  consider- 
a  major  life  change. 

ler  surveys  show  women 

ving  more  work-family 


When 

^WORK 
DOESNT 
WORK 


drastically  in  30  years — some  65%  of 
women  are  employed — work  often  re- 
mains "a  place  built  for  men  with  full- 
time  wives  at  home  to  take  care  of  the 
rest  of  life." 

McKenna  arrives  at  this  analysis 
partly  via  her  own  experience,  a  rapid 
nnanHMi  rise  through  the  ranks  of 
the  publishing  world.  Like 
many  women  coming  of  age 
in  the  '60s  and  '70s,  she 
was  excited  about  having  a 
cai'eer  and  tantalized  by  the 
rising  salaries  and  power 
that  came  her  way.  But  as 
the  publishing  industiy  con- 


ance  and  leaving  long-      a  '  '   "^""^  ijuuu^iung  uiuuf.n,v  tuu- 

m  careers  to  start  their    ^VNYM-ORE    solidated  and  restnictured, 


n  businesses  in  record 
nbers. 

Elizabeth  Perle  McKen- 

taps  into  this  dissatis- 
tion  with  Wheyi  Work 
esn't  Work  Ayiymore:  Women,  Work 
i  Identity.  In  a  veiy  personal  book 
:t's  likely  to  garner  broad  interest, 
'.  finds  a  fundamental  dissonance  in 
men's  experiences.  As  they  strive 

the  traditional  symbols  of  success — 
dlenging  careers,  money,  and  pow- 
— they  find  themselves  neglecting  the 
•sonal  and  family  lives  they  hold  dear. 
Phis  problem,  according  to  McKen- 
,  stems  from  the  fact  that  when 
men  entered  the  workforce  in  ch'oves, 
iy  did  it  on  men's  terms.  Eager  to 
ve  economic  power  and  to  leave  the 
nna  Reed-housewife  style  of  Ufe  he- 
ld, women  became  like  immigrants 
m  foreign  lands — molding  themselves 
fit  the  existing  workplace  and  accept 

values.  Unfortunately,  the  American 
irkplace  has  been  "built  around  men's 
ed  to  be  defined  and  valued  by  what 
iy  do,  not  who  they  are."  In  that 
irld,  employers  "require  long  hours 
d  'face  time'  for  any  recognition,  re- 
j*d,  or  advancement."  So  even  though 
i  demographics  of  work  have  changed 


WOMEN,  WORK, 
I  DENTITY 


ELIZABETH  FERLE  McKENNA 


her  intense  work  life  began 
to  take  its  toll.  McKenna 
found  herself  moving  fi-om 
job  to  job  under  a  fre- 
quently changing  cast  of 
bosses.  Reduced  autonomy  and  an  ever- 
increasing  work  load,  combined  with  the 
added  burden  of  having  a  small  child 
at  home,  made  her  job's 
huge  claim  on  time  and 
emotional  energy  intolera- 
ble— and  she  quit. 

The  author  admits  that 
she  was  able  to  walk  out 
on  work  in  part  because 
her  husband  has  a  "good 
job."  But  she  stresses — and 
demonstrates  with  profiles 
based  on  over  200  inter- 
views and  a  survey  of  1,000 
others — that  many  women 
who  are  unable  to  quit 
work  are  burning  out  and 
longing  for  more  balance  in  their  fives. 
Few  are  clamoring  to  stay  home  full 
time:  Most  once  loved  their  jobs  and 
want  to  work.  They  are  single  and  mar- 
ned,  mothers  and  nonmothers,  and  em- 
ployed in  fields  as  diverse  as  invest- 
ment banking  and  acting.  A  hefty  55% 
of  the  women  she  surveyed  contribute 


more  than  half  of  their  family's  income. 

So,  McKenna  asks,  how  can  they. ob- 
tain more  hannonious  lives  without  quit- 
ting? She  says  it's  important  to  value 
time  as  much  as  treasure.  "Earning 
money  gives  women  power  and  free- 
dom and  an  independent  identity  apart 
from  a  man  oi'  family,"  she  concedes. 
But,  McKenna  wanis,  the  constant  pur- 
suit of  consumer  goods  chains  both 
women  and  men  to  a  never-ending  cycle 
of  more  and  more  work  at  the  expense 
of  all  else. 

In  the  final  analysis,  women  have  to 
stop  believing  that  they  can  "have  it 
all."  It's  unreafistic,  she  believes,  to  ex- 
pect to  achieve  success  as  it's  tradition- 
ally defined  while  serving  as  a  family's 
primary  caregiver,  housekeeper,  and  in 
myriad  other  domestic  roles.  Pursuit  of 
this  ideal  creates  stress,  depression,  and 
ultimately,  burnout. 

McKenna's  book  is  somewhat  short 
on  answers  for  nonprofessionals  and 
others  who  do  not  have  as  many  choic- 
es as  she.  But  overall,  she  believes  that 
a  second  revolution  has  to  take  place 
for  work  to  really  work  for  women.  As 
a  start,  she  says,  women  should  be  far 
more  forthright  about  bringing  their 
personal  concerns  into  the  open  at 
work — thus  making  it  more  acceptable 
for  men  to  make  their  wants  known, 
too.  For  their  part,  companies  should 
guard  against  penalizing  or  marginal- 
izing those  who  insist  on  more  flexible 
work  hours.  And  ultimately,  men  have 
to  contribute  much  more  to 
family  life.  Here,  McKenna 
approvingly  quotes  feminist 
author  Gloria  Steinem: 
"There  is  no  such  thing  as 
integi'ating  women  equally 
into  the  economy  as  it  ex- 
ists Not  until  the  men 

are  as  equal  inside  the 
house  as  women  are  out- 
side it." 

Joan  K.  Peters  also  sees 
women  struggling  to  bal- 
ance work  and  family.  In 
Wien  Mothers  Work:  Lov- 
ing Oil-.-  Children  without  Sacrificiyig 
Onrsi'Jues,  she  portrays  women  experi- 
enciiig  guilt  for  leaving  cliildi-en  at  home 
at  t!ie  same  time  as  they  feel  they  are 
shoitchanging  their  families,  employers, 
aii'i  themselves.  But  Peters'  book  is 
predicated  on  the  idea  that  women 
sS;(  'j.ld  work;  that  they  can  gamer  huge 


rO  REDUCE  WOMEN'S  BURNOUX  EMPLOYERS  HAVE 
TO  ADJUST-AND  MEN  MUST  DO  MORE  AT  HOME 
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satisfaction  on  the  job  while  raising  hi 
py,  well-adjusted  children. 

Peters  cites  research  showing  tY 
work  is  as  key  to  self-esteem  and  int 
lectual  satisfaction  as  it  is  to  paying  t 
bills.  Moreover,  women  who  find  it  i 
possible  to  balance  career  and  fam 
are  not  always  benefiting  their  childr 
by  staying  home,  she  says.  Rather,  Id 
profit  intellectually  from  exposure 
many  people,  she  argues,  and  "mat en 
employment  creates  an  opportunity  1 
[them]  to  foiTO  other  close  connection 
at  day  care  and  with  other  relatives. 

The  toiTent  of  guilt  that  surroun 
the  working  mother,  wTites  Peters,  i 
suits  fi'om  tidying  to  meet  an  um'ealis 
goal.  When  conservative  politicians  a 
pimdits  point  to  a  lapse  in  fainily  valu( 
they  are  quick  to  point  the  finger 
working  mothei-s.  Even  Penelope  Leac 
author  of  many  popular  books  on  chil 
rearing,  says  that  gi\'ing  birth  "makes 
impossible  for  women  to  seek  self-fi 
fillment  that  is  separate  fi'om  fulfillme 
of  [the  baby's]  perceived  needs  ai 
wishes."  Peters  argues  that  such  at 
tudes  represent  dangerous  attempts 
turn  back  the  hands  of  time. 

The  author  profiles  a  dozen  or  so  fai 
ilies  that  have  tried,  with  vaiying  su 
cess,  to  share  parenting  and  work  r 
sponsibilities.  Her  examples — such  ; 
the  scriptwiiter  and  composer  who  ha^ 
"a  truly  .50-50  marriage,  which  tht 
maintain  in  a  seemingly  nonchalai 
way" — ai'e  sometimes  irksomely  perfec 
and  the  prose  can  gi-ow  cloying.  Most 
these  people  are  self-employed  in  c 
reers  that  seem  to  allovv^  remarkab 
flexibility.  But  the  anecdotes  drive  hon 
a  point:  "Solving  the  mother  puzzle  w 
require  mothers  to  relinquish  some  ' 
their  personal  i-esponsibiUty  for  nurtu 
ing  the  young  and  to  demand  that  otl 
ers — fathers,  extended  family,  can 
givers,  the  American  workplace,  an 
the  government — take  on  more." 

In  the  end.  both  Wien  Work  Doesn 
Work  Anymore  and  When  Mothei 
Work  are  part  of  a  lising  chorus  that 
calling  foi'  deep  changes  in  U.  S.  societ 
Employers,  they  say,  have  to  adjus 
judging  workers  by  their  abihty  to  eon 
plete  tasks,  not  by  the  amount  of  tin: 
spent  in  the  office,  for  example.  Me 
must  take  on  more  family  responsibil 
ties,  and  eveiyone  could  benefit  by  tra< 
ing  material  expectations  for  more  pel 
sonal  time.  Women  have  made  grei 
strides  over  the  past  30  years,  but,  £ 
these  authors  show,  the  ideal  societ 
remains  some  distance  away. 

BY  NAOMI  FREUNDLIC 

Science  Editor  Freundlich  is  th 
mother  of  two. 
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Economic  Viewpoint 


BY  RUDI  DORNBUSCH 


AN  ACHILLES'  HEEL 

THAT  COULD  CRIPPLE  CHINA 


THE  PERIL: 

Without  real 
reform, 
inefficient 
state-owned 
enterprises 
could  stall 
China's  growth 
and  the  world 
economy's 
with  it 


Rudi  Dornbusch  is  professoi 
economics  and  management 
Massachusetts  Institute  of  Teci  :gy 


When  the  15th  Congress  of  the  Chi- 
nese Communist  Party  meets  this 
fall,  the  appointment  of  new  mem- 
bers in  the  leadership  will  draw  much  of  the 
attention.  But  coming  to  giips  with  the  huge 
and  inefficient  state-enterprise  sector  is  at 
least  as  important.  There  will  be  a  new  com- 
mitment to  refonn,  though,  unfoitunately,  lit- 
tle else.  The  awful  performance  of  state- 
owned  enterprises  (soEs)  and  the  growing 
potential  of  a  financial  disaster  are  surely  the 
Achilles'  heel  of  what  now  is  called  China's 
"primary  stage  of  sociahsm,"  the  euphemism 
for  the  cuiTent  messy  state  of  China's  econo- 
my. Needless  to  say,  the  international  impli- 
cations are  dramatic.  If  China  gets  stuck, 
Asia  and  the  world  need  to  woiry. 

China's  extraordinary  gi'owlh  pertbiTnance 
over  the  two  decades  since  agiicultural  refonn 
followed  the  catastrophic  coUapse  of  collec- 
tivism has  been  nothing  short  of  remai'kable. 
Over  the  past  20  years,  China's  per  capita 
gross  domestic  product  has  quadrupled — a 
feat  that  has  no  coimteipmt  in  i-ecorded  world 
history.  Savings  and  investment  have  been 
huge — too  huge,  in  fact,  in  the  sense  that 
China  could  have  developed  with  less  ineffi- 
cient public  sector  investment  and  more  pri- 
vate consumption.  Yet,  China  has  grown 
faster  than  the  other  Asian  supeiperfoiTners. 
That  success  is  mostly  due  to  towm-  and  vil- 
lage-owned enterprises  (tves)  and  only  in  a 
smaller  way  to  privately  owTied  enterprise. 
SOES  contributed  little. 
RED  INK.  Here  is  a  sketch  of  China's  econom- 
ic landscape.  According  to  the  World  Bank's 
"China's  Management  of  Enterprise  Assets: 
The  State  as  Shareholder",  thei-e  ai'e  about  7 
million  industrial  companies.  Of  these,  .5.7  mil- 
lion, all  with  fewer  than  seven  employees, 
are  indi\idually  owTied,  as  ai'e  60,000  that  are 
either  larger  or  have  foreign  participation. 
Another  1.5  million  are  the  tves  that  have 
been  the  core  of  Chinese  performance.  Then 
there  are  the  118,000  soes  that  account  for  a 
third  of  industrial  output,  half  of  assets,  two- 
thirds  of  ui'ban  employment,  and  75%  of  in- 
vestment. Half  of  them  are  incurring  losses. 

SOE  reform  has  been  on  the  agenda  for 
years,  with  hmited  success.  soEs  are  being 
coi-poratized  with  bookkeeping  and  boards  of 
directors  making  their  appearance.  In  addi- 
tion, economic  perfonnance  is  supposedly  re- 
placing the  goal  of  simply  meeting  produc- 
tion targets  regardless  of  cost  or  consumer 


demand.  By  and  large,  the  process  of  refoi 
is  stuck.  Indeed,  the  refonn  progi'am  itself 
creating  its  owm  problems.  Some  attempts 
change  involve  too  much  control,  pitting  t 
old  Beijing  ministries  against  the  new  boaix 
At  other  times  there  is  too  little  control  beii 
exerted,  allowing  local  managers  to  strip  i 
sets  and  raise  wages  endlessly. 
JOBS  CUT.  As  long  as  the  bm-eaucrats  in  B 
jing  remain  in  place,  we  shouldn't  be  su 
prised  when  they  interfere.  A  new^  script  f 
refonn  means  Uttle  unless  the  old  controlle 
go  and  SOES  begin  to  operate  more  like  tl 
successful  TVES.  Dismantling  the  centralize 
ministries  must  come  first,  but  this  is 
even  on  the  agenda.  Second,  soEs  are  "sm 
societies"  in  that  they  provide  the  who 
range  of  social  ser\ices  foi-  then-  employees-sj 
from  housing,  health,  and  schooling  to  pe  j 
sions  and  funerals.  Thus,  refonn  must  be  a! 
companied  by  a  new  network  of  soci 
services.  Third,  traditional  soEs,  whether 
France  or  China,  are  overstaffed,  to  pro\ic 
both  jobs  for  the  masses  and  power  and  p 
tronage  to  the  administrators.  A  move  to 
profit-oriented  mode  of  operation  would  mej 
a  steep  cut  in  jobs.  Local  governments  ar 
central  authorities  don't  want  the  110  millic 
people  employed  by  soEs  to  join  the  floatir 
population  of  migi-ants  and  unemployed. 

Yet,  reform  must  move  into  the  fast  lane  (I 
China's  soEs  will  bring  down — not  just  slo^ 
down — ^the  economic  mii-acle.  soEs  ar"e  a  grovj 
ing  financial  problem.  They  hint  healthy  cor 
panies  and  banks  by  not  paving  their  deb 
and  they  are  a  big  drain  on  the  budget.  Ch 
na's  economy  is  ah-eady  \-ulnerable,  as  in  Tha 
land,  to  a  real  estate  bubble.  Beyond  the 
nancial     factor,     soEs     interfere  wit 
economywide  efficiency.  Their  poor  perfo; 
mance  tr-anslates  into  protectionism,  trouble  i 
accepting  World  Trade  Organization  rule 
limits  to  competition,  and  restrictions  on  ii 
temal  trade.  Evei-ybody's  plaving  field  is  til 
ed  to  keep  the  soEs  in  the  game. 

China's  political  conunrhum  is  this:  It  neec 
financial  stability  and  rapid  economic  progres 
to  legitimize  the  e.xisting  government.  Yet 
cannot  get  these  without  far  more  capitaUsi 
in  the  fonn  of  tves,  joint  ventm-es  and  aU-oi 
private  ownership.  Perhaps  the  piimaiy  stag' 
of  socialism  will  be  the  last.  Russia's  move  t 
raw  capitalism  scares  the  Chinese  leadershij 
Yet  they  must  do  something.  China  is  th 
coming  big  problem  of  the  world  economy. 
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Economic  Trends 


BY  MICHAEL  MANDEL 

KEEPING  GROWTH 
ON  AN  EVEN  KEEL 

High  tech  offsets  the  other  sectors 

With  strong  gi'owth  anticipated  for 
the  third  quarter,  the  U.  S.  econo- 
my is  still  enjoying  the  same  remark- 
ably smooth  ride  that  has  marked  the 
past  few  years. 

But  despite  talk  of  the  death  of  the 
business  cycle,  there's  considerably  less 
calm  beneath  the  surface.  In  particular, 
demand  in  the  high-tech  sector — mainly 
fi'om  spending  on  information  technolo- 
gy— has  careened  between  explosive 
growth  and  sharp  slowdowns  (chart). 
The  rest  of  the  economy  also  experi- 
enced sizable  swings,  though  not  as 
wide  as  those  in  high  tech. 

Fortunately,  the  high-tech  sector — 
which  accounts  for  about  20%  to  25% 
of  economic  gi'owth — has  been  strong  in 
quarters  when  the  rest  of  the  economy 
was  relatively  weak,  and  \ice-versa.  For 
example,  in  the  fourth  quarter  of  1996, 
business  spending  on  infonnation  tech- 
nology equipment  actually  decUned  for 
the  fii'st  time  since  1992,  and  it  stayed 
sluggish  in  the  fti-st  quarter  of  1997  as 
demand  for  networking  equipment 
turned  temporarily  soft.  But  over  this 
stretch,  gi'owth  in  other  areas  averaged 
a  respectable  4.4%,  more  than  compen- 
sating for  the  high-tech  weakness. 

The  reverse  happened  in  the  second 
quarter  of  1997,  when  the  non-high-tech 
part  of  the  economy  slowed  to  a  2.8% 
pace,  held  back  in  part  by  strikes  at 
General  Motors  Corp.  But  strong 
growth  in  home  computers  and  busi- 

THE  HIGH-TECH  ROLLER  COASTER 
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ness  technology  investment  helped  send 
high-tech  growth  soaring  above  18%., 
leading  to  moderate  overall  expansion  in 
the  gross  domestic  product. 

The  problem  comes  if  these  two  paits 
of  the  economy  start  marching  in  sync, 
rather  than  separately.  If  that  happens. 


it  could  send  the  economy  into  a  steep 
decline  or  a  burst  of  excessive  growth. 
The  business  cycle  may  turn  out  to  be 
veiy  much  alive  after  all. 


THE  JOY  OF 
BEING  SINGLE 

Why  the  young  may  be  more  cheery 

It  has  become  an  article  of  faith  that 
young  people  face  a  tougher  time 
than  their  parents  did  at  the  same  age. 
But  according  to  a  study  by  economists 
David  G.  Blanchflower  of  Dartmouth 
College  and  Andrew  J.  Oswald  of  the 
University  of  Wai-wick,  this  view  may 
be  too  pessimistic. 

Measured  by  periodic  siu^eys  since 
1972,  young  men  and  women  report 
higher  levels  of  happiness  and  life  sat- 
isfaction in  the  1990s  than  did  compara- 
ble groups  in  earlier  decades.  In  the 
1970s,  14%  of  Americans  under  30  years 
old  said  they  wei'e  "not  too  happy."  By 
the  1990s,  that  number  had  fallen  to 
10%.  By  contrast,  the  reported  satis- 
faction levels  of  older  Americans  didn't 
change  much. 

What  accounts  for  the  rising  well-be- 
ing of  young  people?  The  authors  rule 
out  such  factors  as  the  end  of  the  cold 
war  or  rising  education  levels.  Instead, 
the  biggest  increase  in  happiness  came 
among  young  people  who  aren't  mar- 
ried, they  note.  "It  may  be  that  young 
men  and  women  have  benefited  from 
society's  recently  increased  tolerance  of 
those  living  outside  maniage." 

PRICEY  PLACES 
FOR  BUSINESS 

New  York  City  tops  the  list 

What's  the  most  expensive  place  to 
operate  a  company?  Regional  Fi- 
nancial Associates  Inc.,  an  economic  con- 
sulting firm,  calculated  the  cost  of  doing 
business  in  major  metropolitan  areas 
based  on  labor,  energy,  office  space,  and 
taxes.  The  result:  The  most  expensive 
ai'eas  in  the  1994-1996  period  were  New 
York,  with  costs  29%  above  the  nation- 
al average,  followed  by  Nassau-Suffolk 
and  New  Haven.  Despite  their  rank- 
ings, all  thi"ee  reduced  their  cost  disad- 
vantage between  1991  and  1996.  The 
least  expensive  areas?  Sioux  Falls,  S.  D., 
Oklahoma  City,  and  Boise,  Idaho. 

The  report  notes  that  most  of  the 
metro  areas  with  high  costs  have  expe- 


rienced weak  job  growth,  while  low-c(!| 
areas  have  seen  stronger-than-averas» 
growth.  Remai'kably,  the  high-tech  boiii 
in  SiHcon  Valley  may  have  been  fuel) 
by  the  relative  cheapness  of  the  Sjj 
Jose  (Calif.)  metro  area.  Based  on  1951 
96  data,  that  area  had  business  coii 
less  than  9%  above  the  national  averajk 
dowTi  fi'om  a  14%  cost  premium  in  191'^ 


NONSTANDARD 
JOBS:  A  NEW  LOOl 

They  cut  across  the  economy 


Instead  of  holding  a  full-time  job,  moi^ 
and  more  people  are  working  in  te 
porary  or  part-time  jobs,  or  startii] 
businesses.  A  new  study  ft'om  the  E 
nomic  Policy  Institute  and  the  Worneijt- 
Research  &  Education  Institute  off( 
an  in-depth  look  at  what  the  auth 
call  "nonstandard  work  an-angement 
The  report's  most  striking  statistic 

HOW  CONTINGENT  WORK 
STACKS  UP 


REGULAR 

PERCENTAGE 

NONSTANDARD 

FULL-TIMI 

RECEIVING: 

WORKERS* 

WORKERS 

HIGH  WAGES** 

22.1% 

21.8% 

POVERTY-LEVEL  WAGES 

33.4 

17.7 

FRINGE  BENEFITS 

16.0 

80.1 

HIGH  WAGES** 

17.4% 

23.0% 

POVERTY-LEVEL  WAGES 

52.3 

27.6 

FRINGE  BENEFITS 

22.8 

79.9 

'Including  part-time,  self-employed,  and  independent 
contracting 

**Top  20%  of  wage  distribution 

DATA.  ECONOMIC  POLICY  INSTITUTE.  WOMEN'S  RESEARCH 
S  EDUCATION  INSTITUTE 

the  prevalence  of  nonstandard  wor 
Among  professionals,  a  siuimsingly  hi^ 
31%  of  women  and  25%  of  men  he 
nonstandard  jobs  in  1995.  All  told,  34 
of  female  and  25%  of  male  workei 
were  not  in  regular  full-time  jobs. 

About  60%'  of  nonstandard  jobs  ai 
low-quality,  paying  less  than  reguh 
full-time  jobs  held  by  similar  worker 
But  the  remainder  are  high-quality,  c 
average  paying  more  than  comparab 
full-time  postings.  Men  in  nonstandai* 
jobs  are  a  bit  more  likely  to  get  hig 
wages  than  those  in  regular  jobs  (table 

Fringe  benefits,  though,  are  muc 
worse  in  nonstandard  jobs.  Only  16' 
of  men  and  23%  of  women  get  healt 
care  or  pensions  from  their  employe 
vs.  80%  of  their  full-time  counterparts 
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Forget  Retirement-We're  Talking  About 
A  Second  Childhood.   (This  Time 
Make  Sure  You  Get  A  Big  Allowance.) 


How  long  has  it  been  since  anvone  asked  you  what  you  want  to  be  when  you  grow  up?  Well,  allow 
us  to  ask  you  now.  What  do  you  want  to  be  when  you  grow  up?  Before  you  decide,  talk  to  Aetna 
Retirement  Services.  With  tools  like  annuities.  401(k)s.  IRAs.  mutual  funds,  and  life  insinance  for 
your  family,  you  could  accumulate  the  kind  of  assets  that  will  let  you  be  whatever  your  cholesterol- 
free,  fully  aerobicized.  ever-loving  heart  desires.  For  your  free  brochuie,  call  1-800-AETNA-60  or 
visit  us  at  http://www.aetna.com. 


Build  for  Retirement.  Manage  for  Life.' 


/Etna 


Retirement  Services. 
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OODS  ARE  PILING  UP- 
LT  THAT'S  O.K. 

rong  demand  should  prevent  cutbacks  in  output  and  jobs 


U.S.  ECONOMY 


rOCK  LEVELS  SURGED 
IN  THE  FIRST  HALF 


CHANGE  IN  BUSINESS 


INVENTORIES 

M 
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Every  so  often,  inventories 
step  forth  from  their  usually 
il!  and  arcane  role  in  the  economy  to  take  center 
ge  in  the  outlook.  Well,  after  a  first-half  buildup 
t  was  the  largest  since  1984,  inventories  are  now 
arely  in  the  spotHght.  What  happens  to  them  in  the 
ond  half  will  play  an  important  role  in  both  the 
nomy's  growth  rate  and  the  Federal  Reserve's 
isions  on  interest  rates. 

Inventories  were  a  key  fac- 
tor in  the  Commerce  Dept.'s 
surprisingly  large  upward  re- 
vision to  second-quarter  gross 
domestic  product.  Real  GDP  in- 
creased 3.6%  last  quarter,  vs. 
the  2.2%  pace  originally  re- 
ported. Additional  stockbuild- 
ing  accounted  for  43%-  of  that 
revision.  Second-quarter  stock 
levels  increased  by  $77.7  bil- 
lion, $10.9  billion  gi-eater  than 
t  reported,  following  a  large  $63.7  billion  increase  in 
first  quarter  (chart).  To  put  those  numbers  in  per- 
ctive:  Prior  to  this  yeai;  inventoiy  gi'owth  in  this  ex- 
ision  had  averaged  $25  billion  per  quarter. 
?he  question:  Will  excessive  stockbuilding  lead  to 
•duction  and  employment  cutbacks  in  the  second 
f  that  will  throttle  the  economy?  The  answer  de- 
ids  largely  on  what  happens  to  demand.  To  be  sure, 
fii"st-half  pace  of  inventory  growth  is  not  sustainable 
long,  and  a  big  dropoff  in  inventory  growth  would 
ig  down  GDP  growth.  Overall  demand  by  consumers, 
jinesses,  government,  and  foreigners  grew  in  the 
;t  half  at  a  stui'dy  annual  rate  of  2.9%,  but  it  would 
^e  to  grow  at  a  4%  clip  to  support  inventoiy  gains  at 
'  first  half's  pace. 

I  FAR,  INVENTORIES  do  not  pose  a  big  threat, 
■st,  remember  that  throughout  1996,  demand  far 
;paced  inventory  growth,  sending  inventory-to-sales 
ios  to  low  levels  that  requii*ed  some  stock  i-ebuilding. 
\lso,  higher  demand  than  was  first  reported  ac- 
mted  for  the  other  57%  of  the  upward  revision  to 
'ond-quarter  GDP,  mainly  reflecting  stronger  exports, 
ports  sui'ged  at  an  annual  rate  of  19.6%  last  quarter, 
i  their  four-quarter  pace  was  the  fastest  in  nine 
irs,  with  third-quai'ter  orders  looking  strong.  Over- 
demand  for  goods  was  revised  up  by  $20  billion, 


about  twice  as  much  as  the  amount  by  which  invento- 
ries were  boosted. 

Moreover,  it  should  be  noted  that  the  first-half  surge 
in  inventories  was  accompanied  by  the  fastest  two- 
quarter  growth  in  imports  also  since  1984,  suggesting 
that  some  of  the  buildup  comprises  foreign-made  goods. 
Any  reduction  of  excessive  stock  levels  that  are  imports 
will  not  affect  output  decisions  by  U.  S.  producers.  In 
fact,  if  import  growth  were  to  slow,  that  would  be  a 
plus  for  GDP  growth. 

FINALLY,  AND  MOST  IMPORTANT,  demand  in  the 

third  quarter,  especially  by  consumers,  appears  to  have 
picked  up  substantially  relative  to  the  fiirst-half  pace. 
The  Federal  Reserve  knows  that  inventoiy  buildups  are 
often  self-correcting,  but  strong  demand  would  contin- 
ue to  support  rapid  growth  in  both  inventories  and 
the  overall  economy,  perhaps  at  a  pace  that  would 
raise  concerns  at  the  Fed  about  inflation  in  1998. 

In  fact,  after  sitting  out  the  second  quarter,  con- 
sumers appear  ready  to  rock-and-roll  again.  Consumer 
spending  on  goods  and  services,  adjusted  for  inflation, 
rose  0.6%  in  July,  the  strongest  gain  since  January 
(chart).  The  increase  means  that  third-quarter  outlays 
already  have  risen  at  an  annual  rate  of  3%  from  the 
second-quarter  level,  and  even  modest  gi'owth  in  Au- 
gust and  September  would  yield  a  4%  gi'owth  rate  for 
two-thirds  of  all  demand.  Based  on  weekly  surveys, 
August  buying  looks  strong,  as  do  Augaist  car  sales. 

Home  buying  is  also  start- 
ing the  third  quarter  on  a 
high  level.  Sales  of  single-fam- 
ily homes,  both  new  and  ex- 
isting, rose  in  July,  and  total 
sales  are  well  ahead  of  the 
second-quaiter  pace.  Moreover, 
the  Augxist  builders'  survey 
pointed  to  firm  sales,  and  the 
August  trend  in  mortgage  ap- 
plications to  buy  a  home  is 
rising,  suggesting  continued 
strength.  Despite  no  growth  in  housing  starts  in  July, 
homebuilding  is  likely  to  strengthen  in  coming  months 
amid  rising  demand,  and  consumer  spending  on  home- 
related  goods  should  perk  up  as  well,  a  pattern  that  is 
already  showing  up. 

In  addition,  outlays  by  businesses  for  capital  equipment 
are  set  to  extend  their  second-quarter  surge.  Equip- 


SHOPPERS  HEAD 
BACK  FOR  MORE 


0,60  • 


REAL  CONSUMER 
SPENDING 


0.30  - 


0,15  ■ 


FEB 

'97 


jjj 


-0,15  

▲  MONTHLY  PERCENT  CHANGE 
DATA:  COMMERCE  OEPT 


BUSINESS  WEEK  /  SEPTEMBER  15,  1997  31 


Business  Outlook 


ment  spending  was  re\ised  up  in  the  second-quarter 
GDP  data,  with  spending  surging  at  an  annual  rate  of 
23.8%.  the  biggest  quaiterly  advance  since  1983.  High- 
tech gear  accounted  for  45%  of  the  quarter's  gain, 
while  more  traditional  machinery'  made  up  the  rest. 
Businesses  ai"e  responding  to  strong  sales,  good  profits, 
and  cheap  financing,  and  third-quarter  outlays  look 
strong.  July  orders  for  capital  goods  started  the  quar- 
ter far  above  their  second-quaiter  average,  and  July 
shipments  surged. 

IT'S  STILL  TOO  EARLY  TO  TELL,  but  amid  biight 

prospects  for  demand.  hea\y  inventories  are  unlikely  to 
exert  a  big  drag  on  output  and  jobs  in  the  second 
half.  \\Tiile  third-quarter  stock  levels  seem  unlikely  to 
grow  at  the  second  quarter's  rapid  pace,  strong  spend- 
ing appears  ready  to  offset  any  drag  on  gdp  gTowth 
that  could  aiise  from  a  slower  pace  of  stockbuilding. 

One  sign  that  industry  continues  to  hum  along  was 
the  August  report  from  the  National  Association  of 
Purchasing  Management.  The  purchasers'  composite 
index  of  orders,  output,  emplo\TT;ient.  inventories,  and 
dehverj^  times  dipped  to  56.8%  last  month,  from  58.6% 
in  July,  suggesting  slower  growth  than  in  July.  But 
so  far  in  the  tliird  quarter,  the  index  points  to  a  much 
faster  pace  of  activity  this  quarter  compared  with  the 
second  quarter,  when  the  index  averaged  only  55.7%. 

The  purchasing  managers  index,  which  is  strongly 


ITALYI 


PURCHASERS  SEE  GR0W1 
AND  SLOWER  DELIVERIES 


coiTelated  with  gdp.  suggests  economic  gi'owth  for  al] 
1997  at  4%,  or  even  gi*eater  if  the  index  rises  fuith 
as  seems  hkely.  The  index  has  been  zigzagging  i 
wai'd  since  the  beginning  of  the  year. 

In  fact,  the  purchasers'  sur- 
vey is  showing  signs  that  pro- 
ducers ai'e  beginning  to  strain 
to  meet  demand.  Delivery 
times  lengthened  again  in  July, 
with  the  deliveiy  index  hit- 
ting the  highest  level  in  more 
than  two  years  (chart).  More- 
over, the  purchasei-s  say  prices 
are  starting  to  creep  up.  The 
index  of  prices  paid  rose 
again,  for  the  second  month 
in  a  row.  Norbert  J.  Ore,  chau-  of  the  xapm's  survi 
committee,  said  that  some  companies  are  approachi:| 
theii'  capacity  limits.  I 

The  purchasers'  take  on  inventories  was  mixed,  tli 
the  report  does  not  suggest  that  businesses  wel 
scrambling  to  unload  excessive  stock[)iles.  Only  16%  f 
the  companies  surveyed  said  that  their  inventorii 
were  too  high.  Although  that  was  up  fi'om  10%  in  Ju 
a  greater  227c  thought  stockpiles  were  too  low,  i 
fi-om  15%  in  July.  The  fact  is,  it  would  take  a  suddt 
dropoff  in  demand  for  cuiTent  stock  levels  to  becon 
bui'densome.  But  right  now,  that  seems  very  unhkel 
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SPRINTING  TOWARD  ENTRY  IN  THE  EMU 


I 


taly's  recoveiy  took  hold  this 
spring,  propelled  by  exports 


10  ■ 


and  car  bu\ing.  'Wliile  no  one  ex- 
pects the  gain  to  be  repeated,  the 
growth  spurt  will  help  the  gov- 
eiTiment  of  Prime  Minister  Ro- 
mano Prodi  to  close  its 
budget  gap. 

Real  gross  domestic 
product  rose  1.5%  in 
the  second  quarter 
over  the  first,  the 
largest  quarterly  gain 
in  21^  yeai's  (chart). 
That  was  double  ex- 
pectations and  followed 
a  0.2%  drop  in  the  fii'st 
quarter  The  advance 
was  helped  by  exports,  especially 
to  non-European  markets.  Italian 
goods  have  done  well  outside  of 
the  Continent  because  the  lira  has 
fallen  15%  vs.  the  U.  S.  dollar  in 
the  past  year.  Also,  consumer 


spending  last  quarter  was  boosted 
by  a  government  subsidy  on  cai* 
buying  which  paid  consumers  3 
million  lu"e  ($1,760)  to  trade  in 
theii-  old  car  for  a  new  one. 
With  unemplo>Tnent  at  a  high 
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spending  will  not 
match  the  first-half 
pace.  Still.  August 
consumer  confidence 
rose  to  a  14-month 
high,  and  yearly  w^age 
gi'owth  in  July  sped 
up  to  4.4%.  with  Au- 
gust inflation  iTinning 
at  only  1.5%,  down 
ft'om  3.4%  a  year  ago. 
The  GDP  data  were  also  lifted 
by  two  extra  workdays  last  quar- 
ter. The  Italian  statistical  office, 
Istat,  does  not  adjust  for  the  cal- 
endar. But  the  industrial  produc- 
tion numbers,  which  are  adjusted. 


show  the  economy  recovering  w-ell 
even  without  the  calendar  help. 

The  economy's  recoveiy  and  its 
low  inflation  rate  will  aid  the  gov- 
ernment's attempt  to  bring  down 
the  public  deficit  by  trimming  8 
trillion  lire  (S4.5  billion)  in  pension 
and  welfare  plans.  Not  sui*prising- 
ly.  labor  urdons  oppose  the  cuts. 

The  moves,  however,  are  neces- 
saiT  if  Italy  is  to  become  a  fii'st- 
round  member  of  the  Eui'opean 
Monetaiy  Union.  The  government 
is  counting  on  gdp  growth  of  1.2% 
this  year,  along  with  the  spending 
cuts,  to  bring  the  deficit  down  to 
3%  of  GDP — the  ratio  required  for 
entry  into  emu.  The  second-quar- 
ter GDP  number  suggests  that  the 
gTowth  target  will  be  met,  and  a 
forthcoming  report  fi-om  the  In- 
temational  Monetary  Fund  will 
laud  Italy's  "significant"  progi'ess 
on  its  debt  and  deficit. 


The  new  AS/400e  series,  ingeniously  designed  for  e-business. 

Ue  redesigiied  AS/400,  creating  a  neiv  product  line  that  embraces  the  latest  in  Ueb 
technologies:  Domino.  Java,  Netscape  and  more.  AS/400e  series  integrates  features  for 
in(  redibly  secure,  reliable,  speedy  deployment  of  your  applications  over  the  Ueb.  Fon  ered  =:==:^  = 

by  a  L\'  performance  boost  and  backed  by  neic  comprehensive  cmline  support.  AS/400e  =z=—^~zz^ 

series  is  your  safer  bet  fir  the  \et.  C/dl  1 800 IBM-7777.  ext.  BA221.  or  visit  a  n  H.as400.ibm.(  om  S.ilutions  for  a  miuiII  planet" 
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Forget  gyrat|| 

The  folks  at  CompusA  Inc.  are  .^jj 
bilant.  Buoyed  by  a  wave  of  rust 
buyers  attracted  by  the  lat(? 
inexpensive  personal  compute'i 
sales  and  profits  at  the  Dall^l 
based  computer  superstore  chain  ai 
soaring.  "Damn  the  torpedoes,"  saj 
CE(j  James  F.  Halpin.  "We  think  tj 
economy  is  in  pretty  good  shape,  a| 
we're  pretty  bulhsh  about  the  fall." 

So  are  a  lot  of  other  companies. 
eign  cmrency  mai'kets  are  gyi'ating,  aji 
the  U.  S.  stock  market  is  causing  % 
vestor  whiplash.  The  Dow  Jones  indij' 
trial  average  bounced  back  from  a  7.''if - 
slide  in  August  with  a  record  257-poi'f 
rebound  on  the  first  trading  day  | 
September.  But  what's  unmistakalt-^ 
is  the  vibrancy  evident  across  t»' 
economy,  according  to  interviews  wm|^ 
business  executives  around  the  U.t 


WON' 


From  computers  to  steel  to  hotels 
pizza,  ahnost  every  industry  sees  stroi 
demand  continuing  to  the  end  of  t' 
\  ear — and  maybe  finther. 

"I  think  we  ought  to  have  a  realf** 
nice  economy"  for  at  least  the  ne 
two  years,  says  Gordon  M.  Bethur' 
cliief  executive  of  Continental  Airlin 
Inc.  His  optimism  has  soared  with  th 
record  loads  of  vacationers  and  bud !  c 
ness  travelers  that  Continental  flej  *e 
this  summer.  Adds  George  Dalton,  chi  ^ 
executive  of  Fiserv  Inc.,  a  Brookfie 
(Wis.)  data  processing  company:  "Thefi 
is  a  tremendous  amount  of  oppoituni' 
out  there." 

LEAN,  NOT  MEAN.  Companies  ai-e  seizii  •  i 
the  (lay.  Orders  for  nondefense  capit  if! 
goods  rose  at  a  12%  annual  rate  ov<  f 
the  three  months  ended  in  July, 
businesses  invested  to  add  new  c 
pacity  and  boost  productivity.  A  ne 
sui-x'ey  by  Manpower  Inc.,  the  temp! 
raiy  help  agency,  finds  28%  of  comp' 
nies  plamiing  to  add  staff  in  the  fourl 
cjuarter,  the  sti'ongest  yearend  sintis? 
1978.  Consumer  confidence  rose  sharpi 
in  August,  foi'eshadowing  a  continuatic' 
of  the  July  sui'ge  in  consumer  spendin'  ill 
The  piu-chasing  managers'  index  for  A  to 
gust  was  dovra  a  bit  as  factories  work( 
off  inventories.  But  it  still  shows  modejbe 
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kets.  From  steel  to  pizza,  execs  see  strong  growth 


growth  in  the  manufaetiu-ing  sector, 
loreover,  there  are  no  immediate 
IS  of  inflation  igniting,  despite  con- 
dng  strong  growlh.  On  Aug.  28,  the 
nmerce  Dept.  revised  second-quar- 
growth  figures  upward  from  2.2% 
,  strong  3.6%  annual  rate.  But  prices 
i  at  only  a  1.5%  rate.  And  while 
fes  are  up,  that  pressure  has  been 
et  by  flat  health-care  costs  and  pro- 
tivity  gains.  "We've  increased  wages 
at  3%  and  funded  it  with  an  increase 
jfficiency,"  says  Myron  C.  Noble, 
)f  executive  of  PiROD  Inc.,  a  Ply- 
ith  (Ind.)  maker  of  TV,  radio,  and 
Lilar  towers.  So,  even  though  the 
eral  Resei-ve  had  anticipated  a  slow- 
Ti  in  the  second  half  when  it  held  in- 
)st  rates  stable  this  spring  and  sum- 
•,  the  central  bank  is  unlikely  to  raise 
;s  now  (page  37;. 


20%  to  25%  increase  [in  revenues]  fi'om 
last  year's  fouith  quarter,"  says  Richard 
J.  Dovorany,  chairman  and  president  of 
Acme,  which  supplies  aluminum  and 
zinc-alloy  die  castings.  Steel  companies 
booked  new  orders  in  July  that  should 
keep  them  running  flat  out.  "The  steel 
industry  is  very  good  right  now,"  says 
John  Correnti,  chief  executive  of  Nu- 
cor  Corp.  General  Motors  Corp.,  a  huge 
steel  consumer,  reported  a  7%-plus  jimnp 
in  sales  of  cars  and  light  tracks  in  Au- 
gust, beating  expectations. 
HELP  WANTED.  One  indicator  of  how 
bullish  manufactiu'ers  ai'e  feeling  is  their 
packaging  orders.  "We  see  our  cus- 
tomers launching  many  new  products," 
says  Andrew  T.  Berhn,  CEO  of  Berhn 
Packaging  Corp.,  a  99-year-old  Chica- 
go-based suppher  of  containers  for  food, 
phaiTnaceutical,  and  cosmetic  companies. 


to  printing  help-wanted  ads  on  checks  at 
some  restam-ants.  It  also  added  a  401(k) 
plan  and  new  performance  incentives 
for  store  managers.  At  CompusA,  a 
shortage  of  computer  technicians  and 
training  instructors  could  crimp  sales, 
so  the  chain  now  "pays  a  little  bit  above 
the  market,"  says  Chief  Operating  Offi- 
cer Harold  F.  Compton. 

Those  wage  hikes  would  usually  be  a 
sure  sign  of  inflation  to  come.  But  em- 
ployers have  had  a  pleasant  surprise. 
Despite  fears  that  nmaway  medical  in- 
flation was  going  to  make  a  reappear- 
ance this  year,  the  price  of  medical  care 
rose  at  only  a  2.1%  rate  over  the  last 
three  months,  the  slowest  pace  since 
1972.  "Health-care  costs  are  remaining 
fairly  stable — an  improvement  over  the 
double-digit  increases  of  prior  years," 
notes  Acme's  Dovorany. 


TOP  HUMMING 


'hat  leaves  the  way  clear  for  the 
i.  economy  to  continue  its  remark- 
i  surge.  And  as  it  has  for  the  past 
"  years,  the  high-tech  sector  is  lead- 
the  way.  Personal  computer  demand 
unning  21%  ahead  of  last  year's  lev- 
That's  due  in  part  to  the  sudden 
ularity  of  new  pes  that 
for  less  than  $1,000.  Al- 
3t  overnight,  they  have 
bbed  more  than  20%  of 
market,  says  Matthew 
gent,  a  PC  analyst  with 
•ket  researcher  Computer 
jlligence.  "It's  a  new  mar- 
that  wasn't  there  be- 
;,"  he  says. 

^hen  there's  communica- 
is.  Sales  of  networking 
,r  such  as  routers  and 
tches  are  way  up  over 

year.  Regional  telephone 
nt  SBC  Communications 
.,  which  covers  the  South- 
5t  and  California,  says  it's 
ing  new  residential  access 
■s  at  a  14.5%  annual  rate, 
rhe  "old"  manufacturing  economy  is 
)  ahve  and  kicking.  Acme  Die  Cast- 

Corp.  in  Racine,  Wis.,  just  received 
ew  contract  ft'om  Chrysler  Corp.  for 
;ine  parts.  "We're  estimating  a  good 


Growth  is  lifting  small  businesses  too. 
"We  expect  increased  sales,  since  there 
is  more  disposable  cash  out  there,"  says 
Norman  Mallett,  chief  financial  officer 
of  Bertucci's  Inc.,  an  80-store  gourmet- 
pizza  chain  based  in  Wakefield,  Mass. 
Bertucci's  plans  to  open  some  15  new 

Signs  of  Strength 
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stores  over  the  next  18  months.  Its 
biggest  hurdle:  hiring  the  personnel  to 
staff  them. 

To  find  workers  in  the  tight  New 
England  market,  Bertucci's  has  taken 


Not  eveiy  corner  of  the  economy  is 
thriving.  "The  consumer  electronics  in- 
dustry is  still  waiting  foi'  the  gi-eat  eco- 
nomic prosperity  to  come  oiu"  way,"  says 
Robert  A.  Gunst,  ceo  of  Good  Guys 
Inc.,  an  electronics  chain  based  in  Bris- 
bane, Calif.  Its  same-store  sales  decUned 
3%  in  the  most  recent  quar- 
ter. And  the  two-week  sti-ike 
by  United  Parcel  Service 
Inc.  also  hit  some  businesses 
hard.  Duck  Duck  Goose! 
Ltd.,  a  retailer  of  children's 
clothing  in  Chicago's  west- 
em  suburbs,  does  its  biggest 
business  before  schools  open. 
But  the  UPS  strike  cut  Au- 
giast  inventories  in  half,  sap- 
ping the  company's  sales. 
"Many  of  my  customers  are 
early   shoppers,   and  the 
goods  weren't  here  when 
they  were,"  says  Catherine 
Donovan  Wagner,  owner  of 
the  three-store  company. 

Wliat  could  slow  down  the 
overall  economy?  A  down- 
turn in  the  tech  sector  might.  But  that 
seems  unlikely,  given  the  continuing  de- 
mand for  computers  and  communica- 
tions gear.  External  events  could  take 
the  markets  down — and  put  a  drag  on 
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the  U.  S.  economy.  The  rout  of  East 
Asian  c-iu-rencies,  for  example,  could  lead 
to  economic  weakness  that  crimps  de- 
mand for  U.  S.  exports. 

A  blow  to  consumer  confidence — 
which  could  be  induced  by  a  shaip  drop 
in  the  U.  S.  stock  market — would  also 
ripple  quickly  through  the  American 
economy.  "Consumer  confidence  is  vital 


HIGH  DOLLAR? 
WHO  CARES? 

The  strong  greenback  hasn't 
slowed  demand  for  U.S.  goods 

A high-flying  dollar  and  surging  ex- 
ports aren't  supposed  to  be  on 
fiiendly  tenns.  But  when  the  Com- 
merce Dept.  revised  its  second-quarter 
growth  rate  on  Aug.  28,  they  proved 
to  be  quite  a  couple.  Much  of  the  sur- 
prise revision  of  gross  domestic  product 
to  3.6%  from  2.2%  was  due  to  a  20% 
jump  in  exports.  Grow1;h  over  the  past 
year  is  the  fastest  since  1988.  And  it's 
all  the  more  remarkable  since  the  dollar, 
adjusted  for  trade  flows,  is  up  20%'  over 
the  last  two  years. 

How  could  it  be?  Even  though  the 
stronger  dollar  has  pushed  up  the  cost 
of  U.  S.  goods  overseas,  many  American 
products  have  pi'oven  in-esistible  to  for- 
eign buyers,  particularly  material  and 
machinery — including  high-tech  gear — 
that  is  used  in  overseas  production 
(table).  The  U.S.  chemical  industry,  for 
example,  could  rack  up  a  record  $20  bil- 
lion-plus surplus  this  year,  figures 
Robert  H.  Shrouds,  economist  for 
DuPont  Co.  Adds  arco  Chemical  Co. 
Chief  Executive  Alan  R.  Hirsig:  "The 
deployment  of  state-of-the-art  technolo- 
gy keeps  us  competitive." 

The  question  now:  Can  the  U.  S.  ex- 
port engine  stay  in  overdrive?  There 
are  reasons  to  believe 
it  will.  The  U.  S.'s  top- 
and  thiixl-ranked  trad- 
ing partners,  Canada 
and  Me.xico,  just  post- 
ed gi'owth  rates  of  4.9% 
and  8.8%,  respectively, 
which  should  ftulher  in- 
crease demand  for  U.  S. 
goods.  Latin  America, 
which  has  boosted  im- 
ports from  the  U.  S.  by 
50%  over  the  past  four 
years,  also  shows  signs 
of  faster  gi'owth,  thanks 


to  keeping  tilings  imder  way,"  says  Alan 
R.  Hirsig,  ceo  of  arco  Chemical  Co. 
"All  chemicals  end  up  as  plastics  in  cars 
or  in  a  lot  of  cpnsumer  durables  and 
nondurables." 

But  given  the  grassroots  strength  of 
this  upturn,  even  a  market  connection 


wouldn't  slow  gi-owth  much.  Economi 
and  traders  may  be  scratching  th 
heads  over  the  internal  workings  of  t 
economy,  but  the  U.  S.  grovrth  mach 
rolls  on. 

By  Michael  J.  Mandel  in  New  7o|Je 
leith  Stephanie  Anderson  Forest  in  L 

las.  A.  T.  Palmer  in  Chicam 
and  bureau  reports 


CHEMICALS  TO  GO 


An  ARCO  worker  loads  cargo 


to  a  wave  of  market  refonns.  The  eight 
lai'gest  Latin  American  economies,  which 
grew  on  average  3.5%  last  year,  will 
surge  5.1%  in  1998,  forecasts  J.  R  Mor- 
gan &  Co. 

WEAK  SPOTS.  Moreover,  Europe's  re- 
covery now  looks  durable,  raising  the 
appetite  for  investment  and  imports. 
U.  S.  exports  to  Western  Europe  were 
up  9%  for  the  fii-st  half  of  1997,  reflect- 
ing Europe's  need  for  U.  S.  computers, 
office  equipment,  and  electrical  and  in- 
dustrial machineiy.  "Even  with  a  strong 
dollar,  the  U.S.  is  very  well  positioned 
to  supply  the  capital  equipment  these 
coimtries  will  need,"  says  Nomest  Coip. 
economist  Larry  J.  Wipf. 

SURGING  EXPORTS 


CIVILIAN  AIRCRAFT 


TELECOMMUNICATIONS  EQUIPMENT 


COMPUTER  ACCESSORIES 


CHEMICALS 


SEMICONDUCTORS 


COMPUTERS 


INCREASE  IN  VALUE 
OF  EXPORTS 

DURING  FIRST  SIX 
MONTHS  OF  1997, 
COMPARED  WITH 
YEAR-EARLIER  PERIOD 

DATA  COMMERCE  DEPT 


Still,  there  are  potent 
problems.  For  one  thing,  th( 
is  usually  a  lag  in  a  higher  c 
lar's  effect  of  twelve  mon' 
or  more  for  manufactuilsJii 
goods.  And,  price-sensit 
ai^Ticultui'al  commodity  expo  & 
already  have  fallen — declin:  M 
9%  for  the  first  six  months 
1997,  although  some  of  tl  sf« 
drop  may  have  been  due  3 
nominal  price  declines.  Ov 
all,  though,  U.  S.  farm  expolfic 
remain  strong,  hitting  a  rec(  aer 
>;(il.2  billion  in  1996,  up 
l  i  iim  1995.  One  of  every  thipan 
tarm  acres  in  America  is  n 
dedicated  to  exports. 

Asia  also  could  be  a  dowi 
li  ir  U.  S.  exports.  Japan's  ec( 
omy  remains  sluggish.  And  t 
collapse  of  Southeast  Asi 
currencies  could  cause  a  fin; 
cial  debacle  that  may  come 
resemble  the  peso  crisis  of  1994-95. 
could  become  as  bad  for  the  U.  S. 
Mexico,"  warns  Credit  Suisse  Fii 
Boston  economist  Neal  M.  Soss.  WY 
Because  East  Asia  and  China  accoimt 
for  20%'  of  U.  S.  trade  last  year. 
Asian  currencies  plummet,  making  i 
ports  cheaper  and  U.  S.  exports  mc 
costly,  nearly  two-thirds  of  a  percenta 
point  could  be  shaved  from  annual  U. 
GDP  gi'owth  by  a  decline  in  net  expor 
Soss  estimates. 

But  the  key  to  U.  S.  export  succf 
has  been  a  strong  competitive  positi 
across  the  board — in  capital  goods,  hi  Bt 
technology,  entertainment,  and  financ 
services.  That  base  won't  erode  easi 
The  U.  S.  has  gained  an  export  lead 
ship  role  by  concentrating  on  high  tec 
nology  and  knowledge-based  industri 
and  by  mercilessly  squeezing  costs 
ai'eas  such  as  foods  and  consimier  goo( 
Stronger  exports  have  accounted  for  ^ 
third  of  the  U.  S.  gi'owth  of  the  past 
years,  and  that's  a  hard  rate  to  mai 
tain.  Yet  as  remarkable  as  the  contir 
ing  boom  is,  given  cuirent  dollar  leve 
few  economists  expect  exports  to  fi 
ter  and  slow  the  overall  economy. 

By  Paul  Magnusson  in  Washingtc^^ 
with  William  Glasgall  in  New  York  a\ 
Amy  Ban-ett  in  Philadelphia 
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LOW  PRICES.  LOW  RATES.  IT'S  TIME  TO  RELAX 


It's  still  like  being  in  bear  country, 
despite  the  market's  257-point 
jump  on  Sept.  2.  Stocks  get 
Hauled  every  time  new  data  show 
:he  economy  growing  faster  than 
forecasters  expected.  Investors  are 
scared  that  the  Federal  Reserve  will 
;ighten  money  to  wai'd  off  inflation, 
md  the  markets  swing  with  the  ebb 
md  flow  of  those  fears.  Well,  stay 
;alm.  The  Fed,  it  seems 
:o  me,  is  not  about  to 
raise  interest  rates  any- 
time soon — even  in  the 
wake  of  higher-than- 
sxpected  gi-owth. 

Skeptical?  Consider  the 
latest  thinking  from  Fed 
officials,  present  and  for- 
mer, attending  the  Feder- 
al Reserve  Bank  of 
Kansas  City's  annual  con- 
ference of  central  bankers 
and  economists  in  Jackson 
Hole,  Wyo.,  Aug.  28-30. 
Fed  Vice-Chairman  Alice 
M.  Rivlin,  in  an  interview, 
said  that  the  Aug.  21  up- 
ward revision  in  the  sec- 
ond-quarter gross  domes- 
tic product  gi"ov\i;h — from 
2.2%  to  3.6%-- did  not  in- 
crease the  probability  of 
Fed  rate  tightening,  al- 
though the  revised  num- 
ber exceeded  the  Fed's 
forecast. 

Rivlin  says  the  Fed  is 
mystified  by  the  economy. 
It  can't  explain  why  strong  GDP 
gi-owth  and  low  unemployment  have 
failed  to  push  up  prices.  That  old 
paradigm  isn't  working.  If  it  were, 
the  Fed  would  have  raised  interest 
rates  a  year  ago,  she  says.  "We 
didn't  raise  rates  because  we  didn't 
understand  what  was  happening  in 
the  economy." 

NO  SPARKS  HERE.  An  economist  at 
Jackson  Hole  who  is  famihar  with 
Fed  thinking  goes  even  further  than 
Rivlin.  He  concludes  that  the  strong 
economic  showing  actually  decreases 
the  chance  that  the  Fed  viill  tighten. 
The  reason:  While  growth  is  robust, 
the  inflation  rate  is  actually  falling. 
"That's  Greenspan's  bet,"  he  says — 
that  the  economy  can  continue  to  ex- 
pand without  igniting  inflation.  Only 
signs  of  a  pickup  in  prices  vdll  move 
Fed  Chairman  Alan  Greenspan  to 


raise  rates,  he  thinks.  One  Fed  offi- 
cial put  the  chances  that  the  Fed  wiW 
tighten  when  it  meets  on  Sept.  30  at 
between  10%  and  20%.  A  foraner  offi- 
cial gave  tightening  almost  no  chance 
at  all:  "There's  no  inflation.  There's 
no  case  for  raising  rates." 

Greenspan  attributes  the  lack  of 
price  pressure  in  the  economy  to  the 
combination  of  global  competition 


For  Greenspan  to  clamp  down  would 
be  like  throttling  back  an  engine 
retooled  for  high-speed  performance 


GREENSPAN:  SOME  PRODUCTIVITY  DATA  ARE  "NONSENSE" 


tion  grow  faster  than  economies  with 
higher  inflation. 

How  does  low  inflation  spur  eco- 
nomic growth?  For  one  thing,  compa- 
nies can  plan  more  effectively.  They 
are  less  concerned  that  the  central 
bank  will  clamp  down  and  send  in- 
terest rates  higher.  They  also  don't 
have  to  worry  about  stocking  their 
shelves  with  more  merchandise  than 
they  need,  for  fear  that 
prices  will  be  heading 
higher  next  week  or  next 
month.  Second,  in  a  low- 
inflation  economy,  where 
competition  is  fierce,  com- 
panies are  unable  to  raise 
prices  easily.  So  to  main- 
tain profit  margins,  they 
cut  production  costs  by 
becoming  more  efficient. 
SPENDTHRIFTS.  Perhaps 
most  important  is  how  in- 
flation affects  consumers. 
Surveys  show  that  people 
hate  inflation  even  if  their 
paychecks  keep  up  with 
price  hikes.  So  when  infla- 
tion is  on  the  march,  dis- 
contented consumers  cut 
their  spending.  Converse- 
ly, when  prices  are  stable, 
consumers  are  happy,  are 
more  confident,  and  spend 
more.  The  recent  rebound 
in  consumer  spending  de- 
spite tepid  wage  gains 
may  simply  be  the  result 


and  the  increase  in  productivity 
stemming  from  technological  innova- 
tion. Tioie,  the  rise  in  productivity 
doesn't  show  up  in  the  numbers.  But 
that's  because  government  statisti- 
cians have  failed  to  measure  produc- 
tivity gains  in  the  service  sector. 
"The  nonfarm  productivity  data," 
Greenspan  said  in  an  intei-view,  "are 
nonsense." 

But  there  may  be  another  expla- 
nation for  the  coexistence  of  those 
apparent  enemies,  high  gi'owth  and 
low  infiation — one  that  turns  the 
whole  issue  on  its  head.  Maybe,  just 
maybe,  it's  the  low  inflation  that's  ac- 
tually causing  economic  growth  to 
speed  up.  A  recent  study  by  Spanish 
economists  Javier  Andres  and  Igna- 
cio  Hernando,  using  the  data  for  24 
countries  over  a  32-year  period, 
shows  that  countries  with  low  infla- 


of  the  decline  in  inflation. 
Ironically,  then,  by  pursuing  a  low- 
inflation  policy,  Gi'eenspan  himself 
may  have  pushed  the  economy's 
growth  onto  a  higher  track.  To  clamp 
down  now  would  be  like  tlu'ottling 
back  an  engine  that  has  been  re- 
tooled for  high-speed  performance. 

"The  U.  S.  has  shown  the  world," 
says  Leif  Pagrotsky,  Swedish  Minis- 
ter of  Ti'ade,  "that  it  could  grow  over 
a  long  period  of  time  without  touch- 
ing off  inflation.  And  Greenspan 
played  a  major  role  in  that."  It 
would  be  surprising,  indeed,  if  the 
Fed  chairman,  who  appears  to  be 
winning  his  bet,  were  to  lose  heart 
and  yield  to  the  adherents  of  the  old 
paradigm. 

Senior  Editor  Zucker  has  been 
covenng  the  Jackson  Hole  conference 
for  the  past  15  years. 
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WASHINGTON 


BUSINESS  IS  IN  A  HURRY 
FOR  FAST-TRACK 

CEOs  will  lobby  to  get  a  trade  bill  through  this  time  around 

Joseph  T.  Gorman's  Sep- 
tember calendar  has 
"trade"  wi'itten  all  over  it. 
On  Sept.  10,  the  chief  execu- 
tive of  Cleveland-based  trw 
Inc.  plans  to  join  a  bevy  of 
business  limiinaries  in  the  East 
Room  of  the  White  House  as 
President  Clinton  unveils  his 
"fast-track"  trade  bill,  which 
would  let  the  Administration 
negotiate  trade  pacts  without 
congressional  amendments. 
Soon  after,  Gorman  will  head 
for  Capitol  Hill  to  lobby  law- 
makers to  renew  Wliite  House 
fast-track  authority.  Then  he'll 
kick  off  an  advertising  blitz  by 
business  in  support  of  trade- 
expansion  accords. 

If  the  President's  trade  effort  seems 
to  have  captured  an  unusual  amount  of 
business  backing,  it's  with  good  reason. 
Clinton  and  business  need  one  another. 
The  President  wants  fast-track  authori- 
ty to  continue  his  progi-am  of  pushing 
for  new  market-opening  accords  around 
the  world.  Without  it,  he  won't  be  able 
to  pursue  such  long-held  goals  as  ex- 
tending the  North  American  Free  Trade 
Agi'eement  (nafta)  to  Chile  and  other 
Latin  American  nations.  Business  lead- 
ers are  pitching  in  because,  they  say, 
without  expansion  of  free-trade  deals. 
Corporate  America's  inroads  into  for- 
eign markets  will  stall.  "Without  fast- 
track,  we  won't  make  any  significant 
gains,"  frets  Chrysler  ceo  Robert  J. 
Eaton.  "We'd  be  allowing  the  rest  of 
the  world  to  set  the  trading  niles." 

Chnton  has  made  renewal  of  fast- 
track  negotiating  authority  his  top  leg- 
islative pi'iority  this  fall.  And  to  achieve 


BIPARTISAN?  Clinton  must  have  Republican  backing 
can  count  on  barely  a  third  of  House  Democrats 


it,  he's  ignoring  supporters  on  the  left 
who  object  to  nafta  and  similar  deals 
and  is  throwing  in  with  business,  GOP 
leaders  such  as  House  Speaker  Newt 
Gingrich,  and  modei'ate  Democrats. 
BIG  GAMES.  It's  a  precarious  alliance — 
and  a  delicate  position  for  a  Democratic 
President  to  take.  But  Clinton  has  little 
choice.  Fast-track  has  languished  since  it 
expu-ed  in  1994,  and  the  U.  S.  has  paid  a 
price.  While  the  President  talked  of  ex- 
panding free  trade  to  Latin  America, 
his  inability  to  sign  trade  deals  left  the 
tenitory  open  to  rivals.  Canada  stnick  a 
free-trade  deal  with  Chile.  And  the  Eu- 
ropean LInion  is  in  talks  with  Merco- 
sur, the  regional  trade  bloc  encompass- 
ing Brazil,  Argentina,  Uruguay,  and 
Pai'aguay,  about  establisliing  a  free-trade 
zone.  An  EU  pact  with  Mexico  is  also 
planned. 

Clinton  also  needs  fast-track  to  be  a 
strong  player  in  writing  new  World 


WORRIED  UWithout  fast-track, 
we  won't  make  any  significant 
gains.  We'd  be  allowing  the 
rest  of  the  world  to  set  the 
trading  rulesT? 

—  ROBERT  EATON,  CHAIRMAN,  CHRYSLER 


Trade  Organization  rules  for  servi.s 
protection  of  intellectual  propey 
and  government  procurement  cocs 
Such  regulations  could  be  importit 
to  keeping  the  U.  S.  export  expansin 
going  (page  36).  "Now,  when  we'rct 
our  most  competitive,  is  the  time  a 
move  aggressively  to  open  marke." 
says  U.  S.  Ti-ade  Representative  CI-- 
lene  Barshefsky.  'i 
But  aligned  against  Clinr, 
&  Co.  is  a  tough  coalitioD,* 
opponents  whose  slogan  i.^ 
"NAFTA — Never  Again!"  It  i- 
cludes  a  labor  movement  rei- 
ergized  by  the  Teamsters'  'n 
in  the  United  Parcel  Ser\e 
Inc.  settlement,  environms- 
talist  groups,  pro-labor  1- 
mocrats,  and  economic  natii- 
alists.  Far  from  being  n 
economic  boon,  they  say,  fr-- 
trade  agreements  export  jci, 
increase  pollution,  and  frame 
LI.  S.  sovereignty.  And  tty 
cite  a  post-NAFTA  jump  n 
trade  deficits  with  Mexico  ;d 
Canada  as  proof.  "We're  gog 
to  challenge  politicians  in  b^h 
parties  that  are  caving  ino 
corporate  interests  on  this  issue,"  vos 
Teamsters  President  Ron  Carey. 

When  they  see  the  Clinton  fast-tra 
bill,  the  free-trade  foes  will  have  eM 
more  reason  to  be  steamed.  The  Wl:2 
House  is  abandoning  an  earlier  prome 
to  make  trading  partners  adopt  lair 
and  enviromnental  standards  as  anotlr 
goal  of  free-trade  deals.  Making  su 
issues  key  to  trade  negotiations  in 
nonstarter  with  probusiness  Repul- 
cans.  And  Clinton  needs  eveiy  Repul- 
can  he  can  enhst,  since  he  can  count  i 
fewer  than  70  of  206  House  Democr:^ 
to  support  his  fast-track  bill. 

That's  why  the  Administration  * 
looking  to  Gop-friendly  corporate  hea' 
hitters.  Big  name  CEOs  such  as  M;- 
rice  R.  Greenberg  of  aig,  Robert  • 
Allen  of  AT&T,  Curtis  H.  Barnette  ' 
Bethlehem  Steel,  and  Thomas  J.  En- 
bous  of  Texas  Instiiiments  will  be  cl- 
ing on  key  meinbers  of  Congi'ess.  Am- 
ica  Leads  On  Ti-ade,  an  umbre 
organization  of  business  groups,  will  i 
out  a  $3  million  campaign,  including 
radio  and  TV  ads.  "We're  assembling  ~ 
the  parts  we  need  for  a  full-coi 
press,"  says  Jason  S.  Bennan,  who  is  > 
chestrating  the  fast-track  drive  fn 
the  White  House  while  on  leave  fri 
his  job  as  president  of  the  Recording  1 
dustry  Association  of  America. 

The  business  lobbying  push  repri^ 
Corporate  America's  efforts  to  pa 
NAFTA  in  1993.  But  this  time  businei 
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started  early.  The  Business  Roundtable 
a  yeai'  ago  began  encoiu"agmg  companies 
and  trade  gi'oups  to  talk  up  the  benefits 
of  free  trade  among  employees  and  sup- 
pliers. Texas  Instnmients  Inc.  and  other 
companies  are  urging  employees  and 
civic  leaders  to  lobby  in  Washington. 

Such  efforts  show  Corporate  Ameri- 
ca's worries  about  a  retrenchment  on 
trade.  Lany  A.  Liebenow,  CEO  of  Quak- 
er Fabric  Corp.,  a  Fall  River  (Mass.) 
exporter  of  upholstery  fabric,  says  his 
company  pays  an  11%  tariff  on  material 
it  exports  to  Chile,  while  rivals  in  Cana- 
da and  Mexico  pay  nothing.  "If  we  had 
similar  access  to  the  rest  of  Latin 
America  as  we  do  to  Mexico,  we  could 
increase  sales  15%,  adding  close  to  300 
people"  at  Quaker's  Fall  River  plant, 
says  Liebenow. 

Labor  is  launching  its  own  counter- 
offensive.  The  AFL-cio  plans  to  mobi- 


Labor,  energized  by  the 
UPS  settlement,  is 

mounting  a 
counteroffensive 


Hze  activists  in  80  congressional  dis- 
tricts and  roll  out  a  $1  million  TV  ad 
campaign.  Unions  will  also  count  on 
sympathetic  Democratic  lawmakers  such 
as  House  Minority  Leader  Richard  A. 
Gephardt  of  Missoiui  and  Minoiity  Wliip 
David  E.  Bonior  of  Michigan. 

Clinton  hopes  to  soften  labor  opposi- 
tion by  beefing  up  progTams  that  help 
displaced  workers  find  new  jobs.  Spear- 
heading the  Administration  effort  to 
placate  the  unions  is  Labor  Secretary 
Alexis  M.  Herman,  who  is  still  basking 
in  praise  foi-  mediating  a  settlement  of 
the  UPS  sti'ike.  Mollifying  labor  over 
fast-ti'ack,  however,  may  take  more  skill. 

Will  fast-track  get  sidetracked  again? 
The  push  from  business  could  be 
enough  to  hand  Clinton  a  victory.  But 
time  isn't  on  the  free-traders'  side.  With 
lawmakers  pressing  to  recess  for  the 
year  in  mid-October,  and  a  slew  of 
spending  bills  to  contend  with  in  the 
meantime,  the  window  for  passage  of 
fast-track  is  narrow.  And  if  it  fizzles 
this  year,  renewal  may  have  to  wait 
for  a  new  President's  agenda  in  2001. 
That's  why  Clinton  is  looking  to  ('f:i)s 
such  as  Gorman  to  make  time  in  their 
schedules  to  push  trade. 

By  Anuj  Borrus,  with  Richard  S. 
Dunhatu  in  Washingto?i,  Bill  Vlufsic  in 
Detroit,  and  bureau,  reports 


BANKING 


THE  BANKS 
THAT  ATE  FLORIDA 


As  out-of-staters  like  NationsBank  grow,  customers  may  lose 


Shareholders  of  Bamett  Banks  Inc. 
clearly  end  up  winners  in  its  $15.5 
billion  deal  to  be  acquired  by  Na- 
tionsBank Corp.  The  Chariotte  (N.C.) 
bank  will  pay  four  times  Barnett's  book 
value.  And  NationsBank  Chief  Execu- 
tive Hugh  L.  McColl  Jr.  is  ecstatic  about 
what  Barnett  will  do  for  him.  In  Flori- 
da, "We'll  be  175%'  of  the  size  of  the 
nearest  competitor,"  McColl  boasts.  "It 
can't  be  replicated." 

But  that,  say  some  analysts,  is  cause 
for  alarm.  If  NationsBank  gobbles  up 
the  last  major  Florida-based  bank,  some 
81%'  of  Florida's  deposits  will  be  held  by 
out-of-state  institutions,  according  to 
Kenneth  H.  Thomas,  a  banking  consul- 
tant. Florida  will  become  a  sort  of  bank- 
ing colony,  joining  areas  including  Texas, 
southem  Califoi-nia,  and  Arizona. 

The  colony  phenomenon  and  its  impact 
on  fees  has  attracted  the  Federal  Re- 
serve Board's  notice. 
In  its  annual  I'ejwrt  to 
Congi-ess  in  Jime,  the 
Fed  said  multistate 
banks  charge  more 
than  single-state 
banks.  Edmund 
Mierzwinski,  director 
of  coiLsimier  jwogTams 
for  U.S.  Public  Inter- 
est Research  Group, 
says  liis  gi'oup's  stud- 
ies corroborate  the 
Fed's  findings. 

Consider  Florida. 
Even  befoi'e  the  Bai- 
nett  deal,  out-of-state 
banks  held  57%.  of  de- 
posits. The  Fed  study 
found  that  the  basic 
monthly  fee  for  a  no- 
fiills  checking  account 
in  Florida  was  $11.06, 
almost  double  the  na- 
tional average  of 
$6.:M.  "There  is  a  cor- 
relation between  the  TOWERING 
fact  that  we  have  a  "~_  

lot  of  out-of-state  W  ith  the  sale  of  Barnett 
banks  and  that  fees  Banks,  81%  of  Florida's 

ai'e  ragher,  savs  Doug 

Johnson,  assistant  di-  (leposits  wll  1)6  in  the  hands 

rector  of  the  state's  of  out-Of-State  lastitutlOnS 

division  01  banking. 


Some  Bamett  customers  worry  abo 
other  potential  changes.  George 
Braeimig,  president  of  Fort  Lauderdal 
based  SD  Modular  Displays,  a  man] 
factm-er  of  trade-show  exhibits,  switch* 
fi'om  NationsBank  to  Bamett  four  ye 
ago  when  NationsBank  tumed  his  co 
pany  down  for  a  loan.  He  says  Nati<;ir 
Bank  wouldn't  accept  inventory  as  c 
lateral,  among  other  things.  Barnt 
gave  him  the  credit.  "The  small,  loc^ 
banking  feehng  that  we  had  with 
nett  is  going  to  be  absorbed  by 
tionsBank,"  Braeunig  says. 
EAGER  TO  PLEASE.  But  some  economis 
and  academics  say  regional  and  comn 
nity  banks  often  spiing  up  ai'oimd  met 
banks  to  sei've  smaller  customers.  To 
suage    consumers,  NationsBank 
promising  to  freeze  fees  for  a  year.  A 
on  Sept.  3,  McColl  and  Barnett 
Charles  Rice  met  with  Florida  Attonii 
General  Robert  Ki 
terworth  to  assu 
him  that  they'll  r 
spend  to  the  stat( 
banking  needs.  ""V 
will  be  able  to  pr 
vide  more  produc 
and  sei-vices  than  ai 
other  bank  in  the  n 
tion,"  says  Allen  \ 
Lastinger  Jr.,  Ba 
nett's  president. 

Still,   fears  th 
Florida — and  othi 
areas — will  becon 
mistreated  bankii 
colonies  persiS 
Some   states  ha' 
tried   to   limit  t 
reach  of  out-of-sta| 
banks.  And  the  Fe 
eral  Deposit  Ins 
ance  Corp.  has  s 
minimum  loan-to-i 
posit  ratios  for  o 
of-state  branch 
But  given  the  pai 
of  bank  consolidatii 
such  loiles  are  me 
speed  bumps. 

By  Gail  DeGeor 
in  Miami  and  Nia 
Harris  in  Atlaut] 
urith  bureau  report \ 
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MEDIA 


HOW  AWFUL.  HOW  GOULD  THEY? 
IlL  TAKE  ONE 

Circulation  is  off,  but  tabloids  are  still  cash  machines 


By  rights,  sujjemiai'ket  tabloids  should 
be  an  endangered  species.  Circula- 
tion is  off.  Competition  for  scoops 
is  intense  as  other  media  muscle  in  on 
titillating  "gotcha"  scandals  and  celebrity 
scoops.  To  snag  the  rights  to  attention- 
grabbing  exclusive  photos  such  as  its  re- 
cent spread  on  Michael  Jackson's  baby, 
the  National  Enquirer  paid  more  than 
$250,000.  And  now,  with  pajiai'azzi  being 
blamed  for  playing  a  role  in  the  death  of 
Princess  Diana,  hand-wringing  media 
ethicists  ai-e  saying  that  the  tabs  have 
been  going  too  far  to  get  hot  stories. 

But  none  of  this  is  likely  to  alter  the 
fortunes  of  the  old-line  tabloid  business. 
While  mainstream  publications  ty]3ically 
depend  on  advertising  for  more  than 
half  their  revenues,  the  tabs  make  their 
money  from  newsstand  sales.  And  un- 
like advertisers  who  might  be  scared 
off  by  lapses  in  taste,  consumers  keep 
picking  up  the  tabs  along  with  their 
gi'oceries,  even  when  publishers  raise 
prices. 

As  long  as  the  stories  sizzle,  that  is. 
"Exclusives  of  [Frank]  Gifford  and  Jon 
Benet  [Ramsey]  took  us  up  14%"  in 
circulation,  says  Daniel  Schwartz,  edi- 
torial director  of  the  Globe  and  Na- 
tional  Examiner,  owned  by  privately 
held  Globe  International  Inc.  "So  it 
pays  to  have  a  big  story.  It's  exclu- 
sives that  sell  newspapers." 

Even  vrith  falling  circulation,  American 
Media  Inc.,  the  giant  of  U.S.  tab  pub- 
lishers, is  holding  up.  The  Lantana  (Fla.) 
company  has  seen  per-issue  sales  stall 
at  the  Enquirer  and  the  Star,  the  two 
most  popular  U.  S.  titles.  Falling  circula- 


Tabloid  Tally 


CIRCUUTION  (MILLIONS) 


TABLOID 

1997 

1993 

NATIONAL  ENQUIRER 

2.5 

3.1 

STAR 

2.2 

2.6 

GLOBE 

1.0 

1.1 

NATIONAL  EXAMINER 

0.5 

0.7 

WEEKLY  WORLD 
NEWS 

0.4 

0.6 

DATA  COMPANY  REPORTS,  AUDIT  BUREAU  OF  CIRCULATIONS 


tion  depresses  ad  I'ates,  but 
American  Media  gets  only 
9%  of  revenue  fi'om  ads.  And 
thanks  to  price  increases, 
revenue  and  operating  in- 
come held  steady  at  .$316  mil- 
lion and  $87  million,  respec- 
tively, in  the  iiscal  yeai*  ended 
March,  1997.  American  Me- 
dia's editorial  cost  has  actual- 
ly declined  .since  1991,  to  less 
than  10%  of  revenue.  "The 
editorial  content  is  not  a  sig- 
nificant pail  of  the  cost  stnac- 
tm-e,"  boasts  Chief  Financial 
Officer  Richard  W.  Pickeit. 

The  British  tabloids, 
which  are  generally  more 
outrageous  and  aggressive 
than  theii'  U.S.  cousins,  have 
seen  circulation  and  revenue 
cb'op  in  recent  yeai"s,  too.  Di- 
ana's death  could  involve 
them  in  lawsuits  brought  by 
the  victims'  families  against 
the  paparazzi.  But  legal  ex- 
perts don't  foresee  a  pickup 


IMMUNE  Tabloids  do  not  fear 
criticism,  because  they  get 
little  revenue  from  advertisers 
who  might  be  scared  off 


of  the  tabs. 

SHOCKING!  Even  in  Britain, 
it's  likely  to  be  business  as 
usual  for  the  tabs  once  the 
Diana  story  fades.  Like  their  U.S. 
countenmrts,  the  British  tabs  have  only 
limited  exposure  to  pressure  from  any 
outside  group  because  they  don't  rely 
on  advertising.  British  tabloids  ty]3ical- 
ly  draw  only  20%  of  revenue  from  ads. 

What  tab  publishers  can  count  on  is 
the  single-copy  sales  in  supermarkets 
and  on  newsstands.  The  more  shocking 
the  news  on  the  ft'ont  page,  the  more 
likely  a  shopper  will  buy.  So  even  if  the 
tabloids  are  paying  hundreds  of  thou- 
sands of  dollars  or  more  for  a  single  pho- 
tograph, they  typically  increase  their 
press  nms  for  such  scoops  and  easily  re- 
coup the  inve.stment.  "The  crowd  that 
buys  these  tabloids  will  pay  for  the  latest 
story,"  says  Kevin  M.  Kuzio,  a  fixed-in- 
come analyst  with  kdp  Investment  Ad- 
visors in  Montpelier,  Vt.  "It's  an  impulse 
purchase,  not  a  moral  decision." 

Ironically,  some  tabloids  were  try- 
ing to  temper  their  image  even  before 
Diana's  death.  The  Enqtiirer  and  Star 


promised  several  months  ago  to  sto 
buying  photographs  taken  by  the  mos 
aggi-essive,  stalker-ty]3e  paparazzi.  Bi 
this  policy  has  already  cost  them  som 
sales.  Kuzio,  the  kdp  analyst,  note 
that  the  Globe  scooped  the  Enquin 
and  the  Star  with  surveillance-typ 
photos  of  sportscaster  Frank  Giffor 
allegedly  frolicking  with  a  woman  wh 
was  not  his  wife.  For  Kuzio,  an  analyj 
who  keeps  an  eye  on  American  M( 
dia's  ability  to  make  debt  payment 
any  sign  of  restraint  at  the  Enquirer  i 
cause  for  concern.  "If  it  were  to  be 
come  chronic  and  they  kept  holding  t 
a  higher  and  higher  standard . . 
would  be  negative.  At  retail,  peopi 
are  willing  to  pay  for  [shocking  phc 
tographs].  It  appears  to  be  what  the 
want."  And  as  tabloid  publishers  knov 
no  one  ever  went  broke  giving  the  pul 
lie  what  it  wants. 

By  Elizabeth  Lesly  in  New  York  an 
Mia  Flynn  in  London 
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ENTERTAINMENT 


LIGHTS!  CAMERA! 
ANXIETY! 

DreamWorks'  first  pic  is  ready,  and  execs  are  biting  their  nails 


DREAMING  BIG 


Jeffi'ey  Katzenberg 
brought  his  teen- 
age kids.  George 
Clooney  was  there, 
too,  eager  to  see  if  his 
movie  career  might  fi- 
nally click.  As  several 
dozen  repoitere  settled 
into  their  seats  in  a 
rented  theater  in  Cen- 
tury City,  Calif.,  re- 
cently, there  were 
more  than  enough  jit- 
ters to  go  around.  "A 
lot  of  us  wondered  if 
we  were  ever  going  to 
see  the  DreamWorks 
logo  up  there  on  the 
screen,"  said  Laurie 
MacDonald,  co-head  of 
the  studio's  movie  imit, 
as  she  introduced  The 
Peacemaker,  Dream- 
Works skg's  fil'st  film, 
scheduled  to  open  on 
Sept.  26. 

Hollywood  has  been 
waiting  since  1994, 
when  DreamWorks 


$2.7  billion  in  private 
equity  and  debt,  foi' 
the  studio's  first  film 
offering.  The  interest  has  only  intensified 
since  then  for  the  studio  launched  by 
Hollywood  power  brokers  Steven  Spiel- 
berg, David  Geffen,  and  Katzenberg.  Its 
other  projects — such  as  Ted  Danson's 
canceled  sitcom.  Ink,  and  George 
Michael's  album,  Older — have  tiuTied  out 
to  be  undei-whelining.  More  than  ever,  it 
is  movies,  especially  those  directed  by 
Spielberg  or  the  animated  films  produced 
by  Katzenberg,  that  are  e.xpected  to 
di-ive  this  company's  fortunes. 
NO  LIBRARY.  That's  why  tension  is  nm- 
ning  high  as  DreamWorks  officially  be- 
comes a  movie  studio  with  The  Peace- 
maker. The  action  tluiller  stars  Clooney, 
the  heartthrob  M.  D.  from  ER,  and 
Nicole  Kidman  as  government  officials 
out  to  save  New  York  from  a  terrorist 
with  a  nuclear  bomb.  By  Christmas, 
DreamWorks  will  follow  with  two  other 
films,  including  Spielberg's  fii'st  dii-ecting 
project  for  his  own  company,  the  slave 


after  the  big  summer  season.  Its  staq 
also  a  question  mai'k:  Clooney's  first 
flicks  have  been  box-office  disappoij 
ments.  The  Peacemaker  was  delaj 
from  spiing  in  hopes  of  getting  some 
fi'om  Clooney's  action  debut  in  Batr 
and  Robin — in  which  he  got  so-so 
tices.  Now  The  Peacemaker  will  op 
the  same  day  as  L.  A.  Confident{\ 
Wamer  Bros.'  high-profile  crime  stor 
DreamWorks  ex^ 
are  hoping  for 
best — and  bracing 
the  worst.  "We're 
ing  to  have  our  hi| 
and  we're  going 
have  films  that  arel 
hits,"    says  Geffi 
"Warner  Bros,  does! 
do  better  than  20| 
Fox  doesn't,  no  o| 
does." 

To  buttress 
chances,  the  studio  I 
spending  more  th| 

BOMB  SQUAD: 

Clooney  and  Kidmi 
in  The  Peacemaker! 


Slave  ships,  Moses,  and  more-the 
pipeline  is  finally  full  at  DreamWorks 


FIIM                       RELEASE  DATE 

STARS 

BUDGET 

THE  PEACEMAKER  Sept.  26 

George  Clooney,  Nicole  Kidman 

$50  million 

MOUSEHUNT       Dec.  25 

Nathan  Lane,  Christopher  Walken 

$38  million 

AMISTAD           Dec.  12 

Morgan  Freeman,  Anthony  Hopkins 

$36  million 

PAULIE  March 

Gena  Rowlands,  Jay  Mohr 

$50  million 

$15  million  to  promc 
the  film,  rich  for  a 
tember  release.  Amo| 
the  buys:  $575,000 
a  30-second  spot 

Sept.  25  seasj 
premiere — which  Ni 
Inc.  plans  to  air  m 
An  eight-page  color 


SOURCE;  DREAMWORKS  SKG,  BUSINESS  WEEK  ESTIMATES 

rebellion  story  Amistad,  with  Morgan 
Freeman  and  Anthony  Hopkins. 

By  the  end  of  next  year,  Spielberg 
and  friends  will  have  spent  upwards  of 
$500  million  to  release  an  expected  nine 
films.  Among  them:  a  highly  anticipated 
animated  feature  about  Moses'  life.  The 
Prince  of  Egypt.  The  flick,  which  will 
cost  more  than  $70  million,  will  pit  for- 
mer Walt  Disney  Co.  studio  chief 
Katzenberg  against  the  Mouse  King- 
dom, where  he  brought  out  animated 
hits  such  as  The  Lion  King. 

Even  for  the  likes  of  Katzenberg, 
Spielberg,  and  Geffen,  DreamWorks' 
rendezvous  with  reality  is  high-stakes 
stuff.  Only  20%  of  all  Hollywood  films 
are  hits,  and  many  studios  weather  dry 
spells  by  licensing  to  TV  and  video  a  li- 
brary of  older  films  that  DreamWorks 
doesn't  possess. 

It's  not  at  all  certain  The  Peacemaker 
will  score.  The  movie  is  being  released 


three  DreamWor 
films  will  accompa: 
the  Sunday  papers 
10  major  markets  on  Sept.  7. 

Even  if  The  Peacemaker  bom 
DreamWorks  stUl  has  Spielberg  to  put 
on  the  movie  map.  He  is  expected 
make  two  of  the  studio's  next  six  fil: 
Moreover,  he  has  folded  his  Ambhn  E| 
tertainment  crew  into  DreamWor 
keeping  intact  the  team  that  creat 
such  blockbusters  as  last  year's  Tuns 
and  this  year's  Me»  in  Black. 

Indeed,  despite  DreamWorks'  sluggi: 
launch,  Katzenberg  says  its  various  bu; 
nesses  ai-e  on  track  to  provide  positi' 
cash  flow  earlier  than  anticipated  and 
pay  off  the  private  company's  investors 
year  or  two  ahead  of  the  planned  20i 
target.  "This  is  the  fourth  inning  of 
nine-inning  game,"  says  Katzenber 
"With  this  much  talent,  we're  going 
have  oui'  hits."  By  Christmas,  Americf 
moviegoer's  will  know  whether  Drear 
Wor'ks'  celluloid  wishes  will  come  tine 
By  Ronald  Grover  in  Los  Angel 
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it  last  night 
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one.  That's  w^^^workMCI 
onferencing*  offers  audio  playback  and  written  transcripts, 
)  you  won't  have  to  worry  about  missing  a  single  word. 

We  also  offer  language  translation.  Meeting  Managers.  Even 
ix  broadcasts  to  alert  participants  that  a  call  is  coming. 

And  you  don't  have  to  be  an  MCI  long  distance  custcmerj 
)  use  these  services. 

Hello?  Hello?  Are  you  paying  attention?  For  more  inior-J 
lation,  visit  ^^^ww^mxi.com.  To  learn  about  our  special  ofieLS,| 
all  1-800-475-3.555. 


Is  this  a  great  time,  or  what?  :-) 


MCI 
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SOFTWARE 


NO  ESCAPE 
FOR  NETSCAPE? 

It's  caught  in  a  brutal  new 
browser  war  with  Microsoft 

A year  ago,  when  it  looked  as  if  Mi- 
crosoft Corp.  was  going  to  tiim  the 
Web-browser  industry  into  an  un- 
profitable commodity  market,  Netscape 
Communications  Corp.  shifted  gears. 
The  Web-browsei'  pioneer  said  it  would 
focus  instead  on  selling  more  expensive 
"server"  software  for  running  coiporate 
Web  sites. 

But  it  turns  out  Netscape  can't  es- 
cape the  browser  battle.  A  browser  may 
be  a  fi'eebie,  but  it's  strategically  cru- 
cial: A  hot  browser  brings  traffic 
to  the  Web  site  and 
spurs  sales  of  related 
sei-ver  softwai'e  and  oth- 
er Web  ware. 

That's  why  Netscape 
is  scrambling  to  stay 
ahead  in  the  browser 
wars.  It  is  championing 
a  scheme  called  meta  content  fi-amework 
(mcf)  that  would  let  PC  users  view  Web 
information  alongside  what's  stored  on 
their  pes,  just  as  Microsoft's  upcoming 
Windows  98  will  do.  "That  takes  a  lot  of 
sizzle  out  of  their  advantage,"  says 
Netscape  ceo  James  L.  Barksdale. 

And  to  capitalize  on  its  current 
browser  lead,  the  company  announced 
on  Sept.  3  that  it  will  turn  its  Web 
site,  netscape.com,  into  an  online  ser- 
vice, called  Netcenter.  It  will  offer 
news,  information,  online  purchasing, 
and  other  services  to  businesses.  The 
basic  service  is  free,  but  Netscape 
plans  to  charge  a  subscription  for  some 
portions  and  collect  ad  and  transaction 
fees. 

That  revenue  could  help  Netscape 
survive  a  prolonged  face-off  with  Mi- 
crosoft, which  can  easily  outspend  and 
underprice  its  rival  on  Web  software. 
The  software  giant  will  release  a  new 
version  of  its  Internet  Explorer  brows- 
er on  Sept.  80.  Early  next  year  comes 
Windows  98,  which  will  have  a  built-in 
browser.  Win98  will  come  standard  on 
millions  of  new  PCs. 

Says  Daniel  Rimer,  analyst  with 
Hambrecht  &  Qui.st:  "Windows  98  will 
refuel  the  browser  wars."  Gentlemen 
start  your  engines. 

By  Amy  E.  Cortese  in  Neu)  York, 
unth  Steve  Hamm  in  San  Francisco 
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PHARIVIACEUTICALS 

STILL  CHASING 
CHUBBIES 

Despite  setbacks,  the  search 
for  obesity  drugs  continues 

There  has  been  a  steady  diet  of  bad 
news  lately  for  the  millions  of  over- 
weight Americans  hoping  for  a  mir- 
acle dnig.  In  late  August,  two  top  med- 
ical journals  published  studies  indicating 
that  American  Home  Products  Corp.'s 
Redux  and  a  combination  of  phenter- 
mine  and  fenfluramine  (knowm  as  phen- 
fen)  may  cause  heart  disease  and  brain 
damage.  Then,  on  Aug.  28,  Roche  Hold- 
ing Ltd.  withdrew  its  application  for 
Food  &  Ding  Administration  approval 
of  its  oriistat  obesity  ding  to  look  into 
possible  links  with  breast  cancel". 

Is  the  dream  of  a  "magic  bullet"  that 
can  melt  fat  destined  to  remain  a  fan- 


tasy? Not  if  the  world's  dn 
makers  have  their  way.  They 
still  pouring  hundreds  of  milUc 
of  dollars  into  developing  obes 
treatments — ranging  from  cher 
cals  that  make  people  feel  full 
drugs  that  control  the  genes 
volved  in  weight  gain. 

All  these  efforts  are  aimed 
giving  drugmakers  a  bigger  chu 
of  the  $33  billion  a  year  Ame 
cans  spend  on  weight  loss  pre 
I  ^  ucts  and  services.  The  marli 
shows  no  sign  of  shmming  do\ 
II       A  study  by  the  Centers  for 
^    ease  Control  found  that  the  nu 
ber  of  obese  Americans — the 
20%  to  30%  heavier  than  their  i( 
al  weight — increased  from  25% 
the  adult  population  to  33%  betwe 
1980  and  1991.  "We  think  this  is  a  bloc 
buster  drug  category,"  says  Mehta 
Isaly  analyst  Carl  L.  Gordon. 

The  obesity  drugs  already  availal 
prove  his  point.  Sales  of  phen-fen,  whc 
component  dnigs  were  approved  yea 
ago,  and  Redux,  launched  in  June,  19i 
totaled  $400  million  last  year.  Roc 
hoped  to  have  similar  success  with  oi 
Stat  before  the  possible  breast-canc 
link  suifaced.  And  oriistat  is  not  go 
forever.  "I  think  oriistat  will  be  ba( 
and  it  will  be  a  reasonably  good  trei 
ment,"  says  Dr.  Michael  D.  Myers, 
independent  obesity  specialist  in  L 
Alamitos,  Calif. 
GUT  REACTION.  Medical  experts  are  al 
optiinistic  about  sibuti-amine,  a  product 
BASF  Group  subsidiary  Knoll  Pharn 
ceuticals.  The  drug,  to  be  brand 
Meridia,  tai'gets  the  same  brain  chemics 
as  phen-fen  but  in  a  different  mann 
and  is  in  the  final  stages  of  fda  approv 
Other  new  dings  focus  on  more  sp 
cific  factors  in  weight  gain.  "The  gene 
al  principle  is  that  the  closer  you  get 
the  cause  of  obesity,  the  better  off  y 


FAT  FIGHT  Some  obesity  treatments  currently  in  development 


ORIISTAT 

Roche  Holding  Ltd. 

SIBUTRAMINE 

BASF  Group 

LEPTIN 

Amgen 

NEUROPEPTIDE-Y 
ANTAGONIST 

Neurogen  and  Pfizer  Inc. 


Blocks  absorption  of  fats  in  food.  Studies  show  weight  loss  of  uf 
to  10%  after  two  years.  FDA  application  withdrawn  in  August  to 
conduct  research  into  possible  breast  cancer  link. 

Increases  brain  levels  of  serotonin  and  norepinephrine,  two 
chemicals  that  suppress  appetite.  Waiting  for  FDA  approval. 


Cloned  form  of  the  human  protein  produced  by  the  obese  gene,  i 
reduces  appetite  and  speeds  metabolism.  In  early  clinical  trials. 

Blocks  a  potent  brain  chemical  that  promotes  feeding  behavior. 
In  early  clinical  trials. 
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Visualize  your  business'" 


You  understand  the  power  of  communicating  ideas  graphically. 
And  the  right  tool  makes  complex  ideas  clear  to  everyone  in  your 
organization.  The  wrong  tool  leaves  too  much  to  interpretation.  Because 
Visio*  Standard  5.0  offers  a  complete  toolbox  with  over  1,300 
SmartShapes*'  symbols,  you  can  be  sure  your  ideas  are  expressed  succinctly 
whether  you  use  flowcharts,  project  timelines  or  any  business  diagram.  And 
since  Visio  technology  seamlessly  integrates  with  the  Microsoft  Office 
environment  you  already  know,  you'll  be  able  to  represent  the  information  that  descnbes  your  business  in 
less  time  than  you  can  say  "org  chart."  Want  to  share  the  drawing  with  the  rest  of  your  team  or  branch  offices 
around  the  world?  Just  email  the  Visio  drawing  or  post  it  on  your  intranet  site  and  everyone  will  be  on  the 
same  page.  To  find  out  how  you  can  dynamically  communicate  throughout  your  organization  with  Visio 
Standard  5.0  and  other  Visio  products,  call  1 -800-24-\/ISIO  ext.  A025  or  visit  www.visio.com/standard. 
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MsfkelingQiagta;';;  -  Flowcharts  CfaChant  pice'.  Pisgrami 


News:  Analysis  &  Commentary 


are"  in  avoiding  side  effects,  says  Dr. 
Jules  Hirsch,  head  of  Rockefeller  Uni- 
versity's Laboratoiy  of  Human  Behavior 
&  Metabolism.  Among  those  under  de- 
velopment: beta-8  adrenergic  agonists 
that  increase  fat  burning,  hoiTnones  that 
tell  the  brain  when  a  person  is  full,  and 
neuropeptide-Y  antagonists  that  block 
the  chemical  that  encourages  eating. 
Then  there  are  treatments  that  go 


right  to  the  heart  of  the  matter:  the 
genes  that  affect  weight  control.  Amgen 
and  others  are  developing  such  treat- 
ments, but  they  are  in  early  stages. 

Whatever  the  approach,  diet  dinags 
present  regulatoiy  problems.  One  reason 
the  market  is  so  big  is  that  despite  po- 
tentially serious  side  effects,  such  drugs 
are  regularly  taken  by  people  only 
slightly  overweight — though  they  are 


only  approved  for  the  truly  obes 
That's  why  the  fda  is  heightening  i 
vigilance  over  diet  drugs  and  revisir 
guidelines  for  obesity-drug  approval 
Meanwhile,  as  the  fda  reviews  ne 
remedies,  overweight  Americans  eg 
count  on  only  one  sure  cure:  burnir 
more  calories  than  they  consume. 

By  Catherine  Aryist  in  New  Yor, 
with  John  Carey  in  Washington 


COMMENTARY 


By  Mike  McNamee 

THE  LAST  THING  THE  IRS  NEEDS  IS  MORE  BOSSES 


Can  anyone  put  the  "service" 
back  in  the  Internal  Rev- 
enue Service?  Congress  and 
the  Clinton  Administration  are 
ready  to  try.  Armed  with  Ti'ea- 
sury  Dept.  studies  and  a  con- 
gressional panel's  advice,  both 
ends  of  Pennsylvania  Avenue  are 
rallying  behind  reforms  that 
could  help  bring  the  irs's  per- 
formance up  to  that  of,  say, 
an  average  bank. 

With  those  worthwhile 
proposals,  however,  comes 
one  tmly  bad  idea:  Con- 
gress' notion  of  putting  a 
board,  dominated  by  cor- 
porate executives,  in  charge 
of  the  tax  agency.  This  is  the 
last  vestige  of  a  gop  push  to 
"privatize"  the  IRS  by  farming 
out  tax  collection  to  private 
companies.  Saner  heads  have 
scaled  back  the  privatization 
plan.  But  the  board  idea  enjoys 
enough  support  on  Capitol  Hill  to  set 
up  a  veto  showdown  with  President 
Clinton.  Badly  needed  iRS  reform 
shouldn't  fall  victim  to  a  pointless 
battle  over  who  oversees  the  agency. 
ARM'S  LENGTH.  The  iRS's  woes  have 
theii-  roots  in  a  common  Washington 
problem  of  too  much  oversight,  not 
enough  supervision.  Seven  Capitol 
Hill  panels  now  micromanage  the  iRS 
budget  and  send  mixed  signals:  Catch 
tax  cheats,  but  be  nice.  The  Tr-easury 
Secretary  should  set  clear  directions. 
For  decades,  however.  Treasury  chiefs 
have  held  the  iRS  at  aiTns  length. 

Advocates  say  the  proposed  iRS 
board  is  the  only  solution.  Senator 
Bob  Kerrey  (D-Neb.)  and  Represen- 
tative Rob  Portman  (R-Ohio),  co- 
chairs  of  the  National  Commission  on 
Restructuring  the  iRS,  want  the 
President  to  name  seven  directors 


AT  YOUR  SERVICE? 

Corporate  execs  on  the  IRS  board 
would  approve  the  budget,  hire 
the  chief-and  possibly  become 
captives  of  their  minions 

fi"om  the  private  sector.  With  the 
Treasury  Secretary  and  the  head  of 
the  IRS  employees'  union,  these  di- 
rectors would  hire  the  iRS  commis- 
sioner, set  the  budget,  and  ensure 
that  tax  processing  is  up  to  date. 

But  the  idea  won't  work.  Even  in 
Corporate  America,  directors  often 
become  captives  of  the  executives 
they're  supposed  to  supervise.  Part- 
time  IRS  directors  would  also  have 
little  hope  of  peneti'ating  the 
agency's  labyiinths. 

Instead,  reforms  should  pin  tax-col- 


lection responsibihty  on  elected  offi- 
cials. Congress  should  adopt  the  com- 
mission's proposal  to  consoUdate  its 
seven  iRS  oversight  panels  into 
one  supercommittee.  It  should 
set  clear  priorities  and  haul 
the  Tr'easury  Secretary  up  to 
Capitol  Hill  at  least  twice  a 
year  to  account  for  the  agency's 
peiformance. 

CLEANING  HOUSE.  Belatedly,  Trea- 
suiy  Secretary  Robert  E.  Rubin  and 
his  deputy,  Lawrence  H.  Summers, 
have  started  to  take  on  that  re- 
sponsibility. They  agi'ee  with 
many  of  the  proposals  of  the  re- 
stinctiuing  panel,  such  as  giving 
the  IRS  commissioner  a  fixed 
five-year  term.  Chnton  has  al- 
ready picked  a  new  commission- 
er— Charles  0.  Rosotti,  chaimian 
of  American  Management  Systems 
Inc.  of  Fairfax,  Va. — who  brings 
management  expertise  to  the 
agency.  Once  in  olSce,  one  would 
hope,  a  commissioner  should  also 
have  the  powder  to  show-  the  door  to 
hidebound  bureaucrats. 

The  IRS  must  continue  to  recruit 
private  experts  to  rescue  its  troubled 
computer  systems.  The  panel's  goal 
for  electronic  filing — 50%  of  returns 
by  2007 — should  be  pushed  harder. 
And  Congi'ess  should  ante  up  a 
multiyear  budget  for  iRS  moderniza- 
tion. What  the  lawmakers  shouldn't 
do  is  risk  all  their  good  work  on  re- 
forms in  a  turf  battle.  Rubin  and 
Summers  say  they  can  lift  the  iRS 
ft'om  its  woeftd  state  if  Congress 
gives  them  the  tools.  That's  where 
the  job  belongs — not  in  the  hands  of 
anonymous  appointees  from  Coi-po- 
rate  America. 

McNamee  covers  the  iRS  from 
Washington. 
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How  Come? 

You  may  not  care  about  square  footage  or  a  driveway  that  dou- 
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SMOKE  EM  IF  YOU 
CAN  AFFORD  EM 

TOBACCO   COMPANIES  ARE 

already  starting  to  pad  their 
war  chests  in  anticipation  of 
possible  approval  of  the 
$368.5  billion  national  tobacco 
settlement.  On  Sept.  2,  major 
players  in  the  industry  raised 
wholesale  cigarette  prices  by 
7g  a  pack  or  roughly  7%  for 
premium  cigarettes.  The  hike 
is  expected  to  help  cover  the 
costs  of  the  statewide  settle- 
ments in  Mississippi  and 
F'lorida.  It  is  also  calibrated  to 
head  off  hoarding  by  whole- 
salers and  ease  consumers 
into  paying  more,  says  Mor- 
gan Stanley  Dean  Witter  Dis- 
cover tobacco  analyst  David 
Adelman.  But  the  latest  hike 
is  just  a  start,  he  says:  If  the 
.settlement  is  passed,  Adel- 


CLOSING  BELL 


INN  TROUBLE 

Ever  since  hotel  chain  Double- 
tree lost  Renaissance  to  Mar- 
riott last  February,  Wall  Street 
has  expected  a  new  deal.  And 
on  Aug.  29,  Doubletree  stock 
rose  8.4%,  to  50,  on  specula- 
tion it  would  make  an  acquisi- 
tion. But  on  Sept.  2,  when 
Doubletree  said  it  was  merg- 
ing with  Promus,  the  well- 
regarded  franchiser  of  Em- 
bassy Suites  and  Hampton 
Inns,  the  stock  fell  10.3%,  to 
44K  Says  a  consultant  who 
figures  Doubletree  paid  a  pre- 
mium price:  "The  price  reflects 
that  Promus  did  not  need  this 
deal  like  Doubletree  did." 
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man  predicts  the  companies 
would  need  to  raise  prices  by 
an  additional  33c  a  pack  to 
cover  initial  costs  of  the  set- 
tlement and  40(Z  a  pack  more 
over  the  next  five  years. 


DOES  GATEWAY 
HAVE  A  MAP? 

FOR  THE  SECOND  QUARTER 

in  a  row,  Gateway  2000  is 
warning  that  profits  will  be 
lower  than  expected.  The  PC 
maker,  which  had  been  fore- 
cast to  earn  47(2  a  share  in 
the  third  cjuarter,  says  oper- 
ating income  will  be  "mar- 
ginal" and  the  company  will 
take  a  special  charge  for 
investments  in  information 
systems.  Chairman  and  ceo 
Ted  Waitt  says  the  company 
is  taking  steps  to  "get  our 
business  back  on  track."  But 
analysts  wonder  whether 
Gateway  can  regain  its  foot- 
ing under  pressure  from 
both  Dell  Computer  and 
Compaq. 

RENTACAR, 
BUY  SOME  SHARES 

the  synergy  between 
rental  cars  and  mutual  funds 
is  hardly  obvious.  Except, 
that  is,  to  Henry  Silverman, 
chairman  and  CKO  of  HFS,  a 
leading  franchiser  of  hotels, 
residential  real  estate  bro- 
kerages, and  car-rental  ser- 
vices. On  Aug.  27,  HFS 
announced  it  was  starting  a 
family  of  mutual  funds 
through  a  joint  venture.  Sil- 
verman says  it's  part  of  a 
plan  to  sell  millions  of  baby 
boomer  customers  travel, 
real  estate,  and  financial  ser- 
vices— in  part  by  using  the 
database  from  his  existing 
businesses  to  find  prospects 
for  his  new  funds. 


ARGO  TRAVELS 

THE  WORLD  

ARCO  PRESIDENT  MIKE  BOWLIN 

is    making    good    on  his 


HEADLINER:  STEVE  JOBS 


FIRST.  LET'S  KILL  ALL  THE  CLONES 


Steven  Jobs  is  taking  Ap- 
ple Computer  back  to  its 
roots.  His  latest  step:  rein- 
ing in  Apple's  troubled 
hcensing  progi'am 
for  Macintosh 
clones.  On  Sept. 
2,  he  announced 
a  deal  to  buy 
up  the  Mac-re- 
lated assets  of 
Apple's  No.  1 
doner.  Power 
Computing,  for  $100 
million.  Power  Computing- 
had  surged  to  $400  miUion 
in  annual  revenues,  but, 
says  Jobs,  99%  of  its  cus- 
tomers were  plucked  from 
Apple's  base. 

Even  the  cannibalization 
would  have  been  0.  K.,  Jobs 
maintains,  if  Apple  had 
earned  more  from  licensing. 
But  the  fees  "don't  come 


close"  to  covering  engineer 
ing  and  marketing  costs,  he 
says.  Without  kilhng  off  the 
clone  program,  "Apple 
would  have  a  very 
hard  time  retum 
ing  to  profitabili- 
ty, and  it  would 
drag  down  the 
whole  Mac 
ecosystem." 
Apple's  move 
leaves  remaining 
licensees,  including 
Umax  and  Motorola,  in  the 
lurch.  They  hkely  won't  re- 
ceive rights  to  future  Apple 
technology.  "They're  not  all 
happy,"  Jobs  admits. 

But  Power  Computing 
isn't  looking  back:  On  Sept. 
8,  the  company  is  scheduled 
to  announce  its  first  Intel 
based  pes. 

By  Andy  Reinfmrd 


promise  to  push  Arco  pro- 
duction from  its  Alaskan 
stronghold  into  internation- 
al markets.  The  Los  Ange- 
les-based oil  company  will 
spend  $1  billion  to  develop 
a  massive  Indonesian  natur- 
al-gas field.  That  comes  on 
top  of  investments  in  gas 
fields  in  the  South  China  Sea 
and  an  equity  stake  in  the 
Russian  oil  company  Lukoil 
in  the  last  year.  The  size  of 
the  Indonesia  project,  which 
includes  a  liquefaction  plant 
to  be  built  by  the  state- 
owned  Pertamina  oil  and  gas 
company,  could  eventually 
reach  nearly  $3  billion. 

SPEED  THE  CHIP 

AT  DIGITAL  

DIGITAL  EQUIPMENT  ON  SEPT. 

2  introduced  a  faster  version 
of  its  StrongAR.M  computer 
chip,  aimed  at  handheld  Pes 
and  "smart"  cellular  phones 
that  can  send  and  receive  E- 
mail.  The  chip  can  run  pro- 


grams as  fast  as  many  des 
top  PCs  today  but  draws  i 
power  from  two  AA  batte 
ies,  which  can  last  up  to  s 
weeks.  Digital  says.  Canac 
an  phone  giant  Northei 
Telecom  plans  a  "smar 
phone  using  the  chip.  App 
Computer  used  an  earli' 
version  of  StrongARM  in  tl 
Newton  "personal  digit 
assistant."  Analysts  say  tl 
StrongARM  chip  could  ac 
about  $50  million  in  gro 
profit  to  Digital's  botto  ^ 
line  in  fiscal  1998. 

ETCETERA... 


■  TCI  and  Time  Warner  w 
swap  or  jointly  own  cable  sy 
tems  with  2  million  customei 

■  Greyhound  Canada  Ti-an 
portation  will  ground  its  di 
count  airline  on  Sept.  21. 

■  Hoping  its  shares  gi 
scooped  up:  Friendly's 
planning  to  go  public. 

■  Computer  Products  is  bu, 
ing  rival  Zytec  for  rough 
$500  million. 


new  Philips  lets  you  save  your  world.  Store  your  data, 

d,  videos,  pictures,  drawings,  files.  You  name  it  —  and  you  can  save  it  on  a  650  MB 

 CompaCT  Disc.  Plus  die  disc  that  you  create 

A  ^      can  work  on  CD-ROM  or  D\T)-R6m  drives. 

,      ^       The  Philips  CD-ReWritable  Drive  is  affordable 
too.  Now  send  CDs  ot  things  that  matter  to 
people  who  matter  to  you.  For  more  information: 

not  imfcnded  far  the  unlawful  copying  of  copyrighted  matenal. 


Nobody  has  more 
Fortune  100  customer^ 
Maybe  that  s  because 
we  don't  lose  them  to! 
deadly  viruses. 


i  TMfiimiiirttifi 


Attack  by  computer  viruses  is  the  number 
one  security  threat  to  corporate  networks. 
And  the  number  one  choice  to  thwart  that 
threat  is  McAfee.  Why?  Maybe  it's  because 
when  you  trust  your  network  to  us,  you 
get  100%  virus  protection. 


PROTECTION  FROM  VIRUSES 
THAT  DON'T  EVEN  EXIST  YET 


BLOCKS  EVERY  POINT  OF  ENTRY 

Or  maybe  it's  because  McAfee 
Total  Virus  Defense  (TVD) 
Suite  protects  your  network 
at  all  points  of  entry — the 
client,  server  and  internet 


Or  maybe  it's  because  all  McAfee  anti-virus 
products  inchide  support  from  A\'ERT.  our 
Anti-Virus  Emergency  Response  Team.  With 
research  centers  worldwide,  you  get  online 
support  24  hours  a  day — plus  daily  virus 
updates.  Also,  our  unique  SecureCast 
feature  automatically  pushes  updates 
and  alerts  directly  to  your  PC 
to  protect  you  from  the  latest  virus 
^       R       U I  R  £/  S      strains— like  the  new  Office97 


macro  viruses. 


gateway.  It  sniffs  out  viruses  and  hostile 
applets  on  their  way  in  from  the  internet 
and  also  protects  servers  and  PCs  inside  the 
firewall.  And  by  adding  bulletproof  cUent 
and  server  encryption,  authentication  and 
firewall  software,  T\'D  keeps  the  wrong 
people  away  from  your  data. 


Given  all  that,  it's  no  wonder  80%  of  the 
Fortune  100  rely  on  McAfee 
for  network  security.  The 


,  ■         I         1    ■       1  McAfee.  The  choice 

big  question,  though,  is  why      of  corporate  America. 

would  the  other  20%  go  with  anyone  else? 
For  more  information,  call  1-800-332-9966, 
department  1920. 


McAfee 


Network  Security  &  Maruigen 
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AL  GORE:  THE  BOY  SCOUT 

WHO  WASN'T  PREPARED  FOR  DONORGATE 


It's  Al  Gore's  political  nightmai'e.  A  30-second  attack  ad:  Pic- 
tures of  a  Buddhist  temple.  Nuns  who've  taken  a  vow  of 
poverty.  Stacks  of  dollar  bills  changing  hands.  A  gi'ainy 
photograph  of  Gore  on  a  White  House  phone  dialing  for 
campaign  dough. 

Wake  up,  Al.  Today,  the  Vice-President  is  the  prohibitive 
favorite  for  the  2000  Democratic  Presidential  nomination. 
But  he  has  a  gi'owing  political  problem  called  Donorgate. 
Continuing  revelations  about  his  role  in  the  1996  campaign 
dollar  chase  cast  doubts  on  his  credibility,  which  has  been  the 
hallmark  of  the  Beltway  Boy  Scout.  "Al 
Gore  has  always  been  Mr.  Clean,"  says 
Democratic  consultant  Ted  Van  Dyk,  once 
an  aide  to  Vice-President  Hubert  H. 
Humphrey.  "He's  in  danger  unless  he 
breaks  out  of  this." 

WORD  GAMES.  But  the  pressure  on  Gore 
will  only  intensify  in  coming  weeks.  On 
Sept.  4,  the  Senate  Governmental  Affau's 
Committee  planned  to  start  shining  the 
hot  hghts  on  him  as  Donorgate  heanngs 
resumed.  Chairman  Fred  Thompson  (R- 
Tenn.) — who  occupies  Gore's  old  Senate 
seat  and  could  be  a  Wliite  House  rival  in 
2000 — is  focusing  on  an  Apnl,  1996,  fund- 
raiser Gore  attended  at  the  Hsi  Lai  Bud- 
dhist  temple  near  Los  Angeles.  Why?  For  one  thing,  improp- 
er donations  were  collected  there.  For  another.  Gore's 
explanations  about  the  event  have  been  as  shppeiy  as  a  Ten- 
nessee snail  daiter:  At  first,  he  called  it  a  "community  event." 
But  following  disclosiu'es  that  some  staffers  assumed  it  was  a 
fund-raiser.  Gore  said  liis  attendance  was  an  innocent  mistake. 

A  staff  mistake.  And  not  the  only  one.  Indeed,  some  party 
loyalists  believe  Gore's  trouble  stems  from  surrounding  him- 
self wath  blunder-prone  aides.  The  result  has  been  a  string  of 
embaiTassments  that  has  forced  him  to  pi'ofess  his  innocence 
of  any  wrongdoing  by  blaming  staff  screw-ups. 


BAD  KARMA: 


But  using  aides  as  scapegoats  may  not  protect  Gore  wh( 
it  comes  to  the  fimd-raising  calls  that  he  made  from  his  ofB( 
in  the  Wliite  House  complex.  At  fh-st,  the  Vice-Pi'esident  sa 
he  made  "calls  on  a  few  occasions"  using  a  Democratic  N 
tional  Committee  credit  card.  Then,  he  said  it  was  a  Clintoi 
Gore  campaign  credit  card.  In  August,  he  reimbursed  tl 
government  for  making  some  calls  without  any  credit  car 
And  the  few  calls  gi-ew  to  86.  Also,  Gore  might  have  run  afo 
of  laws  barring  campaign  activity  on  government  propert 
Aides  have  said  his  solicitations  were  not  improper  because  I 
was  raising  money  for  the  Democratic  Pa 
ty.  But  now  Gore  faces  revelations  th, 
some  of  the  money  he  pried  from  done: 
went  into  the  Clinton-Gore  campaign  kitt 
In  the  face  of  all  this,  Repuiihcans  ar 
good-government  gi'oups  ai-e  pushing  ane 
for  Attorney  Genei'al  Janet  Reno  to  nair 
an  independent  counsel  to  probe  campaigi 
finance  abuses.  On  Sept.  3,  the  Justic 
Dept.  took  the  first  step  toward  decidin 
whether  to  do  just  that.  "There's  a  clea 
cut  case  for  a  prosecution  of  Gore,"  saj 
Charles  Lewis  of  the  Center  for  Publ 
Integinty.  "In  Washington,  they  call  it  spi 
In  other  places,  we  call  that  lying." 
Gore  backers  shing  off  the  scandal,  sa; 
ing  it  has  been  blown  out  of  proportion  and  will  fade.  "TI 
charges  against  him  are  so  minor,  and  the  economy  is  s 
strong,"  points  out  Democratic  consultant  Jennifer  Laszlo 
But  neutral  obser-vers  aren't  so  sure.  Independent  poUstf 
John  Zogby  notes  that  Gore's  commanding  lead  over  h: 
2000  rivals  skrinks  whenever  Donorgate  gets  a  lot  of  ni 
tional  media  sciutiny.  "And  you  can  be  sure  there  will  be  a  k 
of  sciutiny  going  into  2000,"  says  Zogby.  "It's  definitely  hur 
ing  him."  If  Al  Gore  can't  contain  this  political  nightmare,  h 
may  wake  up  screaming  in  three  years. 

By  Richard  S.  Dunhai 


at  the  temple 


CAPITAL  WRAPUP 


ROAD  WARRIORS  ON  THE  HILL 

►  All  summer,  members  of  Congress 
bragged  about  balancing  the  budget. 
Now  that  they're  back  in  Washington, 
what's  on  their  minds?  Spending  a  ton 
of  money,  especially  for  roads.  But 
unlike  the  partisan  budget  squab- 
bling, region  will  fight  region  as  Con- 
gress writes  a  new  transportation  bill 
to  replace  an  expiring  1991  law.  The 
Northeast — a  big  winner  six  years 
ago— stands  to  lose  out  to  the  South, 
which  got  short-changed  in  '91  but 
has  gained  great  political  clout  since. 


First,  Congress  must  decide  how 
much  money  to  distribute.  House 
Ti'ansportation  Committee  Chainnan 
Bud  Shuster  (R-Pa.)  is  bucking  his 
party's  leaders  with  a  plan  to  spend  up 
to  $86  billion  through  2000— billions 
more  than  the  budget  deal  allows.  But 
Shuster  says  he  can  exceed  the  ceiling. 
How?  Last  spring,  he  got  Congi'ess  to 
shift  4.3(2  of  the  gas  tax  to  the  high- 
way tnist  fund.  Shuster  says  that  ex- 
tra $6  billion  a  year  can  fund  his  ambi- 
tious agenda.  Still,  House  deficit  hawks 
vow  to  trim  his  bill.  And  Senate  Envi- 
ronment &  Public  Works  Committee 


Chairman  John  H.  Chafee  (R-R.I.)  will 
try  to  stick  to  the  budget  target. 

Deciding  the  size  of  the  pie  may 
prove  easier  than  slicing  it.  In  the  end, 
Shuster  will  satisfy  his  Dixie  bosses. 
But  the  regional  fight  will  be  ugher  in 
the  Senate,  where  Chafee  is  at  odds 
with  both  parties  over  splitting  the 
loot.  The  tiff  could  dominate  the  ses- 
sion's last  weeks,  maybe  stalling  a  law 
until  next  year  But  soon  enough,  all 
those  budget  balancers  will  have  bil- 
lions in  road  projects  to  bring  home — 
and  something  new  to  crow  about. 

By  Howard  Gleckman 


They  Can  Take  Better  Care 
Of  Their  Patients. 

Because  We  Take  Care  Of 
Their  Financial  Security. 


Practicing  the  science  of 
medicine  leaves  precious 
little  time  for  a  doctor 
to  do  anything  else.  That's 
why  so  many  medical  professionals  and  millions 
of  other  Americans  rely  on  us  for  help  with  their 
financial  security.  We're  American  General, 
one  of  the  largest  providers  of  retirement  services, 
life  insurance,  and  consumer  loans.  A  corporation 
with  $77  billion  in  assets  and  $6.7  billion  in 
shareholders'  equity.  By  doing  what  we  do  best, 
we're  helping  people  do  what  they  do  best. 


Helping  12  million  Americans  do  better  financially. 

Retirement  Services  •  Life  Insurance  •  Consumer  Finance 

American  General  Life  •  American  General  Life  anci  Accident  •  Franklin  Life  •  Linited  States 
All  American  Life  •  Old  Line  Life  •  USLIFE  Credit  Life  •  American  General  Life  of  New  York 
American  General  Finance  'VALIC  •  American  General  Securities  Incorporated 


For  information,  visit  www.agc.com  or  call  1  (800)  AGC  -  1111 
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FINALLY,  A  BUSINESS  NEWS  SMO' 


THAT  FEELS  LIKE  BUSINESS.  INTRKSUF 


Stories  of  immense  power,  fortune  and  risk.  Stories  brought  to  life  like  never 
before  -  from  the  perspective  of  the  people  behind  them.  Join  host  Sheilah 
Kast  for  TV's  most  compelling,  in-depth  business  news  analysis.  Watch  for 
"This  Week  in  Business"  on  public  television. 


Produced  by  WETA/Washington,  D.C,  in  association  with  BUSilieSSWeek 


Fhe  1998  Business  Week  Planner. 

[  It  does  everything  but  ask  for  a  raise.  ] 


There  is  nothing  more  valuable  to  the  business- 
Derson  than  a  dependable  personal  assistant.  The  1998 
Business  Week  Planners  are  just  that.  In  addition  to 
1  spacious  13-month  calendar,  ^ 
hese  elegant  desk  &  pocket 
planners  contain  vital  informa- 
aon  like  international  dialing 
:odes,  time  conversion  charts, 
world  holidays,  important  toll 
firee  numbers  and  more. 

The  desk  planner  even  comes 
mth  a  32-page,  four-color 
kvorld  atlas,  detailed  informa- 


tion about  39  U.S.  and  foreign  cities,  a  wine  vintage 
guide,  plus  many  other  valuable  features. 
The  1998  Business  Week  Planners  are  excellent 
examples  of  fine  bookbinding 
craftmanship  and  are  available 
in  classic  black  or  deep,  rich 
burgundy,  separately  or  in 
matching  skived  leather  sets. 
Call  today  and  take  advantage 
of  this  special  rate:  25%  off  the 
regular  price.  Order  your  1998 
Business  Week  Planners  now. 


USA  Credit  card  holders  may  call 
TOLL-FREE  800-553-3575 

Ask  for  Dept  BC48 

We  honor  AmEx/Diners/Visa/MasterCard 


Materials  and  worknianslilp  fully 
guaranteed  or  your  money  back. 


For  customization  options  and  special  discounts  on  larger  quantities  call  Amanda  Kane  at  201-461-0040,  or  fax  to  201-461 


Name  (Mr/Mrs/Ms) . 

Company  

Address  


City 


Zip/Postcode  . 
Job  Title  


_State/Country  _ 
 ^Tel. 


□  Send  me  your  color  brochure  and  information  on  quantity 
discounts  and  customization  options. 


Item 

Code 

Regular 

Your  Pnce 

(iantity 

Total  US$ 

Black  Desk  &  Pocket  Planner  Set 

BA/210 

UB$4a95 

LG$3675 

Black  Desk  Planner 

BA0O7 

IS3495 

US$2625 

Black  Pocket  Planner 

BMA 

l£$1735 

UB$1350 

Burgundy  Desk  &  Pocket  Planner  Set 

mz6 

LBwass 

UB$3675 

Burgundy  Desk  Ranner 

l£$3495 

UB$2525 

Burgundy  Pocket  Wanner 

a^eis 

LB$1795 

UB$1350 

Pnces  include  delivery  by  surface  mail  but 
do  not  include  kxal  duties  or  taxes.  Delivery 
conmences  r  September  1 997. 

Personalization  US$4.75  per  item 

Handing/Packing  (USA)  US$2.50  pa  item 

Handing/Packing  (ex.  USA)  US$4.7S  per  Item 

N  J.  Residents  add  6%  Sales  Tax 

TDTALUSS 

Full  name  for  blocking. 


Clip  coupon  and  mail  check  to  BUSINESS  WEEK  PLANNER,  Dept.  BC48 
PC.  Box  1597,  Fort  Lee,  NJ  07024,  USA  or  Fax  201-461-9808 


□  Check  enclosed  payable  to  "Business  Week  Ranner" 

□  Bill  my  (jDmpany  (Purchase  Oder  &  (iimpany  letterhead  enclosed) 

□  Charge  to         □  Anfx         □  Diners  Club         □  ysa 

Card  No  


□  MasterCard 


Expiration  Date  _ 


.  Sgnature. 


International  Business 


Alois  H(/iL;l  unii't  pirk  tht'  sliiiiv 
new  Mercedes  slk  convertible  he 
ordered  months  ago  until  Oct.  25. 
But  the  39-year-old  Bavarian  lock- 
smith is  ah'eady  advertising  in  a  Munich 
paper  to  sell  the  supercharged,  $40,000 
roadster.  Buyers  have  offered  $3,300 
over  list  price  for  the  model,  which  is 
sold  out  until  2000,  but  Heigl  thinks  he 
may  get  $8,000.  With  such  tempting 
profits,  he  says,  "you  think  pretty  hard 


about  selling." 

Germany's 
carmakers  are 
back  with  a  ven- 
geance. Slimmer 
and  savvier, 
they've  rebound- 
ed from  humili- 
ating setbacks 
against  Japanese  competitors  in  the  ear- 
ly 1990s.  They  are  cranking  out  hot 
products  from'  the  $40,000  Mercedes- 
Benz  M-Class  sport-utility  to  the  sexy 
new  $62,000  Porsche  911  Cairera  and 


V0LKSWA6ENG0LF 


$13,500 

A  U.S.  launch  of 
t  his  world-beater 
is  scheduled  for 
the  fall  of  1998 


lilt'  lalL'st  generation  (jf 
Volkswagen's  $13,500  Golf. 
Helped  by  the  weak  mark, 
they're  coining  profits.  "[The 
Germans]  are  a  dynamic, 
resiu'gent  force  in  the  world 
auto  industry,"  says  Nick 
Snee,  a  J.  P.  Morgan  Seciui- 
ties  Ltd.  analyst  in  London. 

As  industry  brass  gather 
for  Em'ope's  lai'gest  auto  show-  in  Franlv- 
fiul  in  early  September,  they  will  finally 
have  something  to  shout  about.  The  na- 
tion's biggest  exporters — accounting  for 
18%  of  all  exports — ^they  ai-e  at  the  lead- 
ing edge  of  GeiTnany's  makeover  as  a 
manufacturing  base.  They  have 
made  factories  more  efficient  by 
hammering  through  flexible 
work  niles  and  adopting  lean- 
production  techniques  (box), 
and  they  have  slashed  costs  by 
trimming  woi'kforces  and  engi- 
neering i)arts  out  of  new  products. 
"TEMPORARY  ADVANTAGE."  Now,  the  re- 
sults are  showing.  Car  exports  jumped 
8%  through  July,  aftei'  last 
year's  7%  gain.  Carmak 
ers  and  parts  suppliers 
are  scrambling  to 
cope.  Some  can- 
celed vacation-time 
plant  closures.  And 
the  industiy  is  hii- 
ing  again — adding 
17,000  new  work- 
ers so  far  thi- 
year.  Even  General 
Motors  Corp.'s 


BMW  Z3  ROADSTER 


$30,000 

The  Z3s  are  selling 
so  well  that  BMW  is 

thinking  about 
ex])anding  capacit}^ 


Adam  Opel  unit,  which 
stumbled  in  Europe  beca 
of  aging  models,  is  growi: 
in  Eastern  Europe  and  Ai 
DRi/McGraw-Hill,  an  econo; 
ic  consultancy,  estimates  th| 
German  brands  will  gi-ab  li 
of  the  38.5  million  unit  woi 
market  in  1999,  up  from  1{ 
in  1993. 

But  Gennan  cannakers  can't  afiord 
let  up.  Even  with  recent  gains,  th 
still  lag  top-flight  Japanese  coimteipar 
A  study  by  the  Economist  Intelligen 
Unit  consultancy  rates  Nissan  Mot 
Co.'s  plant  in  Sunderland,  England, 
the  most  efficient  in  Europe.  Its  woi 
ers  make  73  cars  each  per  year,  vs.  k 
than  29  by  those  at  vw's  main  Wol 
burg  plant.  Despite  Mercedes'  reput 
tion,  Japanese  makers  such  as  Toyc 
Motor  Corp.  and  Honda  Motor  Co 
peatedly  beat  it  in  J.  D.  Power  &  Ass 
dates  Inc.  quality  ratings.  "The  temj 
rary  advantage  [the  Germans]  have 
products  will  not  last,"  wanis  Daniel 
Jones,  an  auto  special 
at  Wales's  University 
Cardiff. 


IS 


i 


$40,000 

Mercedes  can 
build  these 

sport-utilities 
fast  enough 


The  fii'st  serious  test  will  come  the 
!Xt  time  the  cychcal  auto  industry  hits 
thin  patch.  It  could  follow  a  stock- 
arket  downturn  that  prompts  free- 
ending  yuppies  to  close  theu-  wallets, 
ready,  the  meltdown  in  Asian  financial 
arkets  threatens  the  carmakers'  am- 
tious  gi-owlh  strategies  in  the  i-egion. 
Trouble  is  that  German  cost  levels 
e  still  punishingly  high.  Even  with 
e  weaker  mark,  wages  are  among  the 
eepest  in  the  world.  German  auto- 
)rkers  earn  an  average  $35  an  hour, 
eluding  benefits,  vs.  $21.50  in  the  U.  S. 
d  $15.50  in  Italy,  according  to  the 
;rman  Automobile  Manufacturers 
5sn.  High  taxes  and  the  nation's  thick- 
of  regulations  add  to  costs,  too. 
HON  CONCESSIONS.  That's  why  Ger- 
in  engineers  are  under  constant  pres- 
re  to  spawn  more  product  innova- 
ms.  Mercedes'  $17,000  A-Class  model, 
r  example,  is  the  luxiuy  brand's  fii"st 
try  ever  into  the  small-car  market, 
le  size  of  a  vw  Golf,  the  cai-  is  choek- 
11  of  safety  features,  including  a  imique 
assis  design  that  guides  the  engine 
ider  the  passenger  compartment  in  a 
mt-end  eoUision.  "The  A-class  sets  a 
tally  new  [safety]  standaixl  for  a  small 
r,"  brags  Jiirgen  Hubbert,  head  of 
ercedes'  passenger  car  division. 
German  companies  have  sped  up 
oduct  development  considerably.  Using 
mputers  to  create  "\iitual"  prototypes 
jtead  of  costly  physical  ones,  for  in- 
ance,  bmw  has  halved  model  develop- 
ent  times  to  less  than  three  years, 
lid  auto  makers  have  cajoled  or 
ueezed  concessions  from  Germany's 
lavily  unionized  workforce.  Now,  they 
n  respond  quicker  to  shifts  in  demand, 
hen  BMW  needed  900  extra  workers  at 
;  Dingolfingen  plant  to  stall  production 
a  new  5-series  sedan,  they  were  tem- 
irarily  reassigned  from  Munich  and 
sgensburg,  37  miles  away. 
GeiTnan  cannakers  can  now  introduce 
phisticated  products  and  still  keep  a 
[  on  prices.  The  new  Porsche  911  costs 
6  same  as  its  predecessor.  Still,  com- 
inies  have  spent  $5.7  bilUon  since  1994 
build  up  production  outside  Gennany. 
V,  competing  in  tough  mass  markets, 
IS  moved  most  aggressively.  It  has 
)ured  money  into  subsidiaries  such  as 
;at  in  Spain  and  Skoda  in  the  Czech 
epublic.  Last  year,  it  made  55%  of  its 
rs  and  trucks  outside  Germany. 
To  save  themselves  in  the  long  run, 
erman  auto  makers  may  eventually 
ive  to  drop  their  "Made  in  Germany" 
bels  altogether.  Increasingly,  they  are 
nphasizing  their  brands  and  down- 
aying  their  origins.  The  process 
ill  speed  up  once  the  good  times 
id  and  they  again  have  to  fight  for 
'ery  buyer. 

By  David  Woodruff  in  Frankfuii 


PORSCHE  IS  BAGK- 
AND  THEN  SOME 


When  Wendelin  Wiedeking 
became  chief  of  Porsche  in 
1992,  the  marque  seemed  des- 
tined for  the  junkyard.  Sales  that 
year  plunged  to  14,362  cars,  one- 
fourth  their  1986  peak.  Losses 
mounted  to  $133  million.  Most 
industry  insiders  believed  the  com- 
pany couldn't  survive  on  its  own. 

But  when  Wiedeking  unveils  an  all- 
new  Porsche  911  Carrei'a  at  the 
Frankfurt  auto  show  on  Sept.  9,  it 
mai"ks  the  culmination  of  an  astound- 
ing timiai-dund.  Tiiit  sali's  jumped 


WEATHER  EYE:  Wiedeking  anticipates  downturns 


11%  in  the  fiscal  year  ended  July  31, 
to  34,000  cars.  The  9irs  sister  model, 
the  $40,000  Boxster  ragtop  introduced 
a  year  earlier,  has  a  one-year  waiting 
Ust.  Earnings  doubled,  to  about  $55 
million,  on  sales  of  $2  billion,  in  the 
last  fiscal  year,  analysts  estimate. 
CHOP  SHOP.  Wiedeking's  success 
blazes  a  trail  for  thousands  of  Ger- 
man manufactm'ers  stiiiggling 
against  ever-tougher  global  rivals. 
Wiedeking,  45,  a  mechanical  engineer 
who  worked  for  Porsche  in  the  mid- 
1980s  and  then  did  a  stint  at  an 
auto-parts  maker,  has  pushed  his 
workers  to  adopt  Japanese-style  lean 
production  techniques,  proving  the 
wisdom  in  marrying  Gennany's 


strength  in  product  engineering  with 
efficient  factories. 

Change  didn't  come  easily.  But 
Wiedeking's  determination  overcame 
Porsche's  stubborn  traditionalism.  He 
hired  two  Japanese  efficiency  experts 
in  early  1993.  They  immediately 
tackled  a  wasteful  inventory  of  parts, 
stacked  on  shelves  all  over  the  three- 
story  Stuttgart  factory.  One  of  the 
experts  handed  Wiedeking  a  cii'cular 
saw'.  While  astounded  assembly 
workers  watched,  he  moved  down  an 
aisle  and  chopped  the  top  half  off  a 
row  of  shelves. 

That  was  only  the 
start.  Wiedeking  slashed 
the  workforce  by  17%,  to 
7,100,  cut  two  layers  of 
management,  and  negoti- 
ated more  flexible  work 
niles  with  the  metal- 
workers' union.  A  re- 
vamped assembly  process 
will  turn  out  the  new  911 
in  just  60  houi's,  vs.  120 
for  its  predecessor.  De- 
veloping a  new  model,  a 
process  that  used  to  drag 
JMifll  on  for  seven  years,  now 
imilP  takes  just  thi*ee.  Porsche 
uses  300  parts  suppliers 
now,  down  fi'om  neaiiy 
1,000.  And  a  quality-con- 
trol progTam  has  helped 
reduce  the  number  of 
defective  parts  bv  a  fac- 
toi-  of  10. 

Wiedeking  is  trying  to 
ensure  the  company  can 
survive  the  next  down- 
turn. In  August,  Fin- 
land's Valmet  Automo- 
tive Inc.  began  producing  the  fii'st  of 
5,000  Boxsters.  If  sales  dry  up,  the 
agi'eement  allows  Porsche,  which  in- 
vested less  than  $11  milhon  in  tool- 
ing at  Valmet,  to  slash  production. 

The  company  still  has  weaknesses. 
For  one  thing,  it  relies  too  heavily 
on  the  LI.  S.  market.  Last  year,  40% 
of  all  Porsches  went  there.  That 
makes  any  economic  slump  in  the 
U.  S.  devastating  and  leaves  Porsche 
very  vulnei'able  to  currency  swings. 
Moreover,  Wiedeking's  makeover 
hasn't  yet  spread  to  the  company's 
sales  and  distribution  operations.  But 
there  aren't  any  signs  Wiedeking  is 
easing  off  the  accelerator. 

By  David  Woodruff  in  Frankfurt 
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BUILDING  A  DETROIT 
IN  LATIN  AMERICA 

How  Parana  Governor  Lerner  keeps  snaring  carmakers 


Jaime  Lerner  gets  results.  As  the 
three-term  mayor  of  Curitiba,  the 
capital  of  southern  Brazil's  Parana 
state,  he  won  international  accolades  for 
making  the  city  one  of  the  developing 
world's  most  livable  capitals.  He  did  so 
partly  by  persuading  businesses  to  help 
pay  for  inft-astmctiu'e  and  semces,  fi'om 
day-care  sites  to  a  fast  transit  system. 
Now,  as  governor  of  Parana  since 


spending  $500  million  on  a  plant  there, 
and  Chrysler  Coip.  wall  build  its  Dakota 
pickup  in  nearby  Campo  Largo.  In  all, 
auto  and  parts  makers  will  invest  more 
than  $2.8  billion  in  the  state  by  2000. 

The  buildup  signals  a  key  shift  of 
Brazilian  industry.  Like  the  other  two 
states  in  Brazil's  southern  panhandle — 
Santa  Catarina  and  Rio  Grande  do 
Sul — Parana  is  benefiting  from  its 


problem  in  Parana — average  income  ; 
less  than  $300  per  month  in  many  s- 
eas — its  economy  has  gi-own  faster  thii 
Brazil's  in  five  of  the  last  seven  years 
SECLUDED  RETREAT.  To  lure  industr, 
"the  cards  we  play  are  infrastructui, 
workforce,  and  the  quality  of  life,"  Ler^ 
er  says.  He  makes  his  pitch  to  potenti: 
investors  by  taking  them  to  a  seclude, 
government  retreat,  a  cabinhke  stru- 
ture  made  of  telephone  poles  and  gla}. 
that  Ler-ner,  an  ai'cliitect,  helped  desig: 
In  this  setting,  Lerner  expounds  on  ti 
benefits  of  doing  business  in  his  statj: 
modern  ports  and  highways,  top-note 
public  transportation,  good  schools,  ar, 
a  clean  environment.  For  Renault,  Le, 
ner  also  brought  together  a  group  ' 
local  investors  to  put  up  .$300  millicv 
in  return  for  a  40%  stake  in  Renau 
do  Brasil.  "It  w; 


capi- 


1995,  Lerner,  59,  is  wielding  his  persua- 
sive powers  with  potential  investors  to 
make  Cuiitiba,  a  city  of  1.6  million,  and 
neighboring  towns  a  major  auto-manu- 
facturing hub — the  fu'st  outside  Brazil's 
traditional  heavy-industry  triangle  of 
Sao  Paulo,  Rio  de  Janeiro,  and  Belo 
Horizonte.  Lerner's  success  in  wooing 
multinationals  makes  his  state  a  model 
for  how  Latin  American  governors  and 
mayors  can  compete  for  investment  with 
established  industrial  centers. 
DAKOTA  PICKUP.  LeiTier's  top  catch  in 
autos  is  Fi'ance's  Renault.  It  will  start 
turning  out  its  midsize  Megane  car  next 
year  at  a  .$600  million  jjlant  it  is  building 
in  Sao  Jose  dos  Pinhais,  outside  Cuiitiba. 
Volkswagen  and  subsidiary  Audi  are 


strategic  location  between  Sao  Paulo 
and  Buenos  Aires.  This  corridor  could 
become  the  industrial  axis  of  Mercosur, 
the  economic  bloc  formed  by  Ai-gentina, 
Brazil,  Paraguay,  and  Uruguay.  Renault 
will  shuttle  parts  for  the  Megane  be- 
tween its  plants  in  Parana  and  Ar- 
gentina. General  Motors  Corp.  is  build- 
ing a  $600  million  plant  to  make  cars  in 
Rio  Grande  do  Sul,  and  Santa  Catarina 
is  drawing  high-tech  companies. 

Auto  makers  aren't  alone.  Lerner  has 
worked  with  private  investors  to  create 
a  leather  industry  in  northeast  Parana, 
which  raises  70%  of  the  state's  cattle. 
TowTis  such  as  Apucarana  have  advanced 
from  cotton-picking  to  making  textiles 
and  clothing.  Although  poverty  is  still  a 


important  th; 
they  were  willir  v 
to  take  that  step- 
says  Pien'e  PoupK'i 
president  of  R-; 
nault  do  Brasil.  '-; 

As  mayor,  a  jci 
he  began  at  age  3i>i 
Lerner  sold  Curitv 
ba's  bus  fleet  i« 
private  operatoir; 
and  created  an  ef  a 
cient  system.  No  :- 
75%  of  commute  s 
take  the  bus  ar$ 
city    traffic  hi: 
dropped  by  30^ 
In    another  su 
cess — recycling- 
poor  people  trac 
trash    foi-  sms 
amounts  of  food 
tree-planting  ar 
parks  progi'am  h; 
made  Curitiba  or 
of  Latin  America 
gi'eenest  cities. 
Ler-ner-  is  now  carrying  his  entrepr^ 
neiuial  appr-oach  to  the  rest  of  the  stati 
He  has  privatized  highways  and  a  kt; 
I'aih'oad  and  on  Aug.  26  announced  I 
will  sell  off  the  state  bank,  Banestadci 
Last  month,  Lerner'  quit  the  leftiJ 
Democr-atic  Labor-  Party,  wirer-e  his  pr 
business  views  seemed  increasingly  oii; 
of  step,  and  joined  the  center--right  Lil 
eral  Fr-ont  Party.  That  move  reinfor-ce; 
speculation  that  he's  eyeing  a  presideitj 
tial  bid  in  2002.  Doubters  say  that 
the  feder-al  level,  Ler-ner-'s  hands-on  sty)' 
would  be  a  handicap.  "I  see  myself  ; 
mayor  of  399  municipalities,"  he  say 
But  at  the  grass  I'oots  in  Parana,  th;| 
approach  seems  to  wor'k  just  fine. 

By  Ian  Katz  in  Curitit\ 


JAIME  LERNER 

BORN  1937  in  Curitiba 
tal  of  Parana  state. 

FAMILY  Son  of  Polish 
emigrants  to  Brazil. 

EDUCATION  Degrees  in  engi- 
neering and  architecture,  Fed- 
eral University  of  Parana.  Stud- 
ied urban  planning  in  France, 
was  visiting  professor  at  Uni- 
versity of  California,  Berkeley. 

CAREER  Three  terms  as  mayor 
of  Curitiba  beginning  in  1971 
at  age  33.  Governor  of  Parana, 
population  9  million,  since 
1995. 

ACHIEVEMENTS  Showed  how 
to  make  a  Third  World  capital 
livable  and  to  draw  investors 
with  infrastructure,  educated 
workers,  and  quality  of  life. 
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ASIA 


WHAT  IT  WOULD  TAKE  i 
FOR  THE  TIGERS  TO  ROAR  BACK 


Southeast  Asia's  economies 
could  ride  exports  to  a 
rebound-if  governments 
get  out  of  tlie  way 

Sofyan  Wanantli  is  feeling  the  pain. 
As  chief  executive  of  the  $520 
million  Gemala  gi'oup,  an  Indone- 
sian conglomerate  that  makes 
everything  from  chemicals  to  car  bat- 
teries, he  is  upset  by  Bank  Indonesia's 
Aug.  18  decision  to  jack  up  treasury 
rates  to  30%.  The  idea  was  to  entice 
investors  to  hold  rupiah,  and  so  keep 
the  nation's  cuirency  fi-om  tumbling  fui-- 
ther.  But  the  policy  has  had  a  nasty 
side  effect.  His  key  distributors  are 
socking  away  their  cash  in  bank  de- 


posits instead  of  placing  orders  for 
Gemala's  goods.  "The  business  commu- 
nity is  reeling,"  says  Wanandi. 

In  fact,  all  of  Southeast  Asia  is  reel- 
ing. What  started  last  July  as  a  run  on 
the  Thai  baht  has  accelerated  into  a  re- 
gionwide  meltdown  in  currency  and  eq- 
uity markets.  The  week  of  Aug.  25  was 
one  of  the  most  brutal  in  decades. 
Malaysia's  attempt  to  stabilize  its  bat- 
tered stock  market  by  clamping  down 
on  short  selling  by  foreign  investors 
sparked  a  wave  of  selling  felt  from 
Manila  to  Hong  Kong.  Although  many 
markets  bounced  back  a  bit  the  next 
week,  the  Kuala  Lumpur,  Bangkok,  and 
Manila  bourses  still  have  plummeted 
nearly  40%  for  the  year.  Worse,  econo- 
mists have  slashed  gi'owth  forecasts  to  a 
4%  to  6%  range  for  Indonesia,  Malaysia, 


and  the  Philippines.  And  Thailand?  II 
headed  for  probable  recession.  Says  Sij 
gapore-based  Daiwa  Research  Institv 
strategist  Goh  Mou  Lih:  "There  is  a  ci| 
sis  in  confidence  in  emerging  Asia." 

It's  a  moment  of  decisive  change  i 
the  psychology  of  Southeast  Asia.  N 
long  ago,  its  economies  seemed  u 
stoppable  and  all  its  policymakers  a 
peared  brilliant.  Today,  slower  grow 
and  vulnerability  to  global  mark 
forces  are  the  contours  of  a  new  res 
ty  for  Southeast  Asia.  Global  investc 
are  stunned  at  how  unprepared  for  t 
crisis  the  region's  governments  seem 
to  be.  These  once  capable  bureaucn 
have  turned  what  should  have  be 
normal  market  corrections  into  fu 
blown  panic.  Thailand's  costly  and  fut 
attempt  to  prop  up  the  overvalued  ba 


MANILA  WOES 
As  the  central 
bank jacked  up 
rates,  panic  hit 
the  stock  market 


id  Malaysia's  misguided  move  to  lim- 
stock  trading  stand  out  as  major 

unders.  Unless  these  missteps  are 

rrected — and  the  regionwide  regime 
high  interest  rates  eased — the  abili- 
of  the  Tigers  to  stay  competitive 

id  attract  investment  could  be  per- 

anently  blunted. 

There  is  a  way  out.  The  steep  di-op  in 
rrency  values  could  prove  to  be  the 
Ivation  of  the  region.  Just  look  at 
exico.  Three  years  after  the  fi'ighten- 
g  economic  collapse  that  followed  the 
iso's  devaluation,  Mexico's  economy  is 
:panding  at  a  9%  clip,  its  exports  are 
aring,  and  its  foreign  exchange  re- 
rves  are  pihng  up  nicely.  But  Mexico 
hieved  this  tui'naround  by  committing 
ielf  to  free  trade,  balancing  the  bud- 


get, boosting  the 
productivity  of 
its  industries, 
and  allowing  a 
wave  of  restruc- 
turing in  banks 
and  other  sec- 
tors. If  Southeast  Asia  looks  to  Mexico 
for  inspiration,  it  could  yet  turn  the  cri- 
sis into  an  opportunity. 

Already,  some  of  the  sager  policy- 
makers are  retreating  from  their  initial 
moves  to  protect  their  markets  from 
outside  influence.  On  Sept.  3,  the  In- 
donesian government  announced  plans 
to  gi'adually  cut  interest  rates,  tnm  gov- 
ernment spending,  and  cmtail  big  pubhc 
works,  especially  those  requiiing  heavy 
imports.  And  to  lure  back  foreign  in- 
vestors, Jakarta  will  lift  its  49%  cap  on 
stakes  in  new  stock  offerings. 

It's  a  good  stait,  but  other  Asian  gov- 
ernments have  been  slower  to  accept 
their  new  economic  circumstances.  It's 
no  longer  an  easy  game  to  boost  exports 
with  foreign  investment  and  cheap  la- 
bor and  spend  the  money  fi'eely  on  gov- 
ernment projects  of  questionable  worth. 
The  competition  has  gotten  too  intense. 
Productivity  gains  and  the  yen's  decline 
against  Southeast  Asia's  dollar-linked  cur- 
rencies last  year  have  raised  Japan's 
competitiveness  in  manufacturing. 

Meanwhile,  the  pressure  from  China 
is  unrelenting.  Its  exports  were  up  26% 
in  the  first  seven  months  of  the  year, 
while  Thailand's  rose  less  than  4%. 
Much  of  that  is  the  result  of  China's 
growing  global  market  share  of  gar- 
ments, shoes,  and  toys  but  also  reflects 
China's  rise  as  a  cheap  manufacturing 
base  for  electronics,  telecommunications 
equipment,  and  machinery. 

The  only  way  to  counteract  these 
new  threats  is  to  open  these  economies 
further.  Governments  need  to  ease  the 
anxieties  of  domestic  businesses  and  for- 
eign investors  by  halting  their  inter- 
vention in  currency  and  equity  markets, 
improving  disclosure,  and  lowering  in- 
terest rates.  Besides  the  Indonesians, 
Philippine  President  Fidel  V.  Ramos  is 


trying  to  push  a  tax-reform  package 
through  the  countiy's  Congi'ess  to  lure 
foreign  capital  back.  "These  are  the 
things  that  investors  like  to  hear,"  says 
Eric  A.  Nickerson,  managing  director 
of  currency  research  at  Bank  of  Ameri- 
ca in  Hong  Kong.  To  increase  their  ex- 
port competitiveness  in  the  longer  term, 
leaders  should  continue  to  push  for  free 
trade  in  the  region  and  tackle  a  host 
of  structural  problems,  ranging  from 
shortages  of  skilled  workers  to  finan- 
cial markets  that  favor  politically  con- 
nected corporate  elites. 

All  of  these  remedies  involve  some 
pain  and  political  risk.  Many  leaders 
still  equate  a  depreciating  currency,  for 
instance,  with  a  loss  of  face.  "There  is 
some  resistance  to  the  realities  of  the 
brave  new  currency  world,"  says 
Pauline  Gately,  regional  strategist  for 
Bzw  Asia  Ltd.  in  Hong  Kong.  Letting 
the  market  rule  also  will  trigger  the 
big  industrial  shakeout  needed  in  many 
countries.  A  massive  consolidation  is  un- 
der way  in  Thailand's  banking  sector, 
and  Indonesian  Finance  Minister  Mar'ie 
Mohamad  predicts  one  in  his  country. 
CRUNCH  TIME.  Similar  consolidations  are 
needed  in  the  overbuilt  car,  steel,  chem- 
ical, and  appliance  industries.  Proton 
Berhad,  Malaysia's  protected  national 
carmaker,  already  plans  to  cut  costs  by 
30%  over  the  next  three  years.  But  be- 
cause it  still  depends  heavily  on  im- 
ported parts  that  now  are  more  expen- 
sive, it  vAW  have  to  become  "even  more 
aggressive,"  says  Zafar  Momin,  a  con- 
sultant with  market  research  fii'm  A.  T. 
Kearney  in  Singapore. 

Meanwhile,  Thailand's  Siam  Cement 
Co.  has  WTitten  off  $1  billion  in  foreign 
exchange  losses.  TelecomAsia  Corp.  has 
more  than  $850  million  in  foreign- 
denominated  debt,  all  of  it  unhedged, 
to  be  repaid  over  the  next  10  years.  To 
cope,  it  has  imposed  a  hii'ing  freeze  and 
wiW  reduce  its  workforce  through  attri- 
tion. "We  have  to  become  a  leaner  or- 
ganization," says  TelecomAsia  Vice- 
Chairman  Vallobh  Vimolvanich. 

The  slowdown  in  Southeast  Asian 
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BAD  TIMING 

Malaysian  Premier 
Mahathir  opens  the 
new  Kuala  Lumpur 
bourse  on  Aug.  15 


growth  will  hit  many  multinationals  as 
well.  General  Motors,  which  is  pouring 
$750  million  into  a  new  car  plant  in 
Thailand  at  a  time  when  demand  is 
plummeting,  will  likely  face  rough  going, 
analysts  say.  Hong  Kong-based  First 
Pacific,  a  conglomerate  with  big  stakes 
across  Asia  in  telecoms  and  property, 
is  bracing  for  a  $20  million  decline  in 
profits  this  year. 

But  at  this  point,  much  of  the  dam- 
age to  Southeast  Asian  currencies  has 
been  done.  Giving  up  on  the  delusion 
that  they  can  control  exchange  rates 
will  enable  the  region's  central  banks 
to  bring  interest  rates  back  to  earth — 
before  the  damage  is  crippling.  In  the 
Philippines,  for  instance,  three-month 
rates  are  at  19%  as  a  result  of 
the  central  bank's  attempts  to 
defend  the  peso.  That  contributed 
to  a  stock  market  plunge  as  liq- 
uidity dried  up  and  investors 
feared  that  corporate  earnings 
would  take  a  huge  hit.  "There's 
going  to  be  a  recession  if  [the 
central  bankers]  don't  stop  it," 
says  Victor  S.  Limlingan,  a  pro- 
fessor at  the  Asian  Institute  of 
Management  in  Manila.  LimHn- 
gan  calls  interest-rate  hikes  a 
"crude  weapon"  against  currency 
declines. 

Fuller  financial  disclosure  for 
public  companies  is  desperately 
needed.  Instead,  officials  in 
Malaysia  and  Thailand  are  teUing 
local  businessmen  not  to  speak 
to  foreign  media  and  have  threat- 
ened financial  analysts  who  pub- 
lish negative  reports 


lack  of  transparency.  They  learned  the 
hard  way  with  Thailand's  Alphatec  Elec- 
tronic Co.,  a  big  semiconductor  manu- 
facturer, after  its  chairman  quietly 
moved  $100  miUion  into  another  com- 
pany under  his  control  and  grossly  in- 
flated profits.  In  Malaysia,  fears  that 
the  balance  sheets  of  top  banks  and 
conglomerates  are  far  shalder  than  they 
let  on  is  one  reason  investors  are  bailing 
out.  Informed  financial  sources  in  Kuala 
Lumpui',  for  example,  say  the  $162  mil- 
lion Renong  Berhad,  a  diversified  con- 
glomerate, has  raised  more  than  $1  bil- 
hon  in  loans  offshore  that  don't  appear 
on  its  books.  Renong  Chief  Executive 
Mohamed  Fakhri  says  only  that  "I  am 
not  allowed  to  disclose"  whether  the 

Fallout  from  the  Crisis 


rumor  is  tru. 

Southea; 
Asian  politicia:; 
also  could  trill 
trade  deficit 
and  help  the 
currencies 
the  process,  by  cutting  back  on  ami 
tious  construction  projects  of  dubio' 
worth  that  require  imported  equipme 
and  materials.  Take  Malaysia's  propos^ 
$5.3  billion  Bakun  Dam,  a  pet  project : 
Premier  Mahathir  Mohamad  based  , 
the  remote  tropical  jungles  of  Sarawa 
The  International  Monetary  Fund,  e 
vironmental  groups,  and  even  high-rani-ii 
ing  Malaysian  government  officials  wai^^ 
to  see  the  dam  delayed. 
ANGRY  WORDS.  Yet'  instead  of  yieldii^i 
to  such  pleas,  Mahathir  is  stepping  n 
his  vitriolic  attacks  against  foreign  i-^: 
vestors.  He  has  blasted  the  IMF  ai, ' 
called  currency  speculators  "intern^;  _ 
tional  criminals."  The  move  that  realij: 
sent  Asia  into  panic,  though,  was  Mil 
hathir's  Aug.  28  decision  to  curtail  shoiil 


SLOWER  GROWTH  With  central  banks  tightening 
rates  to  protect  their  currencies,  local  companies 
won't  have  the  capital  to  expand.  Watch  for  GDP 
growth  to  slow  dramatically.  Hardest  hit:  Thailand, 


selling  by  foreign  investors,  whom 
blamed  for  the  steep  fall  in  Malaysi; 
share  prices.  Then,  Mahathir  directi 
state-managed  pension  funds  to  buy 
cal  equities.  Alarmed  at  such  museull 
intervention,  Malaysian  fund  manage! 
pushed  the  Kuala  Lumpur  index  to 
four-year  low  of  751.  Indeed,  on  tli 
same  day  that  Indonesian  stocks  rod 
eted  by  7%  in  response  to  Jakarta's  r 
foiTns,  Malaysia's  plunged  another  5.6 
It's  too  early  to  tell  whether  M| 
hathir's  fiasco  drove  home  the  less 
that  Asia  is  part  of  a  global  economy, 
whether  the  region's  leaders 
retreat  further  into  protectionii 
policies.  Says  C.  Fred  Bergste; 
du-ector  of  the  Washington-basf 
Institute  for  International  Ec»' 
nomics,  "If  they  put  up  mo:t 
trade  banners,  I  would  think  th" 


, ,  . ,       ■    t  ^  i     ^  nr,-;  intensify  their  crisis,  rath'i 

with  zero  growth  projected  for  1997.  ^^^^  ^^^^  • 

DAMAGED  BANKS  Banks  in  Thailand,  Indonesia 
and  Malaysia  will  hit  turbulence  as  local  business 
dries  up,  real  estate  ventures  weaken,  and  borrow- 
ings in  dollars  come  due. 


NEW  TRADE  FLOWS  After  the  currency  deprecia- 
tions finish,  exports  should  surge  as  foreign  multi- 
nationals expand  manufacturing  to  profit  from 
cheaper  labor  and  plants.  Imports,  though,  from 
U.S.  and  Japan  will  swoon. 

POLITICAL  PAYBACK  The  prestige  and  power  of 
the  region's  leaders  could  suffer  considerably  if  the 
crisis  lowers  the  standard  of  living  and  triggers 


But  even  if  leaders  don't  malt, 
any  more  big  mistakes,  it'll  W 
hard  to  restore  the  lovefest  fo» 
eign  lenders  and  stock  picke* 
had  with  Southeast  Asia.  Gon,* 
too,  are  days  of  little  competf 
tion  in  export  markets.  Asij/v-; 
key  policymakers  must  be  bo.l'i 
enough  to  make  the  tough  de^jfJ 
sions  needed  to  strengthen  the'jJ 
economies.  Only  then  will  tlOM 
Tigers  tmly  roar  again.  I  ' 

By   Joyce   Barnathan  ar5 
Bruce  Einhorn  in  Hong  Kon%< 


But  unlike  in  the  era  of  gal-    y^J^?!P'lSf5'.L"_^A^!°^_^is}':'d!^:   ivitk  Michael  Shari  in  Kua^ 

DATA:  BUSINESS  WEEK  Lunipur,  Pete  Engardio  in  Nep 

York,  and  bureau  reports  I 


loping  growth,  investors  are  no 
longer  simply  shi-ugging  off  the 


Marketing 


DVERTISING 


SATURDAY  NIGHT 
(T  THE  ADS 

like  it  or  not,  more  movie  theaters  show  commercials 


Boming  soon  to  a  theater  near  you: 
on-screen  ads.  Lots  of  them.  Aftei' 
filling  theaters  with  trial  ads  this 
summer,  more  retailers  and  mar- 
eters  than  ever  are  making  plans  for 
Ig-screen  ad  campaigns.  Although  some 
lovie  studios — notably  Walt  Disney 
0. — refuse  to  allow  ads  to  be  shown 
rfore  theii-  films,  opposition  to  the  trend 
starting  to  soften.  The  lui-e  of  easy 
icome  for  theater  owners  tlireatens  to 
take  pre-movie  commercials  as  com- 
lonplace  as  coming  attractions. 
Of  course,  there  have  always  been 
)me  ads  in  theaters.  Coca-Cola  Co.  and 
;her  concession  vendors  have  long  sold 
leir  wares  from  the  screen.  Until  re- 
intly,  however,  most  of  the  rest  tended 
)ward  cheesy  spots  for  local  restau- 
mts  and  the  like. 

But  over  the  past  year,  a  whole  new 
eneration  of  big-time  players  lias  begxin 
agling  to  get  their  names  up  in  hghts. 
eneral  Motors  Corp.  used  a  splashy 
lovie-ad  campaign  this  summer  to  help 
lunch  the  new  Oldsmobile  Intrigue, 
'hile  publisher  HarperCollins  is  run- 
ing  promos  for  its  books  in  theaters, 
etailers  such  as  Sears  and  Target 
tores  have  also  hit  the  big  screen,  and 


Levi  Strauss  has  reworked  TV  ads  for 
movie  theaters.  Also  new  this  fall:  The 
National  Football  League  makes  its  de- 
but on  14,000  screens  with  an  ad  de- 
signed to  boost  game  audiences. 

Why  the  rush  to  go  Hollywood?  In 
part,  it's  because  the  audience  sports 
some  powerful  demographics.  Generally 
young,  many  are  in  the  tough-to-reach 
under-25  age  gTOup.  And  by  virtue  of 
their  presence  at  a  movie  theater,  where 
tickets  can  run  up  to  $9.50  a  pop, 
they're  equipped  with  disposable  income. 

Even  more  important,  this  audience  is 
captive.  No  remote  control.  No  mute 
button.  No  competing 
cable-TV  programming. 
And  after  paying  for 
tickets  and  securing 
seats,  almost  no  chance 
of  walking  out  without 
seeing  the  picture. 

That  advantage  has 
hardly  gone  unnoticed 
by  the  nation's  theater 
owners.  Led  by  the  na- 
tion's largest  chain, 
Carmike  Cinemas  Inc., 
in  Columbus,  Ga.,  and 
Toronto's  Cineplex 


COMING  AD-TRACTIONS 


93  '94 
▲  THOUSANDS 

DATA  SCREENVISION  CINEMA  NETWORK 


Odeon  Cinemas  Ltd.,  North  America's 
No.  3  chain,  many  theaters  are  happily 
opening  the  floodgates.  "This  is  a  sohd, 
legitimate  revenue  stream  for  us,"  says 
Howard  Lichtman,  executive  vice-pres- 
ident for  marketing  at  Cineplex  Odeon. 
Once  leery  of  irritating  moviegoers, 
theaters  are  increasingly  drawn  to  the 
$100  million  annual  revenue.  The  $6 
billion  industry  is  hungry  for  cash  to 
fund  a  trend  toward  20-screen 
megaplexes.  Although  box-office  and 
concession  revenues  dwarf  ad  monies — 
analysts  say  they  bring  in  5%  of  chains' 
revenues  at  best — ads  are  on  the  rise. 
In  1993,  just  6,800  screens  ran  them; 
now,  says  New  York-based  ad  broker 
Screenvision  Cinema  Network,  more 
than  half  of  the  country's  27,000 
screens  do. 

SUDS.  Still,  marketers  know  they've  got 
to  do  more  than  roll  the  tape  to  get 
moviegoers  to  look  up  fi'om  their  pop- 
corn. So  most  strive  to  make  then-  ads 
movielike.  HarperCollins  spent  $200,000 
to  create  a  commercial  foi-  Mars  and 
Venus  on  a  Date,  the  sequel  to  its  popu- 
lar Men  Are  From  Mars,  Women  Are 
From  Veyuis.  The  spot,  showing  men  and 
women  discussing  dating, 
is  a  mini-soap  opera  ch'a- 
matizing  the  book's  rela- 
tionship themes.  At  gm. 
Intrigue  brand  manager 
Ken  Stewait  hired  the 
director  of  Tap  Gun  to 
craft  ads  with  a  spy- 
thiiller  stoi-yline. 

For  retailers  such  as 
Sears,  which  tested 
movie  ads  this  summer 
for  jeans  line  Canyon 
River  Blues,  there's  a 
bonus.  The  ads  play  on 
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screens  just  dosvn  the  mall  fi'om  Seai"s 
stores,  says  John  H.  Costello,  senior 
vice-president  for  mai'keting.  Positive 
results  have  Sears  mulling  another 
mone  ad  for  the  foiuth  quaiter. 

Not  everyone  is  happy  about  the 
trend.  The  strongest  opposition  comes 
from  film  studios,  which  ai'gue  that  ads 
detract  attention  fi'om  the  mo\ies.  Since 
1993.  when  ex-Disney  chief  Jeffrey 
Katzenberg  announced  that  Disney 
would  not  allow  any  ads  to  be  sho\\Ti 
before  its  films,  the  studio  has  thi'eat- 
ened  to  pull  out  of  theater  chains  that 
break  its  niles.  Warner  Bi-os.  Inc.  takes 
a  similar  stance. 

But  with  resistance  staiting  to  weak- 
en elsewhere,  theu"  opposition  has  failed 
to  derail  the  trend.  Sony  Corp.,  which 
makes  lilms  and  shows  them,  used  to 
ban  ads.  It  still  maintains  that  it  doesn't 
ran  ads  per  se.  but  audiences  may  have 
a  haixl  tiine  telling  the  difference.  Along 
with  plugs  for  its  own  electronics  gear. 
Sony  has  promotional  paitnei-ships  \nth 
marketers  such  as  Ralph  Laiu-enyPolo 
jeans.  In  a  deal  with  gm.  Sony  lains  a 
customized  vei"sion  of  the  Intrigtie  ad  as 
pan  of  a  sweepstakes  that  gives  \iew- 
ei"s  a  chance  to  win  a  car. 

Is  anyone  afcaid  of  tiUTiing  off  ticket - 
buyers?  \Mien  on-screen  ads  debuted 
in  the  U.  S.  more  than  a  decade  ago. 
audiences  gi'eeted  them  with  open  hos- 
tihty.  But  over  the  years,  says  Cine- 
plex  Odeons  Lichtman,  the  booing  has 
died  do^vn.  As  more  ads  have  steadily 
crept  in.  and  marketers  have  replaced 
hai"d-seU  tactics  with  more  creative  sto- 
ly  lines,  audiences  have  gi-own  used  to 
them.  With  the  notable  exceptions  of 
New  York  and  Los  Angeles.  Ajiieiicans 
"have  become  more  like  the  rest  of  the 
world,  where  ads  are  part  of  the  mo\ie 
expeiience."  he  says. 
"HISS  FACTOR."  Indeed,  moxiegoei-s  now 
seem  more  unimpressed  than  hostile. 
Catching  a  Labor  Day  mo\ie  in  a  Chica- 
go theater.  Joe  and  Cindy  Beitzel  were 
moi'e  confused  by  a  dreamy  Le^i's  ad 
than  annhing  else.  "Ld  seen  it  on  T\'.  so 
I  knew  it  was  an  ad."  says  Joe  Beitzel. 
■'It's  0.  K.  with  me."  Advertisei's  know 
they  walk  a  fine  line,  though.  "I  re- 
member the  hiss  factor,"  says  Howard 
Handler,  senior  \ice-president  for  mai"- 
keting  and  fan  development  at  the  ntl. 
"This  has  to  be  handled  deUcately." 

\Miatever  the  pitfaUs.  mo\iegoei-s  can 
expect  more  pitch  with  theh-  pictiu-e- 
going.  Sci"een\ision  says  it  has  iim  tests 
for  companies  such  as  Intel  Coip..  and  it 
expects  the  technology-  sector  to  be  the 
next  wave  of  advertisei's.  So  if  audiences 
are  willing  to  sit  thi"otigh  them,  don't 
expect  advertisei-s  to  hold  back. 

By  EHei'  Seuborne  in  Xew  York, 
with  De'Ann  \\'eimer  in  Chicago  and 
bureau  reports 


POLITICIANS 


ANOTHER  HUMPHREY, 
ANOTHER  CRUSADE 

Hubert  III  takes  a  hard  line  against  Big  Tobacco 


Last  April.  Lai"ke  Huntley  put  to- 
gether a  casual  fimd-raiser  with 
two  dozen  neighboi*s  at  his  house 
in  upstate  Grand  Rapids.  Minn., 
for  one  of  the  state's  better-known 
politicians.  Hubert  H.  Htimphrey  III. 
But  Htmtley,  a  fiiend  of  the  state  at- 
torney general  fi"om  theii"  days  at  the 
L'niversity  of  Minnesota  Law  School, 
noticed  an  imusual  edge  to  the  noiTnally 
affable  guest  of  honor.  "He  was  incredi- 
bly tightly  wotmd."  rec-aUs  Huntley.  "He 
talked  continuously  about  tobacco." 

Word  had  just  broken  of  a  landmai'k 
deal  emerging  between  a  small  gi"oup  of 
state  attorneys  general,  led  by  ilissis- 
sippi's  Mike  Moore,  and  Big  Tobacco  to 
settle  40  state  suits.  Humphrey  com- 
plained that  a  tiny  cadi'e  was  hatching  a 
sellout  to  the  industiy.  Two  months  lat- 
er, his  woi-st  fears  seemed  confirmed 
w  hen  Moore  annotmced  a  proposed  set- 
tlement. Htimphi'ey's  response  was  to 


press  ahead  with  his  state's  suit  to  r 
cover  health-care  costs. 

Now  that  Moore  has  m^ade  peac 
with  the  tobacco  companies.  Humphre 
is  emerging  on  the  national  stage  i 
theh-  ai-chnemesis.  The  stout  Htunphi-e 
55.  with  his  gi'a\ing,  thinning  hah' 
hai-dly  as  telegenic  as  Moore.  Himiphre 
more  than  makes  up  for  it  in  feiwo 
though.  As  a  leading  voice  among  tl 
loosely  knit  antitobacco  forces,  he 
hell-bent  on  exposing  the  "lies  an 
fi'aud"  he's  convinced  the  companie 
have  pei-petrated  for  decades.  And  bi 
hind  the  scenes,  Humphi'ey  hj 
launched  a  high-powered  lobbying  e 
fort  in  Washington  to  push  Congi'es 
which  must  0.  K.  the  tobacco  deal,  t 
toughen  the  tenns. 

A  lot  is  riding  on  this  crasade  fc 
Hiunphi'ey.  son  of  a  tow  eling  politic; 
figtu'e.  He  is  i"unning  for  governor  i 
1998.  and  the  tobacco  issue  resonat 
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Canon 


People 


Mike  Moore,  who  cobbled  together  the  tobacco  deal,  saiJj 
Humphrey  "never  tried  to  be  part  of  the  team" 


in  environment-friendly  Minnesota,  one 
of  the  first  states  to  establish  indoor 
no-smoking  ordinances.  While 
Humphrey  enjoys  the  highest  ratings 
in  early  polls— -49%  of  voters  view  him 
favorably — he  faces  stiff  competition  to 
fill  the  seat  of  retiring  Republican  Arne 
H.  Carlson.  He's  up  against  two  other 
scions  of  big-name  Minnesota  Democ- 
rats: state  senator  Theodore  A.  Mon- 
dale,  son  of  former  Vice-President  Wal- 
ter F.  Mondale,  and  Hennepin  County 
Attorney  Michael  0.  Freeman,  son  of 
former  Governor  Oi'ville  L.  Freeman. 

For  Humphrey,  nickiiamed  Skip,  suc- 
cess would  mean  a  chance  to  step  out 
from  behind  the  long  shadow  cast  by 
his  father.  At  his  son's  age  now,  Hu- 
bert H.  Humphrey  Jr.  was  Vice-Presi- 
dent, following  a  distinguished  career 
in  the  U.  S.  Senate,  where  he  fought 
tirelessly  for  liberal  causes.  Although 
hobbled  by  his  support  of  the  Vietnam 
War,  the  feisty  Humphrey  almost  beat 
Richard  M.  Nixon  in  1968  for  the  Pres- 
idency. Skip  failed  at  his  bid  for  a  Wash- 
ington berth.  He  lost  an  attempt  to 
unseat  Republican  Senator  David 
Durenbergei'  in  198S,  a  year  that  De- 
mocratic Presidential  contender  Michael 
Dukakis  captured  the  state.  "Skip's 
problem,"  says  Richard  A.  Beens,  a  Min- 
neapolis  lawyer  and  old  friend,  "was 
that  he  wasn't  Hubert." 
HARD  FEELINGS.  Friends  say  the  1988 
loss  was  a  catharsis  for  the  youngei- 
Humphrey,  who  went  into  a  period  of 
soul-seai'ching.  "It  lifted  the  bui'den  of  Ms 
father,"  says  Minneapolis  investor  Vance 
Opperman,  who  has  known  Humphi'ey 
since  law  school.  Humphrey  redoubled 
his  efforts  to  build  a  record  in  the  state. 
As  a  four-tenn  attorney  genei'al,  he  has 
made  his  name  championing  consumer 
causes,  ii'om  stiffening  chxink-diiving  laws 
to  cracking  down  on  Internet  mai'keting 
scams.  And  not  going  to  Washington  al- 
lowed him  a  much  closer  family  life — 
his  children  ai-e  now  grown — than  he 
himself  had.  Friends  say  Skip  gi'ew  up  in 
awe  of  his  somewhat  distant  fathei;  who 
was  often  away. 

The  younger  Humjjhi'ey  has  the  same 
gabby  enthusiasm  as  his  late  father.  At 
an  early-summer  campaign  stop  in  tiny 
Wausica,  he  drew  just  a  half-dozen  peo- 
ple but  spoke  with  such  energy  he 
might  have  been  addi'essing  hundreds. 
While  lacking  the  commanding  rhetorical 
and  intellectual  flourishes,  he  relishes 


mixing  with  people  everywhere  from 
the  state  fair  to  the  workout  room  at 
the  local  ymca  in  New  Hope.  A  lover  of 
music  and  "all  kinds  of  dancing,"  he 
religiously  attends  an  annual  country- 
and-  western  festival  upstate. 

Getting  into  public  life 
was  a  natural  for  him. 
"My  father  imbued  in  me 
that  politics  is  a  high 
calling,"  says  Humphrey 
as  he  sits  in  his  spacious 
St.  Paul  office,  adorned 
with  memorabilia.  His 
political  calUng  was  test- 
ed during  the  turbulent 
1960s,  when  he  was  a 
student  and  his  father 
supported  the  war.  Skip, 
who  campaigned  for  his 
father  in  1968,  lost 
friends  over  the  issue. 
Opperman  says  he 
didn't  speak  to  his  old 
pal  for  13  years. 

Running  for  governor, 
Humphrey  seems  cut 
from  his  father's  mold. 
He  stresses  the  role  of 
an  active  government, 
yet  insists  he's  not  a  big 
spender  He  promises  to 
stop  violence,  build  the 
world's  best  education 
system,  and  create  high- 
paying  jobs.  To  Minneso- 
ta GOP  chief  William  A. 
Cooper,  "he's  too  liberal 
for  the  state." 

In  a  personal  way,  his 
father  also  figures  in 
Humphrey's  war  against 
tobacco.  Years  after  the 
elder  Humphrey,  a  one- 
time heavy  smoker 
turned  tobacco  critic, 
died  of  pelvic  cancer  in 
1978,  family  doctors  told 
Skip  that  smoking  was 
a  contributor.  "Is  that 
the  primary  reason  for 
this  fight?"  he  asks. 
"No,  but  I  think  about  it." 

Very  much  in  his  father's  image, 
Humphrey  loves  the  cut  and  thmst  of 
battle.  Now,  the  full  weight  of  Minneso- 
ta's Jan.  19  court  date  hangs  over  the 
tobacco  companies.  Humphrey  insists 
he'll  drop  his  suit  if  a  tougher  national 
deal  can  be  hammered  out.  At  the  heail 
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Son  of  a  grand  old  pol, 
the  long-time  consumer 
activist  is  pressing  ahead 
with  his  state's  lawsuit 
against  the  tobacco  com- 
panies in  an  effort  to 
toughen  the  national  set- 
tlement now  pending 
before  Congress. 
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Married  to  Nancy  for  34 
years;  two  daughters  and 
a  son. 


HOBBIES 


Hunting,  skiing,  dancing. 


of  Humphi-ey's  suit  is  a  trove  of  comj) 
ny  documents,  now  under  cou 
seal,  that  he  says  will  besmirch  tl 
industry. 

With  the  national  deal  now  in  tl 
hands  of  Congress,  Humphi'ey  is  lobb; 

ing  hard  to  strengthen  i| 
terms,  such  as  doublir 
the  $368.5  billion  the  ii| 
dustiy  would  pay.  At  tli 
White  House  in  mid-Aj 
gust,  he  met  with  tY 
team  advising  Presideii 
Chnton  on  his  respond 
to  the  deal.  Minnesoti 
has  hired  ex-Represents 
five  Thomas  J.  Downe 
(D-N.  Y.),  an  old  fiiend 
Vice-President  Al  Gor< 
to  work  both  the  Hill  an 
the  White  House. 

Will  Humphrey  pre 
vail?  "They've  done  thei 
homewoi-k,"  says  deal  fo 
David  A.  Kessler,  th 
former  Food  &  Dru 
Administration  heac 
Humphi-ey's  lawsuit  ma 
hurt  the  industry  at 
critical  time.  Whethe 
that  will  be  enough  t 
derail  the  current  settle 
ment  is  unclear. 

Certainly,  supporters  c 
the  deal  dismis 
his  efforts.  Last  spring 
during  discussions  wit 
other  AGs,  plaintiffs 
lawn/ers,  and  the  compa 
nies,  Humphrey  stuck  t 
his  hard-line  position- 
and  found  himself  isolatec 
as  Moore  and  his  alliei 
huddled  separately  witl 
the  industry's  attoraeys 
"You  either  fit  into  th( 
ft'amework  set  by  Moon 
or  you  were  out,"  recalls 
Humphi'ey,  who  quit  th( 
talks  in  May.  Moore  says 
Humphrey  "never  trie( 
to  be  part  of  the  team." 
Moore  and  his  cohorts  believe  the  na 
tional  deal  can  be  toughened  somewhat 
but  feel  it  achieves  more  than  piecemea 
suits  will.  They  want  Humphi'ey  to  giv( 
up  the  good  fight.  That  concept,  though 
is  not  in  the  Humphrey  gene  pool. 

By  Richard  A.  Melckei 
in  St.  Paul,  Minn 
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THE  INTERNET 


E-MAIL:  FAST,  FUN, 
AND  NOW  IT'S  FREE 

No-charge  E-mailers  may  give  other  onUne  services  a  pain 


With  legislation  on  California's 
soon-to-be-deregiilated  elective 
utility  industry  coming  to  a 
head,  it  was  Julie  Blunden's 
job  to  keep  the  South  Bloomington  (Vt.) 
office  of  Green  Mountain  Energy  Re- 
sources, a  reseller  of  environmentally 
friendly  electricity,  abreast  of  what  was 
happening  in  San  Francisco.  Armed 
with  a  cell  phone  and 
a  laptop,  "I  am  the 
poster  child  for  the 
low-cost,  high-tech, 
single-person  office," 
says  the  31 -year-old 
regional  director  for 
Green  Mountain.  And 
her  most  vital  weap- 
on for  zipping  off 
100-page  documents 
and  maintaining  con- 
tact with  her  boss? 
E-mail — to  the  tune 
of  40  to  100  mes- 
sages a  day.  "It's  like 
an  artery  for  me," 
she  says. 

Tapping  into  that 
vein  is  Hotmail 
Corp.,  the  Sunnyvale 
( Calif.  )-based  compa- 
ny that  provides 
Blunden  with  her 
E-mail  connection. 
While  other  Internet 
sites  struggle  to  at- 
tract visitors,  Hot- 
mail and  its  E-mail  rivals  have  proven 
that  it  doesn't  take  costly  content  to 
draw  Netizens.  It  just  takes  E-mail — 
free  E-mail,  that  is.  In  the  14  months 
that  Hotmail  has  been  in  business,  it 
has  nabbed  6.5  million  customers  and  is 
adding  a  stunning  40,000  members  a 
day.  By  contrast,  it  took  America  Online 
Inc.  (AOL)  nearly  six  years  to  get  that 
many  subscribers.  "The  growth  of  our 
user  base  has  exceeded  even  our  most 
optimistic  projections,"  says  Sabeer 
Bhatia,  who  co-founded  Hotmail  with 
Jack  Smith. 

Indeed,  E-mail  is  beginning  to  look 


like  the  "killer  app"  on  the  World  Wide 
Web.  Fom'll,  an  Internet  "wliite  pages" 
dii'ectory  of  E-mail  addresses,  started 
experimenting  with  free  E-mail  last 
year.  Since  its  launch  in  March,  its 
kocketMail  site  has  drawn  700,000 
members,  with  about  7,000  new  users 
signing  on  every  day.  In  July,  Excite,  a 
Web  search  engine,  followed  suit  with 


use  it  fast  enough  or  cheap  enoug"; 

But  the  explosion  raises  a  critid  i 
question:  Does  the  success  of  the  hi 
E-mailers  threaten  the  health  of  Int- 
net  access  providers?  Tyijically.  E-mail^ 
wi-apped  into  a  monthly  subscription  U 
of  about  $20  from  a  service  provide 
such  as  AOL  or  Netcom  On-Line  Corj 
munication  Sei-vices  Inc.  If  cybemaij 
can  now  get  their  E-mail  through  a| 
access  provider — from  the  office  PC  n| 
work  connected  to  the  Net  or  the 
Net  computer  at  the  local  library — tho;- 
could  be  downward  pressure  on  tHil 
rates  that  aol  and  others  can  char^.n 
"If  everyone  wants  fi'ee  E-mail,"  sai; 
Peter  Ki-asilovsky,  an  analyst  with  Arl, 
Communications  Inc.  in  Bethesda,  M', ; 
"it  could  force  a  drop  in  fees." 
PROFIT  PINCH.  One  big  supporter  '^^ 
freemail:  advertisers.  Since  membesii 
must  fill  out  a  profile  (page  70)  to  joti 
these  fi'ee  E-mail  services,  advertiseii 


IT'S  A  MAIL  THING 

Hotmail  co-founders  sm 
(left)  and  Bhatia  have  nabbed 
6.5  million  customers  in  their 
first  14  months  of  operation 


an  advertiser-supported  E-mail  service 
called  MailExcite.  Excite  won't  reveal 
membership  numbers,  but  industiy  an- 
alysts say  it's  close  to  100,000  members. 

And  that  could  be  just  the  beginning. 
Last  year,  there  were  more  than  40  mil- 
hon  E-mail  users  in  the  U.  S.  churning 
out  more  than  100  million  messages  a 
day,  says  senior  analyst  Kate  Delhagen 
of  Forrester  Research  Inc.  By  2005, 
that  could  reach  more  than  170  million 
users,  creating  a  staggering  5  billion 
messages  a  day  on  the  public  Intemet 
and  private  intranets.  "E-mail  is  out 
of  control,"  says  Delhagen.  "We  can't 


can  tailor  their  marketing  campaigns  t 
specific  demogi'aphic  groups.  In  the  fiv 
months  that  Four  11  has  been  i-unninj 
KocketMail,  60%  to  70%  of  advertiser 
on  the  main  Fourll  site  have  crossec 
over  to  KocketMail.  Juno's  number  o 
advertisers  has  jumped  fi-om  25  to  80  ii 
the  past  year  And  HotMail  now  has  3i 
advertisers,  including  mainstream  Visa 
Still,  that  hasn't  translated  into  oper 
ating  profits — yet.  "Right  now,  it's  al 
about  land  gi'ab,"  says  analyst  Delhagen 
Hotmail's  Bhatia  says  his  startup  coulc 
"easily  be  profitable,"  but  he  has  in 
stead  pom-ed  revenues  back  into  expan- 
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sion.  If  his  customer  sign-ups  continue 
at  this  pace,  HotMail  will  hit  10  million 
members  by  yearend — and  profitability 
by  early  1998,  says  Bhatia. 

But  there  have  been  stumbles  along 
the  way.  Late  in  1995,  Juno  and  Free- 
mark  tried  to  break  ground  with  the 
concept  of  getting  advertisers  to  foot 
the  bill  for  E-mail.  But  those  setups  re- 
quired special  software  and  dial-up 
phone  networks — a  costly  way  to  go. 
Privately  fimded  Freemark  folded  last 
year.  Meanwhile,  Juno,  which  is  sup- 
ported by  New  York  investment  banker 
D.  E.  Shaw  &  Co.,  has  only  3  million 
members.  Wliat's  more,  not  everyone  is 
convinced  no-charge  E-mail  is  a  sm-efii'e 
thing.  "Lots  of  people  sign  up  for  fi'ee," 
says  Shaun  G.  Ancbikopoulos,  an  analyst 
with  Alex.  Brown  &  Sons.  "But  they 
don't  use  it  on  an  active  basis." 

So  freemailers  are  finding  other  ways 
to  keep  Netizens  coming  back  for  more. 
On  Aug.  29,  Hotmail  announced  that 
Kinko  Inc.'s  835  copy  centei-s  in  the  U.  S. 
will  feature  pes  with  Web  and  Hotmail 
access.  RocketMail  is  pursuing  local  li- 
braries and  schools  in  a  similar  push  to 
get  its  Web  site — and  its  advertisers— in 
fi"ont  of  millions  of  more  eyeballs.  Excite 
is  pushing  more  than  just  E-mail:  Co- 


founder  Joe  Ki'aus  says  the  combination 
of  the  Excite  search  engine,  freemail, 
chat  services,  and  "instant  message"  ca- 
pabihties — all  funded  by  advertising — 
will  draw  surfers  to  his  site. 
DIAL-UP  DISCOUNT?  Even  Juno  isn't  out 
of  the  race.  Its  software  is  now  avail- 
able on  the  Juno  home  page,  which 
cuts  some  of  the  operating  costs  for 
the  New  York-based  service.  And  while 
members  still  need  the  software  to  dial 
directly  into  Juno's  computers.  Presi- 
dent Charles  Ardai  says  that  gives 
Juno  one  big  advantage:  faster  and 
cheaper  E-mail  access  than  Web-based 
services.  Since  Juno's  dial-up  network 
covers  90%  of  the  U.  S.,  most  users 
pay  for  only  a  local,  30-second  phone 
call  to  send  and  receive  E-mail.  "Sajdng 
that  E-mail  is  free  over  the  Web  is 
sort  of  like  saying  The  Lan-y  Sayiders 
Show  on  HBO  is  free,"  gripes  Ardai. 
"Problem  is,  you  can't  watch  it  without 
paying  for  hbo." 

No,  but  fi'eemail  senices  ai'e  finding  a 
way  to  cut  out  all  the  exii-aneous  content 
and  use  advertising  dollars  to  provide 
what  may  be  the  only  service  many  Ne- 
tizens want.  And  for  companies  like  Hot- 
mail, the  check  really  is  in  the  E-mail. 

Bij  Paul  M.  Eng  in  New  York 


AT  ZERO 
COST,  IS  IT 
OVERPRICED? 

The  best  things  in  hfe  are  free. . 
the  Internet,  where  even  E-mj 
vice  can  be  had  at  no  charge,  r 
tough  figuring  out  what  fits  your  n 
Creating  a  free  account  with  ani 
these  services  is  simple.  It  just  rec 
answering  a  brief  online  questionni 
v/hich  asks  for  basic  info  such  as  a 
gender,  and  household  income.  Son 
quiries  can  be  a  bit  more  intiTisive 
ever,  asking  for  your  real  name,  ad 
occupation,  and  hobbies.  Once  you'' 
completed  the  profile,  you'll  have  ii 
ate  access  to  your  E-mailbox. 
SPAW,  ANYONE?  Free  E-mail,  howe 
isn't  always  a  bargain.  In  most  cas 
will  shell  out  $20  or  so  to  an  Inter 
Service  Provider  to  get  access  to  t 
so  you  can  retrieve  your  mail.  But 
some  services,  such  as  Juno,  you  d 
need  Net  access  at  all — ^just  Juno's 
ware  to  tap  into  that  company's  se; 
If  you  only  use  the  Net  for  E-mail 
savings  can  be  dramatic. 
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WITH  A  KIND  OF  LUXURY  THAT  DOESN'T  INHIBIT  YOUR  FEEL  FOR  THE  ROAD,  AND  WHAT  YOU  HAVE  IS  A  BOLD  ALTERNATIV 


The  No-Postage  Postmasters 


<Y/L0CATION/ 
RS 


luno.com 
ion 

lAIL 

hotmail.com 
illion 

I 

maitexcite.com 
11 

rocketmail.com 


DESCRIPTION 

Unlike  the  others,  Juno  isn't  Web-based,  so  its  members  must  use 
special  PC  software.  Still,  Juno  has  seen  a  rise  in  advertisers — from 
25  to  80 — during  its  16  months  of  operation.  It  handles  some  2.5 
million  messages  per  day. 

The  fastest-growing  service,  Hotmail  adds  about  40,000  new 
members  daily.  It  handles  roughly  10  million  messages  per  day, 
drawing  35  advertisers. 

In  operation  just  five  weeks,  MailExcite  won't  disclose  membership 
numbers.  Traffic  to  the  service  will  likely  mirror  its  parent,  the  Excite 
Web  search  site,  which  has  more  than  2  million  visitors  a  day. 

RocketMail  is  a  recent  addition  to  Fourll,  a  Web-based  "white 
pages"  directory  with  more  than  10  million  names,  E-mail  addresses, 
and  700,000telephones  numbers.  RocketMail  is  plugged  into  Fourll, 
so  members  can  easily  find  others  and  E-mail  them. 

DATA  COMPANY  REPORTS,  BUSINESSWEEK 


ding  which  E-mail  operator  to 
may  depend  on  what  features 
mt  beyond  the  basic  message 
g  and  receiving  that  you  get  with 
services  such  as  America  Online, 
s,"  for  example,  are  popular,  and 
ered  by  Hotmail  and  RocketMail. 
sort  incoming  messages  based  on 


the  sender's  address,  say  routing  mes- 
sages from  your  boss  to  an  "urgent" 
folder  while  junk  mail — spam — can  be 
deleted  automatically.  MailExcite  allows 
members  to  create  a  vacation  auto-re- 
sponder.  Just  plug  in  the  dates  you  plan 
to  be  away  and  E-mail  received  during 
that  period  is  returned  to  the  sender 


with  a  note  saying  you're  on  vacation. 

As  convenient  as  this  is,  there  are 
hitches.  Take  storage.  Since  all  incom- 
ing messages  are  stored  on  the  service 
providers'  servers,  they  allot  only  2  or 
3  megabytes  of  hard  drive  space  per 
member  Some,  Hke  Hotmail,  automati- 
cally delete  the  oldest  messages.  Oth- 
ers, such  as  Juno,  do  not  allow  mem- 
bers to  attach  computer  files  to  E-mail. 

And  while  there  may  be  no  out-of- 
pocket  expense,  you  do  pay  a  price,  of 
sorts,  for  signing  up:  Your  privacy.  By 
filling  out  a  profile,  you  are  giving  the 
service — and  its  advertisers — a  peek 
into  what  you  earn,  like,  and  dislike. 
Each  service  claims  to  use  your  per- 
sonal data  to  display  ads  that  fit  your 
interests — a  benefit  in  some  instances. 
And  unhke  the  spam  that  floods  the  in- 
boxes  of  AOL  members,  the  ads  are  un- 
obtrusively displayed  alongside  your 
E-mail.  Still,  some  may  find  it  unset- 
tling to  see  an  ad  for  discount  airfares 
alongside  Grandma's  E-mailed  plea  to 
come  visit.  All  the  free  E-mail  compa- 
nies have  "terms  of  service"  agree- 
ments, which  cover  privacy  and  spam- 
ming.  Prospective  members  should 
read  these  carefully.  After  all,  you  get 
what  you  pay  for'. 

By  Paul  M.  Eng  in  New  York 
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PONTIAC 

DRIVING  eXCXTEMENT 


ALL       SO.  □-BONNEVILLE 


BONNEVILLE 

UXURY  WITH  ATTITUDE. 


Sabbatical. 


a  utomatic 
document  feed er 

US  at  wuya\ hp.com/info/colorcopiers3  or  call  1-800-761-8999,  ext.  2372.  ^Estimated  U.S.  retail  price. 


Information  Processing 


THE  INTERNET 


POINT,  CLICK- 
AND  SPEND 

cue  is  betting  the  online  mall's  time  has  arrived 


When  Anton  Nazaruk  of  Brick 
Town,  N.J.,  was  pricing  Jeep 
(  'herokees  in  August,  he  called 
local  dealers  and  then  he  E- 
mailed  two  Internet  auto  sites.  The 
next  morning,  he  got  a  reply  from  one, 
Auto  Vantage,  which  suggested  he  di'ive 
50  miles  to  McCafferty  Ford  in  Lang- 
horne,  Pa.  Nazaruk  did  and  ended  up 
paying  $1,000  less  than  the  local  best 
offer.  As  for  the  other  Web  site,  "I  still 
haven't  heard  from  them,"  says  the  re- 
tired ftrefighter. 

Nazaruk  is  the  kind  of  customer  who 
could  tuj'n  a  24-year-old  dream  into  re- 
ality for  Walter'A.  Forbes.  Since  1973, 
the  founder  of  Comp-U-Card  has  envi- 
sioned a  day  when  shoppers  would  buy 
everjrthing  from  Cuisinarts  to  couches 
via  tlieir  home  computers.  But  for  yeai's, 
this  seemed  like  Uttle  more  than  a  hai'e- 
brained  notion  out  of  The  Jetsons.  So 
Forbes  built  cue  International  Inc.  into 
two  dozen  mail-order  shopping,  travel, 
auto,  entertainment,  and  financial-ser- 
vices clubs,  with  some  68  million  mem- 
bers and  1996  revenues  of  .$2.4  billion. 


But  Forbes's  time  may 
have  arrived.  Today,  the 
54-year-old  chief  executive 
is  pulling  out  the  stops  to 
make  his  shopping-club 
powerhouse  an  Internet 
phenom.  In  June,  he 
opened  the  doors  on  his 
flagship  Web  site,  netMar- 
ket,  an  electronic  super- 
store offering  price  dis- 
counts of  10%  to  50%  off 
manufacturei''s  list  prices 
on  some  250,000  brand- 
name  products — every- 
thing ffom  perfume  to  Geo 
Prizms.  To  get  those  dis- 
counts, cue  has  set  up 
netMarket  like  its  regular 
shopping  clubs  where  the  cut  rates  are 
made  possible  by  membership  fees.  By 
the  end  of  1998,  vows  Forbes,  netMar- 
ket "will  sell  90%'  of  what  you'd  want 
in  your  home." 

The  only  question  is:  Will  enough 
Netizens  buy  his  goods?  cue  has  of- 
fered shopper's  clubs  on  the  Net  for  the 


A  Directory  of  CUC's  Online  Stores 


NAME/LOCATION 


AUTOVANTAGE 
£^^3    COMPUSERVE,  AOL, 
PRODIGY 


SHOPPERS  ADVANTAGE 

COMPUSERVE,  AOL, 
PRODIGY 

TRAVELERS  ADVANTAGE 

COMPUSERVE,  AOL, 
PRODIGY 

CREDIT  CARD 
3  PROTECTION 

'  AOL 


NETMARKET 

www.netmarket.com 


DESCRIPTION 

Offers  deals  on  new  and  used  cars, 
accessories  and  parts,  and  new-car  reviews. 
Provides  trip  routing. 

Home  appliances,  consumer  electronics  gear, 
PCs,  fitness  equipment,  and  some  250,000 
other  products  can  be  bought  at  discount. 

Members  get  discounted  vacation  packages, 
travel-agent  services,  newsletters,  and  5% 
cash  rebate  on  bookings. 

Insures  credit  cards  from  loss  or  theft  and 
issues  emergency  cash  and  airline  tickets 
that  are  hand-delivered  to  members. 

Combines  all  of  CUC's  online  offerings  into 
one  Web  site.  Videotapes  and  financial  ser- 
vices will  be  added  in  the  next  year. 


CEO  FORBES:  Folding  his  online  shopper's  clubs  j 
into  a  single  Web  site  with  a  single  membership  fei^ 


past  two  years  at  its  CUC.com  site  th 
includes  online  access  to  its  tradition 
clubs — Shoppers  Advantage,  Travele 
Advantage,  and  AutoVantage,  eac 
charging,  on  average,  $49.95  a  year.  B 
those  sites  are  just  interactive  versioi 
of  cue's  traditional  SOO-number-  approa< 
that  claim  some  350.000  interacti\ 
members — a  decent  following  but 
barn  burner. 
BIG  BANG  THEORY.  Forbes  has  grandi 
plans:  turning  netMarket  into  a  ma 
like  site  that  links  all  these  clubs — ai 
more — into  one  locale.  Today,  netMa 
ket  offers  travel  services,  deals  on  ne 
and  used  cars,  an  auction  site,  games, 
flea  market,  books,  and  flowers.  But 
the  coming  months,  Forbes  plans 
add  videos,  financial  services,  and  cla 
sified  advertising — all  for  a  single  fee 
$69.95  a  year.  What's  more,  he's  linkii 
all  the  cue  Web  sites  to  get  more  bai 
for  the  buck.  A  Web  surfer  who  visi 
the  travel  section  of  cue's  booksellc 
Book  Stacks  Unlimited,  for  exampl 
might  see  a  link  to  a  vacation  trip 
Maui  and  find  details  just  a  tap  away 
netMarket. 

There's  just  one  snag:  Malls  have 
troubled  history  on  the  Net.  In  re 
malls,  clustering  stores  makes  sho; 
ping  more  convenient,  but  on  the  We 
zipping  from  one  merchant  to  anoth< 
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Where  the  world's  information  goes. 


StorageTek 


"The  CIO  said,  'let  me  see  if  I've  got  this  straight.  You're  saying  you  can  implement  a  worldwide 
storage  system  that  will  actually  increase  the  company's  performance  and  reduce  costs?' 
Without  skipping  a  beat,  I  said  yes.  And  without  skipping  a  beat,  he  said,  'you  have  sixty  days 
to  show  me  how.'  I  remember  the  day  StorageTek  presented  their  recommendations. 
Because  that  was  the  first  night  I  actually  got  some  sleep."  Call  StorageTek  today  at  1  800  786-7835. 
Or  visit  us  on  the  Web.  Because  in  this  world  of  multiplatform  computing,  the  right  choice  in  storage 
can  mean  the  difference  between  proving  yourself  every  day  —  and  proving  yourself  once  and  for  all. 

www.storagetek.com/hotshot 


n  Copvrlalii  mi  Smm  Tc'cluioloiiy  i;oi|ioialioii.  All  nolili  ii^surucd  siotageTck  is  a  cegisieiei)  Irademaik  ol  Storage  Technology  Corpoialton, 


Information  Processing 


is  just  a  mouse  click  away.  In  June, 
IBM  pulled  the  plug  on  its  cybermall, 
World  Ave.  And  iMall,  which  has  some 
1,600  online  storefronts,  lost  .$1  million 
on  revenues  of  $9.2  million  in  the  first 
six  months  of  1997.  iMall  ceo  Richard 
M.  Rosenblatt  says  the  loss  is  the  re- 
sult of  expansion  costs,  but  analysts 
are  gloomy  about  electronic  shopping 
centers.  "Online  malls  are  dead,"  says 
analyst  Kate  Delhagen  of  Forrester 
Research  Inc. 

Not  so,  counters  Forbes.  He  predicts 
that  in  a  few  years,  Net  shopping  habits 
will  iniinic  those  in  the  biick-and-moitar 
world,  where  80%  of  sales  are  concen- 
trated in  a  handful  of  merchants.  Be- 
sides, he  says,  netMarket  is  not  just  a 
cybermall  but  a  discounter  that  promis- 
es to  match  the  lowest  prices  of  its  ri- 
vals. Jim  Wood  of  Phoenix  is  a  believer. 
He  compares  prices  at  Sam's  Clubs  and 
online  discounters  such  as  Onsale  but 
usually  ends  up  buying  at  Shoppers  Ad- 
vantage, and  now  netMarket.  "Their 
prices  are  just  lower  than  any  other 
place  I've  looked  at,"  he  says,  after  hav- 
ing bought  a  $200  (list  price)  trampoline 
for  $70  from  netMarket. 
MIDDLEMAN.  But  cuc's  real  leg  up  may 
be  its  proven  computer  system  for  tak- 
ing huge  volumes  of  orders  and  deliv- 
ering in  a  timely  mamier.  "Most  of  what 
will  make  Internet  commerce  successful 
is  the  blocking  and  tackling,"  says  ana- 
lyst Christopher  A.  Feiss  of  Alex. 
Brown  &  Sons  Inc.  "None  of  this  is  a 
slam-dunk.  But  cue  has  an  advantage." 

NetMarket's  modus  operandi  is  dif- 
ferent from  most  Web  merchants,  any- 
way, cue  cashes  in  on  membership  fees, 
not  on  the  products,  which  it  delivers  as 
the  middleman.  On  a  traditional  .$49.95 
membership,  cue  loses  $58.95  the  fu'st 
year  in  marketing  and  overhead  costs. 
In  subsequent  years,  it  makes  $30  per 
member,  and  since  70%  renew  on  aver- 
age, that  has  meant  a  steady  revenue 
stream.  Online  members  are  even  more 
lucrative,  since  they  require  less  tele- 
marketing costs. 

Still,  Forbes  isn't  betting  the  cue 
farm  on  the  Net  yet.  In  October,  cue 
will  me]-ge  with  competitor  hfs  Inc., 
which  owns  b)'an(l  names  including  Avis 
and  Centiu-y  21  and  makes  its  money  on 
ft'anchiser  royalties.  The  combined  com- 
pany, Cendant  Corp.,  should  have  1997 
revenues  of  .$5.1  billion,  says  analyst 
James  J.  Pettit  of  Hambrecht  &  Quist. 

That  should  cushion  any  growing 
pains  netMarket  might  have  in  the  near 
term — and  give  Forbes  time  to  reach 
for  his  24-year-old  cyberdream. 

By  Susan  Jackson 
in  Stamford,  Con  v. 


TELECOMMUNICATIONS 


THE  INSIDER 
BOB  ALLEN  LIKES 

AT&T's  chairman  gets  behind  John  ZegUs  for  CEO 


BRAINY:  Attorney  Zeglis  has  regulatory  savvy  but  lacks  marquee  value 


After  the  at&t  divestitiu-e  was  com- 
pleted in  1984,  a  debate  eiTjpted 
at  the  company  over  who  was  go- 
ing to  get  the  services  of  John  D. 
Zeglis,  the  36-year-old  attorney  who  had 
helped  draft  most  of  the  plan  to  break 
up  Ma  Bell.  The  long-distance  unit 
wanted  him,  but  Howard  Ti-ienens, 
AT&T's  general  counsel,  wanted  Zeglis 
in  his  office.  "There  was  a  tug  of  war 
over  who  got  John,"  says  Trienens.  "The 
result  was  that  he  did  both  [jobs]." 

More  than  13  years  later,  Zeglis  I'e- 
mains  a  coveted  player  at  AT&T.  As 
headhunters  scour  the  country  for  its 
next  CEO,  Zeglis  is  emerging  as  a  sur- 
prisingly strong  candidate  to  succeed 
Robert  Allen.  Big-name  contenders  also 
are  in  the  nmning — Hughes  Electronics 
Chairman  C.  Michael  Armstrong  and 
Cable  &  Wireless  ceo  Richard  Brown 
are  the  favored  outsiders.  But  Zeglis 
clearly  has  the  respect  of  the  board. 
"I'm  sure  when  we  get  to  the  final  list 
of  10  candidates,  John's  name  will  be 
on  it,"  said  board  membei'  Walter  Y. 
Elisha  last  month. 

Perhaps  more  telling  is  that  the  50- 


year-old  Zeglis  has  the  backing  of  Alle 
In  a  training  session  for  top  execs  la 
month,  Allen  called  Zeglis  "the  best  ca 
didate"  for  the  ceo  job,  says  one 
tendee.  Another  insider  says  Allen  h 
been  praising  Zeglis  to  board  membe 
ever  since  former  heir  apparent  Jol 
R.  Walter  left  the  company  last  men 
following  the  board's  decision  not 
make  him  CEO  as  promised.  "I  thii 
he's  definitely  Allen's  man,"  sa; 
Stephanie  Comfort,  a  principal  in  equi 
reseai'ch  at  Morgan  Stanley  &  Co. 
"FRESH  BLOOD."  Still,  Zeglis  wou 
make  a  controversial  choice.  Virtual 
all  his  experience  has  been  in  legal  a 
regulatory  affairs,  not  in  AT&T  ope 
tions.  Worse,  in  the  eyes  of  institutio 
investors,  he  represents  the  stat 
quo — a  continuation  of  Allen's  mista 
plagued  tenure.  "I  think  fresh  bio 
would  do  this  company  a  world 
good,"  says  Bruce  Behrens,  manager 
Flag  Investors  Telephone  Income  Fun 
which  sold  off  its  at&t  holding  earli 
this  yeai'.  Comfort  predicts  Wall  Stree 
reaction  to  a  Zeglis  promotion  wod 
be  harsh.  "If  that  were  to  cross  tl 
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to  get  you  excited? 
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FINANCIAL  INDEPENDENCE 


Some  questions  are  too 
important  not  to  ask. 


or  generations, 
Transamerica  has  been 
helping  people  plan  for 
a  comfortable  financial 
future.  That  s  why  we 
know  that  it  may  be 
tough  to  ask  the  necessaiy  questions 
about  what  could  lie  ahead  lor  your 
parents.  Have  they  planned  for 
adequate  retirement  income?  What 


annuity,  life  and  long 
term  care  insurance 
products  which  can  help 

^^^J^^^^    y^*-'  ^^^^  your  loved  ones 
^^^i^,^.^,,  achieve  financial  inde- 

^mHHl    pendence  now  and  in 
life's  later  years.  If  vou"d  like  to  learn 
more,  just  call  your  Transamerica 
Life  Companies  representative  or  call 
us  toll-free  to  get  a  copy  of  oiu-  free 


happens  to  that  income  if  one  of  them      booklet.  \ou  can  also  visit  us  t)nline 


dies?  Could  they  meet  the  metlical 
expenses  of  a  long  term  illness? 
Have  they  done  estate  planning? 
Transamerica  offers  a  varietv  ol 


at  www.transamenca.com 
Find  out  why  it's  good 
to  have  friends  in 


high  places. 
Call  1-800-945-8490  ext.  131 

THE    PEOPLE    IN    THE    PYRAMID    ARE    WORKING    FOR  YOU'" 


LIFE  INSURANCE 


Transamerica 


ASSET  MANAGEMENT 


LENDING 


LEASING 


Phoenix. 

where  life  and 
work  connect. 


If  \()irre  re;idy  to  grow  your  business 
enliance  your  fmnily's  lifest\le, 
'eater  Phoenix  is  the  ideal  place 
to  connect  with  new  customei's, 
ujipliei's  and  friends  virtually 
overnight. 

(Ireater  Phoenix  is  a  booming  billion 
marketplace  where  w'e  ofter 

life — to  build 
\i)ur  future  ;uiil 
make  a  difference. 

This  is  where  vou  c;ui  build  a 

lillion-dollar  semiconductor  fab,  or 
start  up  a  12-]iei'S()n  software  compa- 
n\  Here  \  ou  can  design  and  build 
spacecr;ift,  jet  engines,  micro 
controller  or  software — ;uid  golf, 
hike,  swim  or  bike  outdoor — all 
\ear  round,  kvi.  no 
place  else  makes 
it  ,soea.sy  to  connect 
with  business  associii 
lions,  schools,  and 
ci\ic  groujis, 

l\ead\  to  grow'-' 
Contact  (ireater  Phoenix  Ixononiic  (aiuuciI  ,il 
mi)  JS6-""'()()or  I -S()()-42 1-47.^2.  or  visit 
our  website  at  wvnv.gpec.org 

J3REATER 

Phoenix 


Information  Processing 


wire  today,  the  stock  would  probably 
take  a  hit,"  she  says. 

So  Zeglis  is  far  from  a  shoo-in  for 
the  top  job.  This  time,  a  committee  of 
outside  directors  is  conducting  the 
search,  as  opposed  to  the  Allen-led  hunt 
that  picked  Walter  at&t's  board  is  un- 
der pressure  to  bring  in  a  marquee  e.x- , 
ecutive  fi-om  outside  and  has  reciuiters 
Heidrick  &  Struggles  and  Spencer  Stu- 
art compiling  a  list  of  fewer  than  10 
candidates  (table). 

For  any  outside  candidate,  though, 
the  benchmark  to  exceed  is  Zeglis. 
Known  as  Allen's  shrewd  counselor, 
Zeglis  is  a  risk-taker  with  an  appetite 


doesn't  shoot  from  the  hip,"  says  fc-l 
mer  AT&T  top  executive  Victor  Pelson 

Zeglis'  biggest  impact  has  come  ii . 
regiilatory  and  legal  issues.  For  exai-  ' 
pie,  he  played  a  key  role  in  winning  a-  ji 
proval  of  AT&T's  $11.5  billion  acquisitii.fc 
of  McCaw  Cellular  in  1994.  The  moil; 
ch-ew  fii-e  for  allegedly  violating  the  19l4 
consent  decree  and  antitnist  laws.  Bg*. 
Zeglis  guided  the  deal  safely  thi-ouj^d 
state  regulators,  federal  courts,  and  t/A 
Federal  Communications  Commissicj^ 
"It  was  a  three-ring  circus,  and  we  ef» 
out  unscathed,"  says  Ti-ienens.  \ 

More  recently,  Zeghs  has  started 
build  a  record  of  contributing  to  opeijS 


AT&T'S  CEO  CANDIDATES 


CANDIDATE 

JOHN  ZEGLIS 

AT&T's  longtime  I 

general  counsel, 

now  vice-chairman  I 

C.  MICHAEL 
ARMSTRONG 

Chairman  and  CEO 
of  Hughes  Electronics 

RICHARD  BROWN 

CEO  of  London's  Cable 
&  Wireless  1 

JAMES  BARKSDALE 

President  and  CEO  of 

Netscape 

Communications 


PRO: 

Knows  AT&T 
intimately,  especially  its 
regulatory  issues 

Marquee  name; 
broadened  defense 
contractor  into  the 
satellite-TV  business. 

Former  Ameritech 
exec  knows  the  industry, 
particularly  local  service 

Inspirational  former 
AT&T  Wireless  CEO  and 
FedEx  exec  who 
knows  the  company 


[CON: 

t 

I  Represents  the  status 
1  quo;  his  appointment 
[would  almost  certainly 
1  hurt  the  stock 

I  Lack  of  telecom 
i  experience 


I  Not  as  strong  a 
I  CEO  track  record  as 
[other  candidates 

; still  considered  an 
[outsider  at  AT&T 
[  headquarters 


for  games  of  chance.  He's  an  enthusias- 
tic poker  player  and  helped  start  up 
the  company's  professional  football  pool. 
Even  in  business,  he's  willing  to  take 
long  odds.  Wlien  .W&T  was  negotiating  a 
merger  with  sBf  Commiuiications  Inc.,  it 
was  Zeglis  who  thought  the  deal  could 
win  regulatory  approval.  But  under 
\\idesi)read  criticism,  the  talks  collapsed. 
"UNSCATHED."  His  taste  in  entertain- 
ment is  no  tamer  Zeglis  loves  to  liike 
and  takes  regular  camping  trips  with 
Ms  fonner  Sidley  &  Austin  colleagues  to 
remote  ai'eas  of  Alaska  and  the  Rockies. 
In  August,  he  went  kayaking  in  the 
Strait  of  .Juan  de  Fuca  near  Seattle. 
He's  also  a  classical  music  aficionado  and 
has  dined  with  famed  cellist  Yo  Yo  Ma. 

But  Zeglis,  raised  in  Momence,  III, 
is  also  known  for  his  reasoned  ways. 
When  AT&T  wanted  to  set  up  its  own 
facilities  overseas  and  chai'ge  lower  rates 
for  international  calls,  Zeglis  had  to  go 
toe-to-toe  with  foreign  telecom  monopo- 
lies. Instead  of  fighting  with  .AT&T's  com- 
petitors, he  used  logic,  explaining  why 
then-  profits  would  actually  increase.  "He 


tions.  He  was  a  big  supporter  of  .at&'I 
Universal  Card,  for  example.  His  ope^ 
ational  skills  are  sufficiently  valued  thl 
he  was  asked  to  consider  the  ceo  job ! 
Illinova,  an  Illinois  utility  on  who^ 
board  he  sits.  "The  discussions  didii 
get  very  far,"  says  ceo  Larry  D.  HaEj 
"John  is  a  true-blue  .at&t  person." 

Zeglis  has  had  his  stumbles.  Sorl 
observers  think  he  deserves  to  take  tt 
rap  for  last  year's  Telecom  Reform  A7( 
which  will  eventually  allow  the  Bal'i 
Bells  into  the  long-distance  busineii^ 
"That's  a  disaster  for  the  company,  ailt 
no  one  is  being  held  accountable,"  sai- 
one  former  executive. 

But  with  Allen's  support,  Zeglis  m^ 
very  well  land  one  of  the  most  pres| 
gious  jobs  in  Corporate  America.  In  li 
interviews  with  board  members  in  if 
cent  weeks,  he  has  been  impressi\p 
says  one  person  close  to  the  boaui 
"This  is  a  job  that  has  to  be  taken  aw^'i! 
fi"om  him,"  says  an  insider.  But  if  t!" 
board  votes  for  Zeglis,  expect  shai- 
holders  to  vote  with  their  feet. 

By  Peter  Elstrom  in  New  Fo;'-' 


Remember  when  owning  a  strategic  network  didn't  have  to  cost  you  the  world?  We  do. 


No-Risk  Networks  from  Cabletron.  A  simpler  wa\'  to  work. 


New  York  Stock  Exchjnt;c— Listed  (  CS ) 

RISK'!-'  is  a  trademark  of  Hasbro,  Inc.  lo  1997  Hasbro,  Inc       Rights  Re,ser\'ed   I.  sed  with  Permission 


At  the  risk  oi  soundint;  too  hoasthil,  Cablctron's  networks 
i^re.itly  ree'luce  the  cost  ot  ownership  across  the  board  through: 

•  Proven  investment  protection 

Cabletron  provides  hardware  and  software  sohitions  that 
continue  to  keep  pace  with  changing  demands  w  ithout  loicing 
you  into  costly  infrastructure  upgrades,  bor  instance,  our 
MMAC  switching  platform— introduced  more  than  ten  years 
ago— is  still  being  relied  on  in  thousands  ot  customer  sites 
because  it  was  designed  to  accommodate  new  technologies. 
And  today,  our  SmartSwitching  platforms  not  only  continue 
this  tradition  b\'  featuring  built-in  support  for  bast  I:thernet 
and  ATM,  but  pave  the  way  for  newer  technologies  such  as 
Gigabit  Ethernet. 

•  Tightly  integrated  solutions 

Otir  own  leading-edge  technology,  combined  with  strategic 
partnerships  and  acquisitions,  results  in  an  ever-e.\panding. 
standards-based  product  line  that  excels  in  all  environments- 
including  toda\''s  mi.xcd  topology  multivendor  networks, 

•  Maximum  uptime,  increased  productivity 

Cablctron's  fault-tolerant  hardware  and  management  softv\arc 
work  tOijcther  to  pre\ent  leni^thx'  network  outaijes,  autoniaticalK', 

•  High-speed,  easy-to-use  features 

Through  advanced,  value-add  features  like  pltig-n-play 
operation;  dedicated  bandwidth  per  user;  and  adds  and  moves 
without  changes,  ('abletron's  solutions  iminediatcK'  improve 
network  performance  and  reduce  day-to-day  expenses. 

•  Greater  control  of  resources 

Onlv  Cabletron  h.is  the  policv-based  management  .ind 
user-accountabilirv  features  to  gauge  and  streamline  netvMirk 
costs.  Now  organi/^ations  can  determine  how  \.iliiablc 
resources  are  utilized  to  better  plan  the  long-term  direction  of 
the  enterprise. 

Now's  the  time  to  gam  an  upper  hand  in  the  battle  to  over- 
come your  cost-of-ownership  issues.  Call  603-337-0930 
tor  more  information  or  visit  us  on  the  Web  at 
www.cabIetron.com. 

caBieTRon 

 SYSTems 

The  Connplete  Networking  Solution'" 


Each  day  more  and  more  companies  realize  the  power  and  advantages  of  running  their  operations  with 
Compaq  servers. 

Today,  with  over  one  million  servers  in  operation,  our  systems  are  running  departments.  They  are  running 
intranets.  They  are  running  business-critical  applications  for  countless  organizations. 

As  the  need  for  this  more  efficient  and  intelligent  form  of  computing  has  expanded,  our  line  of  servers  has 
expanded  to  meet  every  demand.  Our  new  ProLiant  6500  and  7000  servers  offer  the  highest  levels  of 
availability  for  7x  24  computing. 

At  every  level,  workgroup,  departmental,  and  enterprise,  there  is  a  Compaq  server  that  will  let  you  reduce 
costs  and  risk,  improve  productivity,  and  standardize  your  entire  computing  environment  on  one  platform. 

Compaq  ProLiant  servers  set  the  standard  for  open  systems  computing.  Compaq  management  software 
allows  companies  to  keep  networks  up  and  running  and  costs  down. 

The  days  of  having  to  run  your  business  only  on  the  big,  expensive  iron  are  over.  The  future  with  Compaq  is 
a  wide-open,  newly  paved  superhighway  just  begging  to  be  travelled. 

www.compaq.com 


THE  GREAT  TECHNOLOGY  BRIDGE  TO  THE  Fl 


*1  vv/  C&inpaq  Computer  Coipora^ 
'>»iighis  reserved  Compaq  regi5ler<"r3  u  S 
■patent  ond  Trademark  Ofl.ce  ProSrgr-ra 
jh^  ProLroni  are  regislered  rrodemorks  ol 
-ompaq  Computer  Corporulion 


Z/Ooking  for  ways 
to  keep  your  business 
class  interesting? 


The  Business  Week 
Education  Program  can  give  you 
and  your  students  the  insight 
into  business  that  only  Business 
Week  provides.  There's  no  better 
way  to  drive  home  a  point  than 
by  appl)ing  business  concepts  and 
theoiy  to  current  business  news. 

When  you  participate 
in  the  Business  Week  Education 
Program  you  and  your  students  are 
ehgible  for  the  lowest  possible 
subscription  rates  and  you  may  also 
qualify  to  receive  a  free  CD-ROM, 
containing  Business  Week  archives. 
To  get  started,  call  your  personal 
account  representative  at 
...  1-800-843-7352. 


BusinessWeek 
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Science  &  Technology 


MEDICINE 


ULTRASOUND:  WHAT'S  WRONG 
WITH  THIS  PICTURE? 

It's  cheap  and  accurate  in  Europe-but  not  in  the  U.S. 


TUNING  IN:  U.S.  doctors  can  offer  the  scans  ivithout  taking  any  special  training 


It's  a  picture  that  lasts  a  lifetime:  the 
fii'st  ultrasound  image  of  a  tiny  fe- 
tus, floating  securely  in  its  fluid-filled 
cocoon.  One.  two,  thi'ee,  fom;  five  fiiigers 
on  each  hand,  five  toes  on  each  foot, 
the  diminutive  heart  pulsing  rapidly. 
For  soon-to-be  parents,  ultrasound  can 
be  a  calming  tonic — or  the  fii'st  sigTi  of 
serious  trouble.  To  doctors,  the  proce- 
dure— used  in  some  70%  of  pregnan- 
cies, at  a  cost  of  $1  billion — can  help 
date  a  pregnancy,  aid  in  diagnosing  bulh 
defects,  and  reduce  liability.  But  an  im- 
portant question  remains:  Does  ultra- 
sound have  any  real  benefit  as  a  routine 
tool  to  screen  foi"  problems  in  even  low- 
nsk  pregnancies? 

The  issue  involves  both  effectiveness 
and  cost.  A  1993  Neic  England  Joiirtial 
of  Medicine  study 
called  RADIUS, 
found  that  routine 
ultrasound  scanning 
of  a  gToup  of  low- 
lisk  women  provid- 
ed no  benefits  in 
reducing  neonatal 
deaths  or  I'educing 
the  incidence  of 
moderate  or  severe 


THE  ULTRASOUND  GAP 


Percentage  of 

98% 

50% 

women  who  get  tested 

Detection  of  major 

61.4% 

17% 

and  minor  defects 

Average  price  of  scan 

$50 

$200 

illness.  It  detected  more  problems  thar' 
were  found  in  a  similar  group  of  un- 
scanned  women,  but  the  information  of 
ten  came  too  late  to  be  useful.  And  it  is 
not  inexpensive.  About  half  of  the  $1 
billion  spent  on  ultrasound  for  pregnan- 
cy each  year  goes  for  routine  screening 
"It  fails  miserably  as  a  screening  test,' 
says  Dr.  Fredric  D.  Frigoletto  Jr.,  chiel 
of  obstetrics  at  Massachusetts  Genera 
Hospital  in  Boston  and  one  of  the 
study's  authors. 
QUESTIONS.  Conceni  about  how  to  make 
ultrasound  more  cost-effective  is  likelj 
to  increase  with  a  new  report  on  ultra- 
sound in  Europe.  The  study  found  that 
ultrasound  screening  in  Eiu'ope  was  fai 
more  effective  at  identifying  problems 
than  screens  done  in  the  U.  S.  Also,  thej 
screening  costsi 
much  less  in  Eu-S| 
rope.  The  findingsj 
strengthen  the  casej 
for  ultrasound' 
screening  and  raise' 
questions  about  thej 
wav  it  is  done  ir; 


The  Europear| 
findings  came  fi'on: 

il 


EUROPE 


U.S. 


Did  someone  say  jump? 


■  As  far  as  we  re  concerned,  a  simple  "How  high?' 
isn't  good  enough.  We  want  to  exceed  your 
wildest  expectations.  So  if  your  business  is  looking 
to  relocate,  consider  Mississippi.  You'll  find  hard- 
working people,  cooperative  local  and  state 
government,  and  an  aggressive,  whatever-it-takes 
kind  of  attitude.  ■  Call  1-800-340-3323,  and  tell  us 
what  we  can  do  for  you.  Just  be  careful  if  you  ask 
us  to  jump.  We  might  bring  back  some  moonrocks. 


Mississippi.  We  can  do  that. 


Mississippi  Department  of  Economic  and  Community  Development  •  P.O.  Box  849  •  Jaclcson,  Mississippi  •  39205  •  http://www.mississippi.org 


To  unleash  your  spirit. 


To  get  behind  the  wheel  of  an 
Eldorado  Touring  Coupe  with  the 
Northstar  System. 


he  300-horsepower  V8 
weld  your  back 


III  ivj  ayjivai  ilci^j 


Your  heart  is  telling  you  something. 


^re  you  iisiening  r 

LDOR/5j^DO 
LIVE  WITHOUT  LIMITSt 


:  WITHOUT  LIMITSt 

Call  1 -800-333-4CAD  or  visit  our 
Web  site  at  www.cadillae.com 
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BusinessWeek  ONL  INmt 


Put  the  Power  of  Business  Week 
0  Work  for  You  in  a  Brand-New  Way! 
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Archive 


The  world's 
best-selling 
business 
magazine— 
now  on 
I  CD-ROM 


January       to  .liiric  l!)!)7 


►  Fast  searches 

►  Hundreds  of 
tables,  charts, 
and  photos 

►  Scoreboards 

►  Updated 
quarterly 


Copyright  ©  1995.  1997  Tiie  McGraw-Hill  Companies  Inc 
All  fights  fesetved 
Made  in  Canada 


No  more  ripping  out  and  filing  articies  ...No  more  stacl(s  of  old  issues ... 
Set  a  complete  "library"  of  Business  Week  articles  you  can  access  in  seconds. 


\nnoimcmg  BUSINESS  WEEK  ON  CD-ROM,  a  wiit- 
ows-compatible  CD-ROM  that  puts  at  your  fingertips 
very  Business  Week  article  since  January,  1996. 

Constructed  with  an  extremely  fast  and  accmate 
earch  engine  BUSINESS  WEEK  ON  CD-ROM 
llows  you  to  browse  by  topic  or  issue-by-issue, 
t  saves  you  hours  flipping  through  old  magazines 
ir  calling  the  library.  And  it's  himdreds  of  dollars 
jss  than  retaining  a  research  service. 

5est  of  all,  this  powerful  business  tool  can  be 
ours  for  only  $49.95.  And  as  a  special  bonus, 
hipping  and  handling  is  FREE.  Plus,  we'll  send 
ou  three  quarterly  up-dates  absolutely  FREE. 


In  just  seconds,  BUSINESS  WEEK  ON  CD-ROM  lets 
you: 

•  Locate  an  old  article  you  forgot  to 
share  with  a  colleague 

•  Remind  yourself  of  an  innovative  idea 

•  Get  infonnation  to  prepare  for  a  presentation 
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Mail  This  Tbday ...  For  Faster  Service  Call  1-800-304-3914,  ext.  100 

BUSINESSliilEK  on" Cd5iOM 

307  East  Ash,  Suite  167,  Colimibia,  MD  652014427 


YES,  please  send  me  copies  of  BUSINESS  WEEK  ON  CD-ROM  for 

only  $49.95  each.  I  luideretaiicl  I'll  get  thi'ee  FREE  quarterly  up-dates 
and  sliipping  and  haiuUiiig  is  FREE. 

100%  Risk-FREE:  1  luiderstand  that  if  for  any  reason,  I'm  not  100% 
satisfied  with  BUSINESS  WEEK  ON  CD-ROM,  I  may  retimi  it  witMn  30 
days  for  a  full,  no-questions-asked  refimd. 

Name  


PAYMENT  OPTIONS: 

□  Check  enclosed  (payable  to  BUSINESS  WEEK  ON  CD-R(  )M ) 

□  Please  bUI  my  credit  caixl 

□  Visa    □  MasterCard     □  Discover    □  American  Express 


Credit  Card  # 


Exp.  Date 


Address 


Signature 


City_ 


State 


_Zip 


UHK1005 


Science  &  Technology 


HEALTH 


YOU  BET 
I  MIND 

A  report  shows  new  risks 
from  secondhand  smoke 

While  lawyers  in  Florida  pur- 
sue the  nation's  fii'st  class 
action  addressing  the  dan- 
gers of  secondhand  cigarette  smoke, 
California's  Environmental  Protec- 
tion Agency  has  quietly  released  the 
most  devastating  report  yet  demon- 
strating exactly  what  those  dangers  are 

The  director  of  the  Siu'geon  Gen- 
eral's Office  on  Smoking  &  Health 
calls  the  report  "the  single  best 
comprehensive  review  of  the  adverse 
effects  of  environmental  tobacco 
smoke  on  humans." 

In  1993,  the  U.  S.  Envii-onmental  Pro- 
tection Agency  released  a  report  con- 
cluding that  the  blue  haze  of  second- 
hand cigarette  smoke  causes  3,000  cases 
of  lung  cancer  annually  in  the  U.  S.  But 


the  EPA  didn't  look  at  the  many  other 
risks  posed  by  secondhand  smoke. 

The  California  report  is  the 
first  comprehensive  government 
document  to  conclude  that  sec- 
ondhand smoke  also  causes  as 
many  as  62,000  heart  disease 


deaths,  2,700  deaths  fi"om  sudden  infant 
death  syndrome,  and  2,600  new  cases  of 
asthma.  It  says  secondhand  smoke  might 
increase  the  risk  of  cervical  cancer  and 


spontaneous  abortions.  More  than 
compounds  in  tobacco  smoke  were  ide: 
tified  as  carcinogens.  Six  w^ere  shown 
be  sources  of  reproductive  or  deve 
opmental  problems. 

"The  evidence  is  very  stror 
and  consistent  that  enviroi, 
mental  tobacco  smoke  has  aii 
verse  effects  on  human  healtl 
particularly   for  kids,"  sa/ 
Michael  P.  Eriksen,  director 
the  Sui'geon  General's  Office 
Smoking  &  Health. 

A  draft  of  the  report  w^ 
circulated  in  February  fd 
public  and  scientific  cor 
ment.    "It    has  goil 
through  an  extremej! 
rigorous  scientif 
peer  review,"  saj 
William  Vance, 
Cahfomia  epa's  depulj 
director  for  scientific 
fairs,  whose  office  pn 
pared  the  report.  Th; 
included  a  review  I 
tobacco  industry  ofi 
cials,  who  dismissed  its  findings. 

"This  adds  nothing  new  to  the  d' 
bate,"  said  Thomas  Lauria,  a  spoke 
man  for  the  Tobacco  Institute  in  Was) 


All  other  email  and  groupware 


Introducing  Netscape  Communicator  and  SuiteSpot.  The  only  intranet  solution  without  boundaries. 

No  more  barriers.  No  more  obstacles.  With  As  the  world's  only  fully  native  opeti  solution  for 

Netseape  (>)mmunieator  and  SuiteSpot  you  tan        messaging  and  collaboration,  Cximmunicator  and 
extend  the  capabilities  of  your  intranet  beyond  SuiteSpot  are  built  from  ttie  ground  up  on  the  Internet 

the  traditional  boundaries  that  restrict  existing        messaging  standards  Netscape  helped  create.  The 
proprietary  email  and  groupware  solutions.  result?  A  full  service  intranet  that  extends  seamlessly 


,ton.  The  industiy's  response  to  the 
S.  epa's  secondhand  smoke  report  in 
)3  was  a  lawsuit  claiming  the  report 
s  based  on  faulty  science  and  should 
withdrawn.  The  suit  is  still  pending. 
The  California  report  looked  at  a 
le  range  of  ailments,  sometimes  find- 
;  troubling  warning  signs  hnking  the 
lesses  to  secondhand  smoke  even 
)Ugh  there  was  insufficient  evi- 
ice  to  prove  that  the  smoke 
ised  the  diseases.  For  example, 
noted  that  some  studies  have 
)wn  that  mothers  exposed  to  sec- 
Ihand  smoke  are  more  likely  to 
children  with  birth  defects.  It 
d  secondhand  smoke  "may  pose 
lazard  for  neuropsychological  de- 
opment"  in  children.  Those  iirid- 
;s  were  based  on  a  variety  of  epi- 
niological,  or  statistical,  studies 
it  found  an  increase  in  problems 
fetuses  and  children  exposed  to 
)acco  smoke. 

ilDIOUS.  The  report  also  found 
it  chiildren  "are  especially  sensitive 
the  respiratory  effects  of  [envi- 
unental  tobacco  smoke]  exposure," 
dch  could  be  related  to  the  rise  in 
Idhood  asthma. 

The  California  report  follows  a 
ly  study  from  Harvard  University 
it  detailed  the  effects  of  second- 
nd  smoke  on  32,046  women.  Its 


authors,  led  by  Dr.  Charles  H.  Hen- 
nekens,  say  this  study  is  one  of  the  few 
to  take  into  account  exposure  in  both 
the  home  and  the  workplace  and  to  sep- 
arate secondhand  smoke's  consequences 
from  those  of  unhealthy  diets  that  can 
boost  heart-disease  risk.  Women  who 
said  they  were  "regularly  exposed"  to 
other  people's  smoke  had  1.91  times  the 

The  Toll  of 


Secondhand  Smoke 

DISEASE 

ANNUAL  U.S.  DEATHS  OR  CASES 

OjUUU  UcdlHo 

HEART  DISEASE 

35,000-62,000  deaths 

SUDDEN  INFANT 
DEATH  SYNDROME 

1,900-2,700  deaths 

LOW-BIRTHWEIGHT 
BABIES 

9,700-18,600  cases 

ASTHMA  IN 
CHILDREN 

8,000-26,000  new  cases 
400,000-1  million  cases  of 
existing  disease  getting  worse 

BRONCHITIS 
IN  CHILDREN 

150,000-300,000  cases 
7,500-15,000  hospitalizations 
136-212  deaths 

DATA:  CALIFORNIA  ENVIRONMENTAL  PROTECTION  AGENCY 

heart  disease  risk  of  women  not  ex- 
posed, the  researchers  found.  Women 
who  said  they  were  occasionally  exposed 
to  secondhand  smoke  had  a  relative  risk 
of  1.58,  according  to  the  study. 

Most  recently,  on  Sept.  1,  the  Ameri- 
can Heail  Assn.  published  the  results  of 
a  study  showing  that  cigarette  smoke  in 
the  home  had  an  insidious  effect  on  chil- 
dren with  high  cholesterol  levels. 
Exposure  to  the  smoke  reduced 
their  levels  of  hdl  cholesterol,  the 
so-called  good  cholesterol  that  pro- 
tects against  heart  disease. 

The  dangers  of  secondhand  smoke 
are  central  to  a  lawsuit  being  tried 
by  Miami  lavvyers  Stanley  and  Susan 
Rosenblatt.  The  Rosenblatts  repre- 
sent nonsmoking  flight  attendants 
who  say  they  contracted  cancer  and 
other  ills  from  breathing  passengers' 
smoke.  The  trial  is  expected  to  wind 
up  in  October. 

The  Rosenblatts  and  the  tobacco 
industry  have  made  it  clear  that 
theii"  disagi'eement  over  the  dangers 
of  secondhand  smoke  will  become 
the  centerpiece  of  the  trial.  But  the 
powerful  evidence  in  the  new  re- 
ports damning  secondhand  smoke 
suggests  that,  outside  the  comlroom, 
there  is  nothing  left  to  debate. 

By  Paul  Raebiim  in  New  York, 
with  Gail  DeGeorge  in  Miami 
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Introducing  the  new  Libretto. 
The  1.85  lb.  phenomenon. 

Don't  let  the  size  fool  you.  What  you're 
looking  at  is  the  innovation  that  will  set  the 
highest  of  mdustry  standards  in  the  tmiest 
of  places.  Capable  of  mnnmg  Windows'  95, 
yet  compact  and  light  enough  to  fit  m  the 
palm  of  your  hand.  There  is  no  other  computer 
like  It.  Introducing  the  Libretto'"  50CT.  The 
first  portable  of  its  kind.  A  mini-notebook 
that  allows  you  to  access  e-mail,  work  on 
spreadsheets  or  even  update  your'  handicap 
from  ]ust  about  any  fairway.  So  light  and 
small  it's  the  perfect  communication  and 
information  manager.  With  the  Libretto 
you'll  definitely  improve  your  game.  And 
eveiything  we  do  is  designed  to  provide  you 
with  the  tools  to  do  just  that.  After  all,  we 
share  a  simple  philosophy  Always  Lead™ 


SIZE  AND  WEIGHT 

At  8  3'  X  4  5"  X  1  3"  and  only  1  85  lbs  . 
the  Libretto  is  so  small  and  light  it's 
the  perfect  companion. 


Pentium 


PENTIUM*  PROCESSOR 

A  powerful  Pentium"  processoi 
delivers  all  the  performance  you  need 


="9  #13^ 


CONNECTIVITY 

With  the  PC  caid  slot  you  can  stay 
connected  with  a  modem  and  hook 
up  to  a  floppy  disk  drive  or  CD-ROM 
Experience  wireless  connectivity  with 
built-in  infrared  capabilities. 

Designed  for 

Microsoft'^ 
Windows'^QB 

WINDOWS  95  PERFORMANCE 

The  only  mini-notebook  to  run 
Windows  95 


Libretto  50CT 


•  6 1"  dia  active-matnx  TFT  coloi 
display,  640  x  480  resolution 

•  75MHz  (2  9v)  Pentium*^ 
processoi,  16KB  internal  cache 

•  810  iTiillion  byte  (=772MB)  HDD 

•  16MB  EDO  DRAM 
(expandable  to  32MB) 


•  Biiilt-in  16-bU  audio  with 
internal  speahei 

•  External  floppy  disk  diive 

•  One  Type  1!  PC  Card  slot 
supports  modem,  floppy  disk 
drive  or  optional  CD-ROM  dnve 

■  Lithium  Ion  batteiy 


•  Serial  Infrared  IrDA 
compliajii  poit 

■  Libretto  Accupoint ' 
pointing  device 

•  Optional  Enhanced  Port 
Replicator  or  optional 
Pen  Expander 


1  85  lbs 

8  3''  X  4  5"  X  1  3" 

Windows  95  standard 

1-year  limited  warranty 

Toll-fiee  technical  support  - 
7  days  a  week,  24  hoius  a  day 


For  more  uifomiation,  visit  httiD;//computers.toshiba.com,  or  call  1-800-457-7777 


In  Touch  v^th  Tomorrow 

TOSHIBA 


Developments  to  Watch  ^  '  ;  J'' 
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ASUPERGHIP 
FOR  SPEEDY 
IMAGE  PROCESSING 

A  PICTURE  IS  WORTH  A  THOU 

sand  numbers.  Digital  pic 
tures,  after  all,  can  have  mil 
lions  of  pixels,  or  dots, 
each  one  containing 
multiple  bits. 
That  is  why 
only  expen- 
sive work- 
stations and 


supercom- 
puters can 
swiftly  crunch 
images.  This 
will  soon  change, 
though. 

Lockheed  Martin 
Electronics  &  Missiles  has 
spent  15  years  developing  a 
new  approach  to  image  pro- 
cessing for  military  applica- 
tions, such  as  helping  pilots 
spot  targets.  Now,  the  tech- 
nology is  being  turned  into  a 
chip  on  a  plug-in  card  for 
personal  computers.  It 
promises  dramatic  speedups 


for  such  jobs  as  screening 
mammograms.  For  example, 
finding  a  match  of  a  finger- 
print typically  takes  an  houi' 
now.  Soon,  it  might  take  only 
a  minute. 

Because  processing  im- 
ages involves  repeating  the 
same  operations  on  pixel 
after  pixel,  Lockheed's  chip 
sports  a  grid  of  4,000 
or  more  tiny,  single- 
minded  circuit 
modules  that 
process  4,000 
pixels  in  par- 
allel. A  fur- 
ther boost 
comes  from 
a  new  mathe- 
matical technique, 
called  image  algebra, 
that  was  developed  at 
the  University  of  Florida. 
Also  tailored  for  handling 
pictures,  image  algebra 
shrinks  the  number  of  in- 
structions needed  to  process 
a  pixel  by  50%.  Look  for  the 
new  image-crunching  tech- 
nology to  hit  the  market 
next  year. 

Elizabeth  Veonieit 


STRAPPING  STEERS-AND  LEANER  MEAT 

GOOD  NEWS  FOR  BEEF  EATERS:  STEAKS  MAY  SOON  LOSE  A 

lot  of  fat,  thanks  to  research  at  the  U.  S.  Meat  Animal 
Research  Center  (marc)  in  Clay  Center,  Neb.,  and  New 
Zealand's  Ruakura  Agi'icultural  Research  Centi'e.  Mean- 
while, cattle  growers  will  reap  fatter  profits  from  beefi- 
er steers  and  cows. 

What  the  researchers  found  is  the  genetic  cause  of 
"double-muscling."  A  mutant  strain  of  Belgian  Blue  cat- 
tle has  long  been  famous  for  developing  up  to  40%  more 
muscle  meat  than  nonnal.  But  they  haven't  been  popu- 
lar with  ranchers  because  their  calves  are  often  still- 
born. Now,  breeders  have  the  recipe  for  producing  dou- 
ble-muscUng  in  other  cattle,  says  Timothy  R  Smith,  a 
marc  research  chemist.  The  meat  fi'om  extra-beefy  cat- 
tle is  "extremely  lean  and  tender,"  he  adds. 

Normally,  muscle  growth  is  regulated  by  the  myo- 
statin  gene,  as  scientists  at  Johns  Hopkins  University 
discovered  when  they  produced  a  supermouse  by  delet- 
ing myostatin.  As  soon  as  Smith  read  about  this  in  the 
May  issue  of  Nature,  he  mapped  the  gene  in  mutant 
Belgian  Blues.  Sure  enough,  a  part  was  missing.  So  this 
gene  is  probably  the  key  to  creating  muscle-bound  pigs, 
sheep,  and  chicken  as  well.  □ 


FOR  NOW.  PELE'S  RECORD  IS  SECURE 


THE  U.  S.  JUST  WON  THE 

World  Cup.  Foi'  robot  soc- 
cer, that  is.  CMUnited  from 
Carnegie  Mellon  Universi- 
ty whirred  to  a  3-0  victory 
over  the  team  from  Japan's 
Nai'a  Institute  of  Science 
&  Technology  in  the  final 
match  of  the  small-robot 
league.  And  the  Univei'sity 
of  Southern  California's 
Dreamteam  squeaked  out  a 
0-0  tie  with  the  Ti-ackies 
from  Osaka  University  in 
the  midsize  playoff,  which 
had  to  be  called  during 
overtime  when  the  U.  S. 
team  ran  out  of  juice. 

RoboCup-97  was  held  in 
Nagoya,  Japan,  as  part  of 
the  International  Joint 
Conference  on  Artificial  In- 
teUigence.  Its  real  purpose 
is  to  demonstrate  technolo- 
gies that  eventually  will 
enable  mobile  robot  teams 
to  collaborate  on  jobs  in 
factories  and  homes.  That's 
why  the  teams  were  re- 
quii'ed  to  bai'e  their  se- 
crets at  the  tourney's  end. 

Nine  teams  of  five  ro- 
bots— a  goalie,  a  striker, 
and  three  attacker-defend- 
ers— played  five-minute 


halves,  with  a  respite  forf 
charging  batteries.  Smalli 
robots  couldn't  be  much  | 
bigger  than  bricks  and 
pushed  an  orange  golf  ba 
The  midsize  soccerbots  h; 
to  be  smaller  than  a  file  j 
drawer,  roughly,  and  ! 
played  with  a  soccer  ball: 
There  also  was  a  simula- 
tion division  for  video- 
game software,  in  which 
Germany's  Humboldt  Uni 
versify  whipped  the  Tok> 
Institute  of  Technology,  1 
2.  RoboCup-98  will  take 
place  in  Paris  at  the  sami 
time  as  the  real  1998 
World  Cup. 


PLAY  BALL:  CMU  robots  ■ 


THIS  GOLD  STANDARD 
CAN  PINPOINT 
DISEASES  

IT  USES  GOLD,  YET  A  NEW  Ap- 
proach to  testing  for  hei'edi- 
tary  and  pathogenic  diseases 
will  be  incredibly  cheap,  says 
Northwestern  University 
chemistry  Professor  Chad  A. 
Mirkin.  Partly  that's  because 
the  tests  need  only  micro- 
scopic "nanopaiticles"  of  gold. 

By  combining  the  gold 
with  selected  strands  of 
cloned  DNA,  Mii'kin's  team  can 
create  litmus-like  tests  that 
quickly  detect  a  specific  mi- 
ci-obe  or  dna  target  in  saliva 


or  other  bodily  fluids.  M 
the  color  change  to  blue  iso 
obvious  that  interpreting  se 
results  doesn't  requii^e  an 
pert.  Since  the  strips  est 
just  pennies  each,  "thousais 
of  samples  can  be  iim  vy 
inexpensively,"  says  Mirk 
CuiTently,  diagnostic  t(|S 
for  hereditaiy  diseases  usei- 
dioactive  materials  that  nd 
special  handling  and  sjjl 
rapidly  when  sitting  on  ^ 
shelf.  "The  gold-based  tes 
eliminate  those  problem- 
Northwestern  is  evaluating  f- 
fers  from  venture-capil 
groups  and  pharmaceut-il 
companies  to  commercia^e 
the  test.  i 
Catherine  A^'^ 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwsep@businessweek.com 
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idustries 


MANY 


EARING  UP 

)R  THE  GRAND  TOUR 

I  car-rental  outfit  Sixt  best  Hertz  and  Avis  across  Europe? 


SIXT:  His 

cheeky  ads 
may  yiot  play 
so  well  outside 
Germany 


issengers  disembarking  at  Cologne's 
lirport  earlier  this  year  did  double 
akes  when  they  reached  the  bag- 
claim  area.  Parked  near  the  re- 
ing  belts  was  a  mud-encrusted 
,  Explorer  4x4.  A  sign  perched 
le  hood  declared:  "Sixt  fulfills 
dirtiest  fantasies." 
ich  cheeky  advertising  is  a 
jrnark  of  mogul  Erich  Sixt, 
56  German  car-rental  com- 
is  leaving  Hertz  and  Avis 
le  dust.  Clever  marketing  i 
jly  explains  why  the  1 
irian  entrepreneur  has 
3d  to  the  front  of  the  pack 
ermany's  $1.7  billion  car- 
al  industry.  In  the  past  five 
s,  the  63-year-old  Sixt  ha;- 
med  his  lead  over 
er  rivals,  nearly 
(ling  his  namesake 
pany's  market 
e,  to  24%  (chart), 
lings  have  zoomed, 
Including  those 
I  Sixt's  leasing  operation  and  from 
car  sales,  they  rose  65%  in  1996,  to 
million,  on  sales  of  $1.4  biUion. 
BET  BROUHAHA.  Now,  Sixt  wants  to 
:at  this  success  outside  Germany, 
given  his  reliance  on  marketing,  his 
mla  won't  be  easy  to  export.  Con- 
er  preferences  differ  markedly  from 
itry  to  country.  The  luxury  bmws 
Mercedes  that  lure  customers  in 
many,  for  instance,  may  turn  off 
nch  drivers,  who  tend  to  prefer 
egrown  brands.  Sixt's  long  and  prof- 
le  reservation-sharing  alliance  with 
.-based  Budget  Rent  A  Car  Corp.  is 
iveling.  And  newcomers  struggle  for 
rs  to  achieve  the  scale  needed  to 
■ate  efficiently.  "It  is  veiy  difficult  to 
:h  a  critical  mass,"  says  Thomas  U. 
ran,  a  car-rental  expert  at  Munich- 
3d  management  consultant  Roland 
ger  &  Partner 

ixt  has  already  tiptoed  into  the  small 
tiian  and  Swiss  markets,  with  nine 
ets  in  the  two  countries.  This  spring, 
ook  a  big  leap  into  France,  Eui-ope's 
d-largest  market,  by  taking  a  60% 
rest  in  a  joint  venture  with  Paris- 


OUTRENTING 
THE  COMPETITION 


based  Eui'o- 
rent.  The  new  compa- 
ny now  operates  more 
than  120  outlets  in 
France.  His  next 
move:  across  the 
Channel  to  Britain, 
Europe's  No.  2  market. 

Sixt's  expansion 
plans  have  already 
sparked  a  row  with 
his  U.  S.  partner.  Bud- 
get charges  that  Sixt 
is  violating  theii'  reser- 
vation-sharing agree- 
ment by  shunting  non-Gennan  bookings 
to  his  new  European  outlets,  rather  than 
passing  them  along  to  Budget.  After  a 
fluny  of  lawsuits  this  spring,  both  sides 
have  been  trying  to  negotiate  a  com- 
promise— so  far  unsuccessfully. 

If  the  alliance  falls  apart,  it  will  not 
be  a  major  blow  for  Sixt's  sales.  The 
bookings  derived  from  the  Budget  con- 
nection account  for  just  2%  of  Sixt's  to- 
tal. But  Budget  would  probably  set  up 
its  own  operation  in  Germany,  says  Paul 
D.  Johnson,  Budget's  European  direc- 


GERMAN  MARKET  SHARE 
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tor  of  sales  and  marketing.  That  could 
create  a  formidable  new  competitor  on 
Sixt's  home  tuif. 

Another  question  is  whether  the  ads 
that  have  helped  fuel  Sixt's  German 
growth  will  work  elsewhere  in  Europe. 
Sixt  far  outspends  rivals  on  ads,  paying 
an  estimated  $11  million  annually  to 
place  pitches  on  everything  from  bill- 
boards to  5,000  airport  luggage  carts. 
But  it's  too  early  to  tell  how  well  Sixt's 
humor  translates  in  other  markets.  For 
example,  a  recent  spread  in  the  weekly 
Der  Spiegel  pictures  four  weeping  men. 
"No  rental  company  makes  its  cus- 
tomers unhappier,"  says  the  head- 
line. A  small  note  explains  that 
the  men  have  just  retm-ned  cai's 
that  Germans  consider  highly 
desirable,  such  as  Mercedes- 
Benz's  SLK  convertible. 

Sixt  has  also  forged  mar- 
keting alliances  with  im- 
portant partners  such  as 
Lufthansa  and  Deutsche 
Bahn,  the  GeiTnan  raiboad. 
Ti'avelers  can  book  Sixt 
cars  at  ticket  counters  or 
even  in  flight.  As  a  new- 
comer to  non-German  mar- 
kets, Sixt  will  likely  have 
difficulty  cementing  similar  re- 
lationships, say  analysts. 
Moreover,  rivals  that  snoozed 
while  Sixt  rocketed  ahead  in  Ger- 
many aren't  likely  to  make  that 
mistake  again.  One  is  Europcar,  a  joint 
venture  between 
Volkswagen  and 
French  hotel  group 
Accor.  Already  Eu- 
rope's biggest  rental 
company,  it  is  beefing 
up  its   presence  in 
GeiTnany,  where  it  has 
nearly  double  Sixt's 
300  outlets.  Avis  is 
flush  with  cash,  hav- 
ing just  raised  $250 
million  in  a  stock  of- 
fering. "We  wiU  be  de- 
fending our  position," 
promises  David  Mal- 
oney,  Avis  Europe's  financial  director. 

The  prospect  of  a  tussle  doesn't  deter 
Sixt.  After  taking  over  his  fathei-'s  busi- 
ness in  1969,  he  doggedly  built  two 
rental  outlets  into  a  national  power- 
house. Setbacks,  such  as  a  disastrous 
foray  in  the  early  1990s  into  leasing 
eveiything  from  office  equipment  to  air- 
planes, only  seem  to  solidify  his  resolve. 
That's  why  rivals  have  to  take  seriously 
his  cm-rent  fantasy  of  ininning  over  Eu- 
rope like  a  monster  4x4. 

By  David  Woodrujf  in  FrankfuH 

_____ 


WORK 

Juggling  both  is  an  endless 
struggle-and  companies 
aren't  helping  much 

The  letters  spilled  into  Bi'SiXESS  week's  offices  all 
summer.  "There  was  a  meeting  scheduled  for  Fa- 
ther's Day,"  a  trw  Inc.  manager  wTote.  "When  a 
complaint  was  voiced,  the  project  manager  repUed, 
'You  have  a  problem  with  that?  If  you  do.  we'll  find 
someone  who  doesn't." "  An  employee  at  kpmg  Peat 
Mannck  obsen-ed:  "My  company  has  progi'ams  that  should 
make  balancing  family  life  and  work  better.  But  the  reality  is, 
we  are  a  senice  organization,  and  when  a  client  says  jump, 
oiu-  fii-m  does  not  care  about  flexible  schedules." 

"DuPont  will  take  as  much  as  you  will  give,"  complained  a 
pait-timer  there.  "And  it  is  always  implied  that  if  you  want  to 
get  ahead,  you  will  not  broadcast  youi*  desu'e  or  need  to  put 
family  before  work."  A  supenisor  at  another  company  was 

more  succinct: 
"Anyone  who 
thinks  you 

  can  have  it 

all,  power  ca- 
reer and  fulfilling  family  life,  is  either  naive,  dumb,  or  crazy." 

Hundreds  of  them  anived — letters  ft-om  across  the  na- 
tion reflecting  on  the  difficult  intei*section  of  jobs  and  pei^sonal 
Uves.  As  a  inle,  they  weren't  pretty.  Many  Americans,  caught 
between  the  cmsh  of  demanding  employers 
and  the  intensity  of  their  dual-income,  sand- 
wich-generation families,  feel  abused  and  an- 
giy.  They  \iew  corporate  "family-friendly"  ef- 
forts as  either  empty  nods  to  political 
con-ectness  or  just  shrewd  public  relations. 
Wrote  one:  "What  a  joke!" 

Such  missives  accompanied  questionnaires 
from  12.000  employees  at  55  companies,  the 
ft'uit  of  BUSINESS  week's  second  survey  of 
work  and  family  strategies  in  Corporate 
America.  On  one  level,  the  results  were  en- 
couraging. At  companies  such  as  mbxa  Corp.  and  Pn>; 
Tennessee  Bank,  which  ranked  highest  overall,  family- 
friendliness  is  ingrained  in  both  culture  and  business  strat- 
egy'. There,  and  at  Barnett  Banks.  Motorola,  and  Sequent 
Computer  Systems,  among  others,  workers  testified  to  the 
success  of  strategies  designed  to  ease  work- 
family  tensions. 

Beyond  the  top  tier,  however,  the  mood  dark- 


Special  Report 


Business  Week's 
second  survey 
of  family-friendly 
corporate  policies 


d.  Many  employees  said  work  had  a  negative  impact  on 
ir  home  lives.  A  majority  felt  they  were  able  to  adjust  job 
rs  to  meet  family  demands,  but  there  was  a  high  price: 
y  49%  said  they  could  have  a  decent  family  life  and  still 
ahead  at  work.  Impoi'tantly,  the  discontented  weren't 
\  working  mothers.  Childless  couples  and  single  people 
'e  just  as  dissatisfied.  Men  expressed  gi-eater  frustration 
n  women  vdth  work-family  balance.  Unhappiest  of  all 
*e  employees  responsible  at  home  for  elder  care,  a  long-ig- 
ed  group  almost  as  numerous  as  women  vdth  kids. 
;es  jerk.  So  the  truth  emerges:  "Work  and  family"  strate- 
5  aren't  working  very  well.  Lacking  true  business  gi'ound- 
,  applied  spottily  and  halfheaitedly,  at  odds  with  corjjorate 
:ure,  and  perceived  by  managers  and  employees  ahke  as 
t  another  flavor-of-the-month  human  resources  add-on, 
se  schemes  have  little  impact  on  workers  in  most  organi- 
ions.  "After  the  first  round  of  knee-jerk  reactions,  compa- 
5  have  become  more  strategic,"  says  Ellen  Bankert,  co- 
ictor  of  the  Center  for  Work  &  Family  at  Boston  College's 
Toll  School  of  Management.  "But  on  implementation,  they 
'en't  made  a  lot  of  progi-ess." 

A^ork-family  advocates  view  that  critique  with  mixed  feel- 
s.  Many  point  to  the  popularity  of  such  benefits  as  subsi- 
3d  child  care  and  on-site  shopping.  Yet  most  acknowledge 
t  while  helping  employees  twist  theu'  lives  to  fit  workplace 
mands,  those  programs  do  httle  to  make  work  accommo- 
late  life.  Instead,  supervisors  schedule  meetings  at  odd 
hours  that  require  last-minute  day-care  aiTangements  or 
ask  for  memos  that  force  late  nights  at  home.  "We 
have  the  breadth  of  progi'ams  to 
cover  employees'  key  needs," 
says  John  A.  Ki'ol,  ceo  at  eighth- 
^  ranked  DuPont.  "Now,  the  chal- 

\  lenge  is  making  sure  that  they're 

.  made  available  and  that  om*  [man- 

^^^1^%  agers]  are  creating  the  kind  of 

^     I  work  environment"  that  sup- 

ports work-life  balance. 
^  That's  much  easier  said  than 

done.  To  effect  real  change,  "you  have 
'^^^  to  challenge  underlying  assumptions  that 

\  govern  the  way  people  do  their  work 

ji^  now,"  says  Lotte  Bailyn,  a  Massachusetts 

Institute  of  Technology  professor  who  has 
researched  work  redesign  and  its  effect  on 
work-life  balance.  Companies,  she  says,  must 
*  rethink  reporting  relationships,  pay  systems, 

and  cultural  norms.  Doing  so  can  lift  profits 
even  as  it  addresses  employees'  lives.  "But 
,  that's  a  complicated  process,  getting  people 

B      V^^Bk       '^^^  companies  atop  this  year's  survey, 


conducted  in  partnership  vdth  Boston  College's  Center  for 
Work  &  Family,  grasp  the  connection  between  culture,  strat- 
egy, and  work-family  results.  Credit-card  issuer  mbna  offers 
many  flexible  work  arrangements,  subsidized  child-care,  and 
on-site  services.  But  more  striking  is  the  ubiquitous  top- 
dovra  culture  that  reinforces  the  notion  of  respect  for  em- 
ployees at  literally  eveiy  tiu-n.  Execs  and  rank-and-file  work- 
ers alike  carry  vdth  them,  and  quote  from,  a  laminated  card 
piinted  with  the  company's  core  precepts,  "mbna  is  a  company 
of  people  who  expect  to ...  be  treated  fairly,"  it  reads,  "work 
with  people  who  respect  each  other;  have  meaningful  work  to 
do ."  And  employees  appeal"  to  believe  in  them.  "The  card  dic- 
tates what  we  do  at  home  and  at  work,"  says  Debra  Neel,  a 
senior  banking  officer 

Hewlett-Packard  Co.,  meanwhile,  is  experimenting  with 
job  and  process  redesign  in  several  units;  it  has  16%  of  em- 
ployees involved  in  telecommuting,  part-time  jobs,  or  com- 
pressed schedules,  but  wants  to  better  integi'ate  such  options 
into  the  business  to  ease  employees'  fears  of  "career  death"  if 
they  take  part.  First  Chicago  nbd  Corp.  now  requires  all 
managers  to  submit  written  plans  for  expanding  job  flexibil- 
ity. First  Tennessee  Bank  goes  further,  allowing  teams  of 
workers  to  decide  how  and  when  their  jobs  get  done. 
NOT  JUST  TALK.  The  survey  rated  such  strategies  in  two 
ways.  Fii"st,  it  scored  paiticipating  companies  on  the  breadth 
of  dependent-care  programs,  flexible  work  arrangements, 
health  and  wellness  facilities,  and  other  benefits,  as  described 
by  company  officials.  But  60%  of  companies'  scores  were  de- 
termined by  employees'  assessments  of  how  well  such  pro- 
grams play  out  in  practice.  FuUy  500  employees 
were  randomly  selected  at  each  company;  an 
average  of  210  answered.  Were  they  expected 
to  work  inordinate  hours?  Did  work-family 
benefits  fit  the  bill?  Did  supervisors 
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sup])' 111  work-family  arrangements? 

That  last  question  provided  an  unex- 
pected window  on  the  work-family  dilem- 
ma. Most  people  consider  their  bosses 
allies  in  confronting  time  binds.  Some 
79%,  in  fact,  said  immediate  supei"visors 
were  flexible  regarding  work-family  de- 
mands. But  a  vociferous  minority  com- 
plained that  their  units  strayed  starkly 
from  stated  corporate  policies.  "My  com- 
pany is  relatively  understanding  (I 
think),"  wTote  one  professional.  "My  de- 
partment is  actively  hostile." 
CULTURE  CLASH.  What  plays  nicely  at 
headquarters,  in  other  words,  often  does 
not  fly  in  decentralized  divisions  or  au- 
tonomou.s  work  gi'oups.  In  part,  that's  a 
matter  of  scale  and  resources:  On-site 
day  care  may  be  justifiable  at  a  location 
with  5,000  employees,  but  not  hkely  at  a 
sales  oflice  of  just  30.  More  often,  though, 
it's  a  function  of  culture.  So-called  coi"j:)o- 
rate  values  aren't  communicated  or  ac- 
cepted across  the  organization. 

ITT  Hartford  Group  Inc.,  for  example, 
which  placed  11th  on  business  week's 
list,  offers  most  of  its  18,000  U.  S.  workers  all  manner  of 
flexible  jobs,  plus  emergency  child  care  and  nursing-mother 
rooms.  But  until  recently,  30  legal  employees  in  New  York 
City  saw  none  of  th.  t.  "As  far  as  I'm  concerned,  not  only  is 
this  company  not  family-friendly,  but  it  does  even1;hing  pos- 
sible do  go  against 
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MBNA'S  WORKPLACE  FITNESS 
FACILITIES  ARE  USED  BY  MANAGERS 
AND  RANK-AND-FILERS  ALIKE 


Special  Re 


families,"  says  Joanne 
Ti'esin,  an  attorney 
with  two  kids.  ITT 
Hartford  says  that,  follow  iig  business  week's  inquii-y,  the 
unit's  manager  had  agreed  to  consider  flexible  hours. 

More  often,  the  reverse  phenomenon  drives  a  schism  be- 
tween policy  and  practice.  Flexilnlity  and  balance  may  be  pos- 
sible on  paper  but  lack  suppor:  trom  on  high.  While  many  re- 
spondents lauded  super\isors,  .  w  er  employees  believe  theii* 
companies'  top  leaders  back  fam  '  v-friendliness.  "Upper  man- 
agement doesn't  want  to  heai*  that  ou  can't  get  a  sitter  or  that 


temoon  to  attend  to  a  famii;|"'' 
crisis,"  writes  one  oil  companl'* 
clerical  worker.  "They  simplff  '^ 
operate  on  a  different  level.'; 

Lacking  visible  suppor 
from  the  top,  work-family  el 
forts  can  quickly  be  cripplec  ^ 
Human  resources  executive  J' 
with  work-family  responsibi]  * 
ity  become  marginalized,  thei 
efforts  viewed  as  annoyin; 
l)ureaucratic  add-ons.  Mor| 
ilam^aging,  employees  come 
\  iew  the  benefits  as  conces 
-ions   targeted  simply 
•  omen    with    kids — eve: 
jiough  that  group  accounte 
for  less  than  a  quarter  of  sui 
vey  respondents  (page  104^ 
Thiat  often  inaccm'ate  percej  r 
tion  can  create  division  an  '• 
rivalries  within  departments  i| 
it  also  can  underscore  th 
( I  inxiction  that  putting  famil 
ii'st  spells  career  death. 
SLOW  ihiACH?  Fear  of  career  derailmer(' 
is  grounded  in  experience.  At  lOtt  I 
ranked  cigna  Coi"p.,  pricing  supervise  j  j 
Kelly  Sardo,  31,  enjoys  the  four-da; 
schedule  she  started  after  the  birth 
her  son  last  year,  cutting  her  workwee !. 
to  45  or  50  hours.  Her  boss,  Jon  Rubii|j 
is  pleased  with  the  results,  too.  But  bot 
say  that  as  long  as  she  keeps  to  sue 
hours,  her  fast-track  career  will  stall 
bit.  "It's  not  that  she'll  be  perceived 
uncommitted,"  Rubin  says.  But  held 
the  same  basic  requirements  as  a  ful! 
timer,  Sardo  will  be  hai'd-pressed  to  tak  !J 
on  the  extra  work  that  would  make  he !,  II 
shine.  "I'd  like  to  think  it  won't  matte  j 
but  really  I  know  it  will,"  Sardo  says. 

At  MBNA,  78%  of  employees  said  the  l"' 
didn't  have  to  saciifice  career  progress 
Wliy  the  difference?  In  part,  perhapi 
it's  because  they  see  the  company's  to 
officers  confi-onting  family  issues  of  theI,Ci 
own.  Although  far  better  paid,  Vicei  jj 
Chairman  David  W.  Spartin  sent  his  tw  .- 
children  to  the  same  on-site  day-car  I'j.' 
center  as  other  employees.  And  whe|5.EI 
Senior  Vice-Chairman  Lance  Weaver  found  himself  makin 
trips  to  the  tailor  during  work  hours,  he  hired  a  tailor  t 
come  to  headquarters  for  everyone's  convenience.  Execi; 
fives  and  rank-and-file  alike  share  the  same  fitness  facilitie:!, 
Software  maker  Autodesk  Inc.  has  relatively  few  fonrn 
pi'ogi-ams,  yet  employees  rated  it,  too,  among  the  top  familj 
fiiendly  companies.  The  key  is  an  informal,  egalitarian  env)||p 
ronment.  From  the  company's  beginning  14  years  ago,  mos 
employees  have  set  their  own  schedules.  Nearly  half  work 
least  one  day  a  week  fi-om  home,  ceo  Carol  Bartz  sets  thfe 
standai'd,  working  at  home  for  a  week  after  most  long  trips  s  25' 
she  can  be  with  her  9-year-old  daughter,  Layne.  And  therefpat 
the  distinctive  pet  pohcy:  Dogs,  cats,  and  iguanas  are  a 
lowed  in  the  office,  subject  to  co-workers'  approval. 

The  lesson:  More  than  just  about  eveiything  else,  corporat 
culture  dictates  work-family  balance.  And  treating  employee|c|y( 
with  respect  goes  fui'ther  than  giving  them  day  care  or  nuri 
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■ooms.  That's  what  Alice  Campbell,  Baxter  International 
;  woi'k-life  director,  and  consultant  Marci  Koblenz  leamed 
1  18-month  survey  of  Baxter  employees.  Pi'ogr-ams  that  at- 
•ted  to  assuage  work-life  tensions,  they  argued,  weren't  all 
relevant.  Fewer  than  15%  of  Baxter's  employees,  for  ex- 
e,  said  better  dependent-cai-e  assistance  would  help  them, 
ither,  the  most  effective  policy,  the  study  found,  was 
ict  for  employees — treating  them  as  adults,  paying  them 
nt  wages,  allowing  them  some  control  over  decisions, 
ed,  says  Koblenz,  "when  employers  address  programs 


while  employees  are  sti-uggling  with  issues  of  respect,  em- 
ployees perceive  the  progi'ams  as  lip  service."  It's  a  difficult 
message  to  absorb.  Pi"ograms,  though  more  expensive,  ai"e  rel- 
atively easy  to  slap  into  place.  Cultural  change  is  far  more 
compelling,  but  far  tougher,  too.  The  companies  atop  business 
week's  survey  have  mostly  figured  that  out.  Most  others 
have  a  lot  to  leam. 

By  Keith  H.  Hammomls  in  New  York,  with  Roy  Furchgott 
in  Wilniiiigton,  Dei,  Steve  Hamm  in  San  Francisco,  and 
Paul  C.  Judge  in  Boston 


HE  TOP  30 


Fifty-five  employers  participated  in  BUSINESS  WEEK'S  survey  to  gauge  family-friendliness. 

The  top  30,  rated  on  their  strategies  and  on  employees'  assessments,  don't  all  have  great  benefits. 

But  most  have  cultures  that  accept  employees'  lives  outside  work  and  encourage  job  flexibility. 


PROGRAMS  &  EMPLOYEE 


&P  500  COMPANIES 

STRATEGIES 

RESPONSE 

.  MBNA  AMERICA 

A 

A 

Strong  culture  and  nearly  every  program  in  the  book — except  telecommuting 

.  MOTOROLA 

A- 

A- 

Continuous  communication  via  dedicated  intranet  site  and  electronic  kiosks 

.  BARNETT  BANKS 

A- 

A- 

On-site  primary  school,  car  cleaning;  employees  applaud  raft  of  benefits 

.  HEWLETT-PACKARD 

B+ 

A- 

Many  employees  work  flexible  schedules,  but  some  doubt  ability  to  advance 

.  UNUM 

B 

B+ 

Strong  dependent  care  and  flexibility;  intense  jobs,  long  hours  for  many 

.  LINCOLN  NATIONAL 

B+ 

B+ 

Insurer's  workers  say  managers  support  families,  but  cite  job  insecurity 

.  MERRILL  LYNCH 

B+ 

B+ 

Use  of  alternative  work  arrangements  has  tripled  in  the  last  year 

.  DUPONT 

A- 

B 

Top-notch  programs  include  "just-in-time"  dependent  care,  adoption  help 

.  TRW 

B 

B+ 

Exceptional  community  programs  in  daycare,  early  childhood  education 

.  CIGNA 

B 

B 

Mostly  female  workers  drive  programs;  500  part-time  managers,  professionals 

.  LUCENT  TECHNOLOGIES 

B- 

B+ 

Spin-off  inherited  AT&T's  programs;  co-develops  strategies  with  union 

.  ITT  HARTFORD 

B 

B 

A  raft  of  programs  at  headquarters;  spotty  availability  at  some  branch  offices 

.  AMGEN 

C 

A- 

Biotech  leader  has  little  job  flexibility,  but  workers  cite  strong  family  support 

k  TEXAS  INSTRUMENTS 

B 

B- 

Fledgling  strategy  still  weakened  by  workers'  fear  of  career  risk 

>.  ROCKWELL  INT'L 

B 

B- 

On-site  shoe  repair,  pharmacy;  but  workers  question  company's  commitment 

MARRIOTT  INT'L 

B- 

B 

Wrestles  creatively  with  complex  low-income,  multilingual  workforce 

.  FIRST  CHICAGO  NBD 

B- 

B- 

Managers  must  get  work-family  training  and  submit  plan  to  expand  flexibility 

t.  BAXTER  INT'L 

B- 

B- 

Pushing  to  promote  flexible  schedules;  some  cultural  issues  in  manufacturing 

).  MEDTRONIC 

B- 

B- 

Wide  job  flexibility,  sick-child  care;  employees  question  management  support 

1.  AUTODESK 

C 

B+ 

Weak  programs,  but  informal  culture — "Bring  your  dog  to  work" — wins  results 

>N-S&P  500  COMPANIES* 
.YlRSf  TENNESSEE  BANK  A-~ 
."sEQuYnT  COMPUTER  SYS.  A- 
rCALVERTGROUP 
^  SAS  INSTITUTE 
i.'EDD'lEBAUER 

;.  edward  d.  jones 

'.  commercwl  finl.  svces.  c+ 

i.'be'&k  B  " 

i.  lancaster  laboratories  b 

).~kpm'g'peat  MARWICK  B  " 


A  One  of  few  employers  to  measure  effect  of  work-family  strategies  on^  profits  

A-  Team-oriented  software  maker  provides  on-site  kindergarten,  first  grade 

A  Socially  responsible  mutual-fund  group  pays  child  care  for  business  travelers 

A  Software  maker's  strong  campus-based  culture  overshadows  some  inflexibility 

A  Retailer  offers  flexibility  and  broad  benefits;  some  store  workers  miss  out 

A-  Local  managers  determine  flexibility  in  insurer's  3,500  branch  offices 

A  All  employees  and  families  invited  to  company-paid  cruise  or  resort  trip 

B+  Construction  company  offers  flexibility  to  workers  in  remote  locations 

B  On-site  adult  day  care  and  childcare;  some  workers  say  it's  too  expensive 

B  Long  hours,  high  job  demands — but  for  professionals,  some  flexibility 


A- 
B- 

B  " 
B- 


TES:  "Programs  and  Strategies"  grades  reflect  results  from 
5Stionnaires  completed  by  human  resources  executives, 
iployers  were  graded  on  the  percentage  of  workforce  to  wiiich  a 
ge  of  programs  is  available.  Flexible  work  arrangements  counted 
25%  of  the  total;  family  and  dependent  care,  20%;  other 
igrams,  15%;  work-family  organizational  infrastructure,  10%. 
0,  10%  was  awarded  for  availability  of  programs  to  hourly,  part- 
le,  and  contingent  workers,  and  20%  was  determined  by  an 
.essment  of  strategy  and  business  rationale.  A  letter  grade  of  "A" 


reflects  a  score  of  at  least  85.  "Employee  Response"  reflects  results 
from  a  multiple-choice  questionnaire  sent  to  500  randomly 
selected  workers  at  each  company,  of  which  an  average  of  43% 
were  returned.  Employees'  assessment  of  their  quality  of  work  life 
counted  for  30%  of  the  total;  job  flexibility,  30%;  family-friendly 
culture,  30%;  and  overall  famiiy-friendlmess,  10%.  A  letter  grade 
of  "A"  reflects  a  score  of  at  least  77.  "Programs  and  Strategies" 
counted  for  40%  of  the  overall  score;  "Employee  response" 
counted  for  60%. 


icludes  smaller  or  privately  held  companies. 
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connections  The  Internet  isn't  a  fad, 

It  isn't  hype.  It's  nothing  short  of  a  revolution.  A  borderless  marketplace  that  is 
changing  the  way  businesses  do  business.         ^  - 

CEOs  eager  to  reap  the  Internet's  rewards  of  speed,  communication,  and 
competitiveness  must  carefully  examine  their  organizations  as  well  as  the  impact  of 
industry  unlimited  by  time  and  space.  The  senior  team  must  act  quickly  to  formulate 
new  strategies  today  that  will  keep  their  companies  ahead  in  the  future. 

CONNECTIONS:  Competitive  Strategies  for  the  Age  of  e-business  will 
help  CEOs  and  the  most-senior  decision  makers  make  the  Internet  work  to  their 
competitive  advantage.  This  interactive  forum  from  Business  Week  and  IBM  will 
be  the  opportunity  to  unleash  the  power  and  promise  of  the  Internet.  It  won't  just 
open  doors,  it  will  open  minds. 

transforming 
businesses 


j7  ■■'  ■/  ^• 


)R  REGISTRATION  INFORMATION,    ^  :   

lease  call  800,821. 1329  ? ^  ■ 

r  visit  our  web  site  at  www.  businessweek.  comlebusinessi 
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Special  Report 


CASE  STUDY:  ONE  COMPANY'S 
DELICATE  BALANCING  ACT 

At  Baxter  Export,  employees  and  managers  confront  work-family  chaos 


As  the  afternoon  crashes  in  around  her  office,  as  voice 
mail  and  E-mail  stream  in  from  Saudi  Arabia,  Oman, 
and  Panama,  as  conference  calls  drone  on,  one  in- 
e\itabihty  stares  Debbie  DeBree  square  in  the  face:  At 
5:30  p.m.,  she  has  to  have  dinner  on  the  table. 

By  then,  her  husband,  Mai-k,  will  have  picked  up  3-year-old 
Ashley  fi'om  day  care  and  Adam,  7,  fi-om  gi-ade  school  before 
heading  to  the  fii'st  of  his  two  night  jobs.  Zachaiy,  15,  gets 
home  on  his  owti  now.  After  dinner  comes  Adam's  weekly 
Cub  Scout  meeting,  where  Debbie  presides  as  den  mother. 
The  kids  ai-e  in  bed  by  9,  and  Debbie  soon  after.  She'll  rise  at 
4:30  to  start  breakfast  and  get  the  kids  going. 

And  that's  just  Monday.  The  rest  of  the  week,  a  cacopho- 
nous maze  of  alternating  work  schedules,  schools,  errands,  and 
kids'  activities,  simply  defies  summary.  Chaotic?  Exhaust- 
ing? Ti'uly.  But  "we're  kind  of  used  to  it,"  DeBree  says. 
"This  is  our  life." 

There  are  85  hves  at  Baxter  Export  Coip.,  the  intema- 
z  tional  logistics  unit  at  Baxter  International  Inc.'s  Deei"field 
5  (111.)  headquarters  where  DeBree  is  based.  Few  are  extraor- 
^  dinary,  but  none  is  "normal."  Brian  Kaspari,  for  one,  juggles 
g  family  responsibihties  with  his  wife,  Pamela,  whose  job  as  a 
£  police  dispatcher  requires  her  to  rotate  shifts  every  two 


weeks.  Elizabeth  Bergman  and  her  flight  attendant  husbanj 
Eric,  work  complementary  schedules — and  rarely  see  eacj 
other — to  avoid  putting  2-year-old  Emily  in  day  care. 

Like  any  workplace,  Baxter  Export  is  the  sum  of  its  er 
ployees:  Bergman's,  Kaspaii's.  and  DeBree's  pei-sonal  lives  aiA 
enmeshed  inextricably  with  theii-  jobs,  the  jobs  of  co-workerj  ■ 
and  the  unit's  business.  Last-minute  customer  orders,  si 
perfluous  memoranda,  or  a  colleague's  sick  day  all  take  the .' 
toll  on  the  dehcate  balance.  Likewise,  the  ups  and  downs  ^^ 
families  affect  productivity,  quality,  and  corjjorate  profits. 
NO  EASY  FIX.  An  18-month  study  by  Baxter  International  j 
1,000  employees,  pubUshed  this  year,  revealed  that  amun 
salaried  employees,  most  work-life  tensions  were  driven 
the  need  for  greater  balance  and  the  desu'e  for  flexibility.  41 
Baxter  Export,  with  30%  of  its  employees  telecoinmuting,  joli 
sharing  or  working  part-time,  flexibility  has  become  tm 
norm.  But  many  employees  still  have  trouble  striking  a  sa 
isfactoiy  balance  between  job  and  home.  There's  a  solutioj 
but  it  is  no  easy  fix:  The  division  is  entering  a  thorough  r' 
stnictuiing  that  is  altering  not  just  its  own  jobs  and  procesi 
es  but  also  those  tkroughout  the  corporation. 

Baxter  Export's  wilHngness  to  gi'apple  openly  with  such  il 
sues  makes  it  a  reveahng  laboratory  of  social  change.  I: 


i  Some30%ofBaxt4(i 

■ 

I  Exports  workers  i 
telecommute,  shaB 
%  jobs,  or  work  part- 
time-far  more  thai 
most  companies  | 


MANAGER  JOHN  LINDNER  (FUCHSI/H 
SHIRT)  REVELS  WITH  EXPORT  ANAjjl 
AT  A  CHICAGO  MINIATURE  GOLF  Ctjf 


The  most 
important 
job  of 
your  life 
just  miglit 
be  your 
first. 


As  a  member  of  Teach  For  America, 
you  will  be  part  of  the  national  teacher 
corps  of  outstanding  recent  college 
graduates  from  diverse  cultural  back- 
grounds who  commit  two  years  to 
teach  in  America's  under-resourced 
urban  and  rural  public  schools. 

You  don't  have  to  be  an  education 
major. Teach  For  America  is  seeking 
talented,  dedicated  individuals  from 
every  academic  major  who  want  to 
ensure  that  all  children  in  this  nation 
have  the  opportunity  to  attain  an  excel- 
lent education.  There  is  a  particular 
need  for  people  of  color,  bilingual 
speakers,  and  math,  science,  and 
foreign  language  majors. 

To  get  information  and  an 
application  before  the  deadline,  call  us, 
reach  us  online,  or  contact  your  career 
placement  adviser  on  campus. 

This  is  yoLir  chance  to  become 
part  of  the  nationwide  movement  of 
dynamic  individuals  who  have  joined 
Teach  For  America  and  assumed 
leadership  roles  in  classrooms  and 
schools  across  the  country.  Your  decision 
will  affect  not  only  the  rest  of  your  life 
but  the  lives  of  many  others. 

1-800-832-1230 

http://www.teachforamerica.org 

TEACH  AMERICA 

AN  AMERICORPS  PROGRAM 
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She  can't  tell  her 
doctor  what's  wrong. 


2 


We  can.  3M  Red  Dot'"  monitoring  electrodes  help  give  doctors 


and  nurses  the  information  they  need  to  watch  a  newborn's  cardiac  signs.  The 
innovation:  a  signal  so  clear  and  reliable,  it  keeps  working  even  when  she  fusses 
yet  with  an  adhesive  so  gentle  it  won't  iixitate  her  skin.  From  advanced  wound 
dressings  to  heart-lung  machines  and  clinical  infomiation  systems  -  we've  built 
a  $2  billion  health  care  business  by  making  the  leap  jl  vm  need  to... 
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For  more  uijonnation ,  ca 


iff  isn't  growing  at 
3  same  pace  as 
lume,  so  Baxter  is 
)king  for  new  ways 
lift  productivity 


BBiE  DEBREE  AND  LINDA 
{Y,  BOTH  OPERATIONS 
-YSTS,  SWAP  A  LAPTOP 
HURCH 


tit,  a  $5.4  billion  maker  of  health-care  products,  ranks 
on  Bzisiness  Week's  survey,  winning  employees'  plaudits 
;s  supportive  cultiu'e  and  alternative  work  aiTangements. 
red  values,"  rooted  in  the  notion  of  mutual  respect,  are 
ised  relentlessly  in  intemal  communications.  The  compa- 
42-year-old  pi-esident,  Harry  M.  Kraemer  Jr.,  begins  his 
ly  read  monthly  financial  reports  with  tales  fi-om  his 
dual-career,  three-child  family.  Workers,  he  says,  "need  to 
V  we're  all  in  the  same  boat." 

ven  so,  the  competing  pressures  of  a  globally  competitive 
less  on  the  one  hand  and  the  two-income  family  on  the 
r  have  converged  here,  forcing  many  people  into  inven- 
intense  aiTangements.  For  Jackie  Demo,  the  workday  be- 
at 6:30  a.m.  Like  other  operations  analysts,  who  typically 
e  between  $30,000  and  $40,000  a  year,  she  helps  sup- 
Baxter's  briskly  gi'owing  international  business,  manag- 
;he  flow  of  catheters,  dialysis  solutions,  and  intravenous 
s  to  subsidiaries  and  customers  around  the  world.  She 
e  to  start  at  daybreak  because  she  can  both  better  com- 
ieate  with  customers  in  South  Africa  and  New  Zealand 
pick  up  her  daughter  Kaleen,  5,  from  day  care  by  4 
Demo,  37,  who  started  at  Baxter  in  1981,  initiated  the 
ngement  foui-  years  ago.  "I  was  working  overtime,  often 
I  7  p.m.  I'd  get  home  in  time  to  give  Kaleen  her  bottle, 
1  put  her  to  sleep.  I  said:  'This  is  ridiculous.' " 


A  GRIFF  LEWIS  WITH 
HIS  KIDS.  HE  THINKS 
HIS  EMPLOYEES 
"WORK  TOO  MUCH" 


<  JACKIE  DEMO'S  WORKDAY 
STARTS  AT  6:30,  WHICH  GIVES 
HER  TIME  TO  SPEND  WITH  HER 
CHILD  AND  MOTHER-IN-LAW 

At  home,  while  microwaving  dinner.  Demo  looks  in 
on  her  mother-in-law,  Elaine,  in  a  basement  apart- 
ment, then  fields  a  caU  fi'om  the  hospice  agency  that 
coordinates  her  cai'e.  Diagnosed  with  tenninal  cancer 
last  spring,  Elaine  needs  round-the-clock  attention. 
After  trying  to  provide  it  themselves,  with  help  fi'om 

family  members, 
Demo  and  her  hus- 
band, Joe,  hii-ed  a 
hve-in  health  aide 
sevei-al  months  ago. 

Demo's  flexible 
hours  and  at  least 
one  day  a  week 
telecommuting 
ease  the  burden. 
Still,  the  demands 
of  looking  after 
a  child  and  an 
ill  parent — not  to 
mention  Joe's  small 
graphics  busi- 
ness— prove  drain- 
ing. When  heavy 
rains  flooded  Joe's  office  recently,  Jackie 
stayed  up  until  midnight  cleaning  75 
T-shiits  scheduled  to  go  to  a  customer  that 
week.  Joe  often  doesn't  eat  until  9  p.m., 
then  stays  up  late  paying  bills.  "Some 
nights  we  cry,  and  sometimes  we  snipe  at 
each  other,"  Jackie  admits. 
GROUP  ETHIC.  John  Lindner,  the  front-line 
manager  who  oversees  Demo,  Kaspari, 
DeBree,  and  11  othei"s,  is  convinced  that  ac- 
knowledging and  easing  such  tensions  is 
good  business.  Although  he  doesn't  work  at 
home  himself,  he  believes  that  his  people 
are  10%  more  productive  on  the  days  they 
telecommute.  Baxter's  willingness  to  ac- 
commodate problems,  he  adds,  also  pays 
nmitment.  Still,  telecommuters  are  held  to 
lules  that  limit  dismption.  They  can't  work  more  than  two  days 
a  week  out  of  the  office;  more  than  that  reduces  contact  with 
co-workers  and  erodes  the  gi"oup  etliic.  Eveiyone  has  to  be  in 
the  office  on  Wednesdays  for  meetings.  They  must  pay  for  caO- 
waiting  for  theii"  home  phones — Latin  American  customer,  es- 
pecially, don't  like  voice  mail.  And  they  have  to  share  their 
company-provided  laptop  pes:  DeBree  and  co-worker  Linda 
Bari-y  swap  theirs  at  church  eveiy  Sunday. 

With  all  theii'  flexibility,  though,  Baxter  Export's  employees 
still  struggle  to  find 
balance.  Most  spend  45 
to  50  hours  a  week  on 
the  job — longer,  some 
say,  than  they  would  like.  Kaspari  checks  his  office  voice 
mail  twice  after  he  gets  home  and  often  spends  an  hour  or 
more  deahng  with  m'gent  customer  issues.  As  for  Demo,  the 
onset  of  her  mother-in-law's  cancer  and  subsequent  chemother- 
apy coincided  with  a  six-week  stretch  of  14-hour  days  for  a 
special  project,  though  she  says  the  office  actually  provided 
emotional  respite  thi'ough  the  ordeal. 

In  the  scheme  of  things,  of  course,  a  50-hour  week  for 
white-collar  workers  hardly  is  unusual.  But  the  question  of 
balance  isn't  lost  on  Griff  Lewis,  the  executive  who  presides 
over  Baxter  Export.  "We  think  they  work  too  much,"  he 


off  in  hiuii 
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says  of  his  employees.  More  than  that,  he  recognizes  that  his 
unit's  volume  is  gi'ouing  at  12%  to  15%  a  year,  and  he  does 
not  have  the  budget  to  add  coiTesponding  staff.  Just  to  keep 
people's  hours  reasonable,  much  less  reduce  them,  he  has  to 
find  ways  to  lift  productivity — rethinking  processes,  re- 
designing jobs,  eliminating  unnecessaiy  tasks. 

That  means  moving,  over  the  next  five  years,  to  an  auto- 
mated allocation  sys- 
tem that  requires 
overseas  customers, 
rather  than  Baxter 
Export  analysts,  to  prepare  demand  forecasts  and  enter  or- 
ders. That  would  route  orders  du-ectly  to  U.  S.  warehouses 
and,  as  a  result,  lop  three  days'  work  off  each  analyst's 
monthly  load.  Within  two  yeai-s,  Lewis  expects  to  standaixlize 
pi'ocedures  across  the  120  countries  his  department  serves, 
eliminating  extraneous  tasks  and  allowing  employees  to  ad- 
dress mostly  exceptional  orders  and  higher-level  issues. 


Special  Report 


Already,  such  schemes  have  relieved  the  60-hom"  we 
that  were  commonplace  a  few  years  back,  employees 
Yet  Lewis'  putative  makeover  is  comphcated  by  his  d 
sion's  web  of  relationships  with  the  many  units  of  its  gU 
pai-ent.  Baxter's  U.  S.  manufactming,  for  instance,  mainUi 
as  httle  inventoiy  as  possible — so  when  demand  oversi 
spikes  above  expectations,  Lewis'  analysts  can't  always  : 
product  easily.  If  managers  in  Brazil  cram  in  last-minute 
ders  to  meet  quarterly  quotas,  someone  in  Deei-field  has 
work  late  to  meet  requirements  on  time. 

Can  Brazil  change?  Can  everyone?  That's  what  it 
take,  ultimately,  for  DeBree,  Kaspaii,  and  Demo  to  h 
easier  fives.  They  have  support,  in  name  and  in  praet 
fi'om  manager  Lindner  up  to  President  Ki'aemer.  Now 
rest  of  Baxter  will  tiy  to  adjust  to  new  schedules,  chan, 
systems,  and  altered  strategies.  If  eveiyone  pulls  toget" 
Debbie  DeBree's  kids  can  eat  on  tnne. 

By  Keith  H.  Hammonds  in  Deetjield, 


COMMENTARY 


By  Kathleen  Madigan 


FAMILY'  DOESN'T  ALWAYS  MEAN  CHILDREN 


As  I  stared  at  business  W'EEK's 
work-family  survey  a  while 
back,  something  felt  wrong. 
"Can  you  vary  your  work  hours  or 
schedule  to  respond  to  family  mat- 
ters?" "Can  you  have  a  good  family 
life  and  still  get  ahead  in  your  com- 
pany?" It  all  suggested  that  only 
people  with  dependents  have  prob- 
lems balancing  their  work  and  pri- 
vate lives.  Twiddling  my  No.  2  pen- 
cil, I  wondered  where  were  the 
questions  dealing  with  other  clashes 
that  disrupt  fives:  the  trauma  of  fiv- 
ing  with  a  partner  with  aids,  for 
instance,  or  the  juggfing  act  of  a  sin- 
gle person  trying  to  have  a 
social  fife,  run  a  house- 
hold, and  work. 

As  a  manied  woman 
without  kids,  I'm  not  ai"- 
guing  against  the 
nghts  of  pai'ents  to 
watch  soccer  games 
or  attend  pta 
meetings.  Rather, 
we  all  should  have 
the  opportimity  to 
find  equifibrium  in 
oui-  fives.  The  per- 
ception is  that  too 
often,  "work-fami- 
ly" poficies 
ignore  the 
milfions  of 
workei-s 
who  don't 
have  chil- 
dren. En- 
fightened 
businesses 
have 


changed  the  lingo  to  'Svork-fife."  but 
the  damaging  unpression  stifi  sticks. 

No  siupiise,  then,  that  the  exclud- 
ed feel  rankled.  Employei"s.  wTote  one 
siUTey  respondent,  are  "undei-stand- 
ing  to  those  who  have  to  leave  for 
family,  but  expect  the  single  people  to 
pick  up  the  slack — almost  as  if,  be- 
cause we  are  single,  we  can  work  any 
houi's  expected."  Childless  employees 
also  resent  the  monev  devoted  to 


Childless  workers  feel 
rankled.  They  even 
resent  the  money 
devoted  to 
work-family 


programs 

work-family  progi'ams. 
Wrote  a  worker  at  Se- 
quent Computer  Sys- 
tems Inc.:  "Tlie  em- 
phasis on  fainily 
values'  amounts  to  a 
subsidy  for  kids." 

All  workers  want 
flexibifity  to  gain 
control  over  then- 
fives,  says  Maiy 
Young,  a  reseai'cher  at 
Boston  LTniversity's  Hu- 
man Resources  Poficy 


Institute.  The  catch,  she  says,  is  that 
"organizations  ftmction  as  if  flexibifity 
were  a  scaix-e  resotu'ce,  so  employees 
have  to  compete  with  each  other  to 
get  it."  When  the  perceived  ciiteiion 
for  winning  flexibility  is  youi-  family 
situation.  Young  says,  companies  "set 
up  a  kind  of  divisiveness.' 
VALUES.  BUSINESS  WEEK  tries  tO  sup- 
port all  its  w^orkers.  I  have  been  al- 
lowed to  put  my  job  on  hold  for  two 
months  and  pursue  my  dream 
of  wTiting  fiction.  Predomi- 
nantly, though,  it  is  parents 
with  small  children  who  are 
granted  part-tune  schedules, 
who  telecommute,  or  who 
leave  the  office  early  (though 
many  check  E-mail  from 
home).  During  lunch,  childless 
workers  sometimes  giipe 
about  the  scheduling  perks- 
real  or  not — given  workers 
with  dependents. 

Eveiyone  has  a  life  outside 
the  office.  It  demands  time  and 
effoit,  whetliei-  to  i-aise  kids,  care 
for  a  parent,  or  w'ait 
for  the  plumber  Recogniz- 
ing those  needs  pays  off 
in  commitment  and 
producti\ity.  WTiat's 
sad  is  that,  in  the 
iush  to  embrace  'fam- 
ily values,"  corpora- 
tions seem  to  imply  that 
some  families  ai*e  more 
valuable  than  othei^s. 


Madigan  co-writes 
BL'SIXESS  week's  Busi- 
ness Outlook 


NCR  helped 

Continental's 
operations  soar. 


"A  lot  of  companies  can  build  a  data  warehouse. 
Only  the  NCR  Teradata  database  lets  you  build  a 
reliable,  robust,  scalable  data  warehouse." 

Continental  Airlines  wanted 
to  build  a  data  warehouse  that 
could  help  them  discover  new  revenue  opportunities. 
So,  they  asked  NCR,  the  world  leader  in  data 
warehousing,  to  help  get  the  project  off  the  ground. 

NCR  Services  professionals  got  them  up 
and  running  with  a  300-gigabyte  scalable  data 
warehouse  that  rapidly  grew  to  over  one  terabyte 
from  the  three  years  of  booking  and  revenue 
information  Continental  captures  and  stores. 

Running  our  NCR  Teradata  database  — 
the  only  parallel  database  that  scales  from  a  few 
gigabytes  to  10GB  and  beyond  — on  our  scalable 
NCR  WorldiVlark"_servers,  lets  Continental  use 
unmatched,  ad  hoc,  complex 
business  questions  to  analyze 
and  interpret  their  data  to 
determine  optimal  seat  pricing. 

To  learn  more  about  how  NCR  can  help 
your  business  set  up  a  scalable  data  warehouse, 
call  1  800  CALL-NCR,  ext.  3000.  Or  visit  us  on 
the  web  at  www.ncr.com.To  learn  more  about 
Continental  Airlines,  visit  www.flycontinental.com. 
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irldMafk  servers  shown  feature  Intel  Pentium  Pro  processors.  The  Intel  Inside  Logo  and  Pentium 
Mistered  trademarks  of  Intel  Corporation.  Teradata  is  a  registered  trademark  and  WorldMark  is  a 
lark  of  NCR  Corporation.  ©1997  NCR  Corporation  All  rights  reserved. 


Transactions  in  the  Age  of  the  Consumer 


As  the  drive  for  reform 
moves  toward  lackluster 
boards,  Heinz  is  a  key  target 

It  was,  as  always,  an  extravagantly  festive  event.  On 
Aug.  10,  some  500  guests  of  H.  J.  Heinz  Chairman  and 
Chief  Executive  Anthony  J.  F.  O'Reilly  gathered  under 
chandeliers  in  a  mammoth  white  pavilion  set  up  at  the 
swanky  Leopai'dstown  horse-racing  track  outside  Dublin. 
More  than  half  were  flown  in  from  around  the  world, 
put  up  at  Ireland's  finest  hotels,  and  feted  at  a  lavish  three- 
day  bash.  Guests  included  H.J.  Heinz  Co.  executives  and 
directors.  Wall  Street  analysts,  and  assorted  politicians,  ty- 
coons, and  friends.  In  recent  years,  Paul  Newman,  William 
Kennedy  Smith,  and  the  CEOs  of  PepsiCo,  Sara  Lee,  and 
Clorox  have  joined  in  the  fun. 

From  a  gala  ball  at  O'Reilly's  own  Georgian  mansion  to  the 
main  event,  the  Heinz  57  Phoenix  Stakes,  no  expense  was 
spared.  And  with  Heinz  picking  up  the  tab,  O'Reilly  was 
clearly  the  star  of  the  show.  Aniving  last  to  the  pre-race  lun- 
cheon, he  and  his  wife,  Clu-yss,  stepped  gingerly  fi-om  a  blue 
Bentley.  As  they  made  their  entrance,  O'Reilly  began  work- 
ing the  room,  offering  handshakes,  jokes,  and  whispered 
asides  with  a  pohtician's  natural  ease.  "When  he  walks  into 
the  marquee,  the  whole  place  comes  alive,"  recalls  a  recent 
guest.  "Short  of  a  U.  S.  President's  arrival,  I've  never  seen 
^^^^  anything  like  it." 

^^^HH|  Wherever  he  goes,  whatever  he 

^^^^^B  ^1  does,  61-year-old  Tony  O'Reilly  pro- 

^1  ^1  ^1  ^1  jects  a  commanding  presence.  A 
H    ^B^l  world-class  salesman,  bon  vivant,  and 

H    ^^^1  raconteur,  O'Reilly  has  reigned  as 

^1  H  ^1  ^1  king  of  the  $9.4  billion  food  power- 
H    H  H  house  for  the  past  18  years.  And  per- 

^1    ^1  ^1  m    haps  nowhere  is  that  tnier  than  in 


the  corporate  boardroom  at  Heinz's  Pittsburgh  headquar- 
ters, where  O'Reilly  is  first  among  equals  on  a  board  that  in- 
cludes many  insiders,  business  associates,  and  even  personal 
friends  of  the  charismatic  ceo.  "Tony  is  larger  than  life,  and 
he  knows  it,"  says  Heinz  director  Donald  R.  Keough,  71,  a 
former  Coca-Cola  Co.  president  and  longtime  friend. 

In  part,  that's  because  he  has  perfoiTned:  Thi'ough  much  of 
his  tenure,  shareholders  have  had  little  to  complain  about.  He 
revived  the  company  in  the  1980s,  becoming  a  Wall  Street 
star.  Even  though  gi'owth  is  no  longer  red-hot,  Heinz  still 
does  about  as  well  as  its  average  food-industiy  peer 

So  why  has  Tony  O'Reilly  become  the  next  target  of  ac- 
tivist investors  leading  the  coiporate  governance  movement? 

The  answer  has  as  much  to  do  with  the  evolution  of  cor- 
porate governance  as  it  does  with  O'Reilly  or  Heinz.  For  de- 
spite O'Reilly's  performance,  unhappy  shareholders  such  as 


Critics  say  director  retainers  should  be  paid  in  stock. 
Extras,  such  as  pensions,  should  be  eliminated 


lers  Insurance  &  Annuity  Assn. -College  Retirement 
ties  Fund  (tiaa-cref)  and  California  Public  Employees' 
•ement  System  (CalPERS)  believe  it  is  a  textbook  ex- 
e  of  what  a  board  should  not  be:  a  cozy  club  of  loyalists 
8d  by  a  poweiful  and  charismatic  chieftain.  Now  that 
is  being  put  to  the  test.  Since  late  last  year,  tiaa- 
— the  $101  billion  pension  fund,  which  owns  2.7  million 
z  shares  worth  $113  million — has  been  waging  a  be- 
the-scenes  battle  with  O'Reilly  over  governance.  Early 
year,  CalPERS  is  expected  to  push  for  board  changes  at 
z.  "The  board  is  way  too  large,  way  too  dominated  by 
old  men,  and  it  has  not  had  enough  turnover,"  says 
a  J.  Gillan,  CalPERS'  general  counsel. 
iNG  FIGHT.  O'Reilly  bristles  at  the  notion  that  his  board 
to  measure  up.  "This  is  not  a  cronies'  board,"  he  insists. 
;uiTent  setup  is  simply  "the  best  for  Heinz  Co."  And  in 
illy,  shareholder  activists  face  a  foiTnidable  and  poweiful 
tient.  Heinz  may  no  longer  be  a  high-flier,  but  activists 

point  to  the 
ocre  performance 
allowed  them  to 
change  at  com- 
!s  such  as  Ameri- 
Express  Co.  and 
man  Kodak  Co. 
ce  other  embattled 
,  O'Reilly  is  wag- 
strong  philosoph- 
fight  against  the 
i  reforms  they  de- 
1. 

)r  O'Reilly  and 
;ompany  he  leads, 
stakes  are  huge, 
ics  believe  a 
iger  board  would 
>f  rein  in  his  ft'ee- 
ding  ways.  O'Reil- 
lavish  bash  was 
15th  in  a  row,  for 
iple,  even  though 
iz  is  in  the  midst 
ying  off  2,500  em- 
ees.  Heinz  says 
jvent,  which  also  includes  meetings  with  analysts  and  big 
jmers,  is  an  effective  coi-jDorate  marketing  tool  that  is  no 
3  expensive  than  sponsoring  a  golf  tournament, 
tougher  board  might  also  trim  the  generous  options 
have  made  O'Reilly  one  of  America's  highest-paid  ceos — 
1  as  his  company's  peifonnance  has  shpped.  And  pi-essure 
)'Reilly  to  pass  the  baton  to  his  hard-charging  No.  2, 
lam  R.  Johnson,  a  move  many  on  Wall  Street  would  like, 
1  grow.  "I  think  Johnson  is  the  right  man  for  the  times  at 
iz,"  says  Arthur  B.  Cecil,  an  analyst  at  T.  Rowe  Price  As- 
ites  Inc.,  another  big  shareholder. 

ut  the  stakes  go  well  beyond  Heinz.  The  issues  involved — 
t  makes  for  an  effective  board  or  a  good  dii*ector — are  at 
core  of  a  much  broader  debate  about  boarch'oom  practices 
is  raging  thi-oughout  Coiporate  America.  After  spending 
h  of  the  past  decade  going  after  lackluster  management, 
vist  investors  are  turning  a  sterner  eye  on  the  job 
i  by  boards  and  directors,  regardless  of  how  a  company 
ts  stock  are  doing.  If  investors  succeed  in  forcing 
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MORE  THAN  A  DAY  AT  THE  RACES 

The  Heinz  57  Stakes  is  the  main  event  at  O'Reilly's 
annual  three-day  bash  in  Ireland.  Heinz,  which  picks  up 
the  tab,  says  it's  an  effective  corporate  marketing  tool 


tougher  boardroom  practices  at  Heinz,  many  other 
lackluster  boards  are  Ukely  to  face  similai-  pressiu-e  to  shape  up. 

Such  moves  have  gained  momentum  since  November,  when 
a  National  Association  of  Coi-porate  Directoi-s  panel  headed  by 
governance  guru  Ira  Millstein  issued  a  sweeping  set  of  guide- 
lines that  outlined  "iDest  practices"  for  boai-ds.  Early  this  yeai; 
TIAA-CREF  began  screening  its  corporate  investments  on  25  gov- 
ernance issues,  from 
the  ages  of  dir'ectore  to 
theu"  potential  conflicts 
of  interest  with  man- 

agement.  Where  boards  don't  measm-e  up,  tiaa-cref  is  prod- 
ding even  well-mn  companies  to  strengthen  the  quality  of 
theii-  directoi-s.  CalPERS  joined  the  fray  in  Jime  by  pi-oposing  its 
own  strict  boai'd  guidelines.  Within  months  it,  too,  plans  to  tai*- 
get  those  that  fail  to  make  the  gi-ade.  Even  the  Business 
Roundtable  is  getting  into  the  act,  in  pait  to  head  off  tougher 
measui'es  by  activists.  It  plans  to  pubhsh  its  own  set  of  piin- 

ciples  on  Sept.  10. 

The  Kst  of  best  prac- 
tices favored  by  the  ac- 
tivists today  is  exten- 
sive. Since  the  aim  is 
to  ensm"e  that  director's 
ally  themselves  with 
shareholders,  not  man- 
agement, the  guiding 
principle  is  dii'ector  in- 
dependence. Gover- 
nance experts  believe 
boards  should  have  no 
more  than  two  or  three 
inside  directors,  and 
key  audit,  nominating, 
and  compensation  com- 
mittees should  be  com- 
posed entirely  of  out- 
siders. All  director 
retainers  should  be 
paid  in  stock.  Extras, 
such  as  pensions,  which 
activists  fear  compro- 
mise independence, 
should  be  eliminated. 
No  dii'ector  should  earn  consulting,  legal,  or  other  fees  fi^om  the 
company.  Moreover,  interlocking  directorships — execs  who 
serve  on  each  others'  boards — should  be  banned.  Activists 
beUeve  they  encoui-age  members  to  look  out  for  each  other. 

Still,  the  new  board  standards  have  come  in  for  some  vo- 
ciferous criticism.  Many  executives — and,  indeed,  many  in- 
vestors— remain  skeptical.  Although  hundreds  of  companies 
are  considering  them,  so  far  only  a  few — Ashland  Inc.  is 
one — have  adopted  them  in  any  significant  way.  Citing  such 
top  companies  as  Walt  Disney  Co.,  which  has  also  been  crit- 
icized for  weak  boardroom  practices,  many  directors  dismiss 
the  guidelines  as  rigid  and  academic.  More  to  the  point,  they 
say  they  bear  no  con-elation  to  perfonnanee.  "I'm  not  for 
blanket  iTiles,"  says  John  C.  Bogle,  chaiiTnan  of  mutual-fund 
giant  Vanguard  Group  and  a  director  of  Mead  Corp.  "When 
you  get  into  valuations  of  a  stock,  it's  hard  to  know  where 
one  would  put  governance  with  fimdamentals  like  dividend 
and  earnings  growth  and  financial  strength." 

To  many  obsei-vers,  Heinz  could  well  be  a  poster  child  for 
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poor  c•ol^:)Ol■ate  goveniance.  For  its  size  and  prominence,  the 
company  stands  neai'ly  alone  in  its  failui'e  to  meet  many  of  the 
new  guidelines.  Heinz's  board  immediately  popped  up  on  tiaa- 
cref's  radar  last  year  because  it  failed  to  meet  the  fund's 
basic  standards.  And  in  business  week's  fii'st  ranking  of  cor- 
porate boards,  published  last  November,  Heinz'  was  the  thii'd 
woi^st  in  the  U.  S.,  behind  only  Aix-her  Daniels  Midland  Co.  and 

Champion  Internation- 
al Corp.  But  far  from 
backing  down,  O'Reilly 
and  liis  associates  ftnn- 
ly  dismiss  such  guidehnes  as  procedui'al  fiippeiy.  "These  are 
philosophical  differences  that  will  be  debated  for  years,"  says 
Benjamin  E.  Tliomas  Jr.,  Heinz's  coi-porate  secretaiy.  "I  don't 
think  there  is  empirical  evidence  out  there  to  show  this  stuff 
matters."  ^^^^^^m^^^^^^m^^™™ 

If  shareholders  are  doing 
well,  O'Reilly  and  other  ske{> 
tics  ask,  does  the  makeup  of 
the  boaixl — or  the  rales  under 
which  it  operates — really  make 
a  difference?  In  the  past,  the 
answei-s  might  well  have  been 
no.  But  governance  experts 
now  recognize  it  took  yeai-s  of 
decline  and  board  inaction  at 
such  companies  as  American 
Express,  GM,  and  Westing- 
house  Electric  before  a  loom- 
ing crisis  forced  reforms.  So 
activists  are  fo- 
cusing on  avoid- 
ing a  meltdown 
in     the  first 
place.  "The  key 
to  good  gover- 
nance is  to  keep 
a  well-perform- 
ing corporation 
from  becoming  a  poor-per- 
forming one,"  says  B.  Kenneth 
West,  the  ex-chauTnan  of  Hai"- 
ris  Trust  &  Savings  Bank  who 
is  a  senior  consultant  for  gov- 
ernance at  TIAA-CREF. 

That's  what  makes  Heinz  a 
near-peifect  candidate  for  this 
fight.  It's  not  like  General  Mo- 
tors Corp.  in  1992.  In  fact, 
Heinz  isn't  doing  badly.  Ex- 
cluding a  $420.9  million  re- 
stracturing  charge,  the  global 
food  giant  posted  a  9.6%  rise 
in  net  income,  to  $722.8  mil- 
lion, in  fiscal  1997,  ended  on 
Apr.  30.  Moreover,  O'Reilly 
has  made  several  moves  long 
demanded  by  Wall  Street  dui'- 
ing  the  past  year.  In  mid- 
1996,  he  finally  anointed 
William  Johnson  his  heir  ap- 
parent by  naming  him  presi- 
dent and  chief  operating  offi- 
cer. In  March,  O'Reilly 
unveiled  with  much  fanfare 
Project  Millennia,  a  I'eorgani- 
zation  plan  under  which  at 
least  25  plants  will  be  closed 
or  sold. 


Does  Good  Governance  Pay? 

Rival  Campbell  Soup  is  a  leader  in  adopting  inriova- 
tive  board  practices.  Its  shares  have  outperformed 
Heinz,  a  governance  laggard,  as  well  as  the  market. 
Here's  how  they  compare: 


Tomato 

sovi^ 


BEST  PRACTICES 

Majority  of  outside 
directors 

Bans  insiders  on 
nominating  committee 

Bans  former 
execs  from  board 

Mandatory 
retirement  age 

Outside  directors 
meet  witliout  CEO 

Appointment  of 
"lead  director" 

Governance 
committee 

Self-evaluation  of 
board's  effectiveness 

Director 
pensions 

Share-ownership 
requirement 


Yes 


Yes 


That's  still  far  from  O'Reilly's  glory  days.  After  tak 
the  helm  in  1979,  he  wowed  investors  by  slashing  expen« 
stealing  market  share,  and  expanding  globally.  Profits  £ 
sales  took  off,  as  did  Heinz'  stock.  Total  shareholder  retu 
averaged  31%  a  year  in  the  1980s,  neai'lv  double  the  Stand 
&  Poor's  500-stock  index's  16.8%. 
DUBIOUS  DISTINCTION.  But  Heinz  has  offered  up  far  m 
modest  performance  of  late.  Since  the  stait  of  the  decade, 
erating  earnings  have  grown  43%>;  by  contrast,  rival  Camp] 
Soup  Co.  has  increased  its  income  by  140%,  to  a  projec 
$1.5  billion  for  fiscal  1997.  And  over  the  past  five  yes 
Heinz'  annual  shareholder  returns  of  13.9%  have  consister 
undeiperformed  the  s&p,  as  well  as  the  s&P  food  index.  0 
a  ranup  since  Johnson's  appointment  as  president — the  st 
has  gained  35% — has  allowed  Heinz  to  catch  up  with 
^^^^^^^„,g„„„„,a„„gag„„^^    food-industry  rivals. 

Nevertheless,  the  He 
board  continues  to  pay  O'R 
ly  hke  a  superstar.  His  t( 
compensation  of  $182.9 
lion  in  the 
six  years  ra 
him  among 
handful  of 
best-paid  CE 
In  five  of  th 
six  years, 
has  won  the 
bious  distinci 
of  being  ami 
the  five  c: 
cited  by  Bi 
NESS  WEEK  as  giving  shj 
holders  the  least  for  tl 
money.  While  much  of  t 
stems  from  gains  on  opti 
gi'anted  early  in  his  tern 
the  hefty  awards  have 
tinued  even  as  performaj^ 
has  slipped.  Indeed,  the  bot' 
has  been  so  generous  w| 
hfi 


CAMPBEUSOUP 

Only  one  insider 
among  15  directors 

Yes 


Yes 


70,  with  none 
over  64 

Annually 


Every  two  years 
None 

3,000  shares 
required 


HEINZ 

Ten  of  19  members 
are  insiders 

No:  CEO  IS 
chairman  of  panel 

No:  Three  directors 
are  ex-Heinz  execs 

72,  but  SIX  directors 
are  grandfathered 

Never 


No 


No 


None 


Yes 


None 


DATA:  PROXY  STATEMENTS.  BUSINESS  WEEK 


It  Does  at  Campbell  Soup 
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O'Reilly's  options  that  h 
now  Heinz'  largest  indivicK; 
shareholder,  with  1.6%  of 
stock. 

A  comparison  with  Cai* . 
bell  Soup  Co.  is  teUing.  l^i 
year  alone,  O'Reilly  got  a 
options   grant   on  750, 
shares.  That's  more  than 
646,800    shares  Camp 
Chaimian  David  W.  Joh 
got  in  the  past  seven  y^ 
combined.  Still,  O'Reilly  i 
fends  liis  hefty  options  paeW 
"Tliere  could  be  no  moiv  fc' 
orable  or  fairer  way  [ton 
paid]  in  American  capitalisijf 
he  insists.  ; 

That's  not  the  only  contto 
between  Heinz  and  CampM 
that  rankles  shareholder  M 
tivists.  Once  under  dures.'Jtr 
self  from  investor  foi-  beir 
lackluster,  family-domina] 
sleeper,  Campbell  ousted 
CEO  in  1990  and  hired 
sider  Johnson  from  Ger 
Products  Co.  Since  then, 


^  FIND  THt  GREAT  THING  IN  THIS  WORLD 
IS  NOT  SO  MUGH  WHERE  WE  STAND,  AS  IN  WHAT  DIRECTION  WE  ARE  MOVING.  -OlivcT  Wemyi  li,,!,,,,-,  j, 


liew  '  lakoe'  knows  tke  journey  itself  is  liie  s  tii£;t;est  adventure,  so  it  refuses  to  let  its  255  Korses  just  stanJ  still,  www.clievrolet.com  1-81)0-450-  I  AHOE 


T  A  H  O  E 
LIKE  A  ROCK 


Would  a  different  board-younger,  less  familiar  with  eaclj 
other  or  with  O'Reilly-have  acted  any  differently? 
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company  has  become  a  pioneer  in  corporate  governance:  In 
1992,  Campbell  became  the  fu'st  major  company  to  publish 
board  guidelines  (table). 

The  shift  appears  to  be  paying  off.  Since  1992,  Campbell's 
annual  shareholder  returns  of  20.9%  have  far  outdistanced 
those  of  Heinz.  "You  have  to  wonder  how  Campbell,  with  a 
model  board,  is  outpeifonning  Heinz,"  says  Charles  M.  Elson, 

a  law  professor  at 
Stetson  University 
College  of  Law  and  a 
governance  expert. 
"This  is  a  captured  and  incestuous  board.  That  may  explain 
the  difference." 

Of  coui-se,  there  ai'e  other  differences.  Share  repurchases,  ac- 
quisitions, and  a  steady  stream  of  new  products  have  helped. 
Campbell  also  has  had  greater  pricing  flexibility,  thanks  to 
its  dominance  of  the  U.  S.  soup  mai'ket.  But  Johnson  views  an 
active,  indejiendent  board  as  a  soui'ce  of  competitive  advantage, 
and  he  credits  the  directors 
with  helping  engineer  the 
turnai'ound.  In  approving  a 
new  strategy  last  year,  for 
example,  the  board  retained 
its  own  investment  banker 
and  legal  counsel.  "The  di- 
i-ectors  helped  me  by  asking 
the  right  questions,"  says 
Johnson. 

By  contrast,  the  Heinz 
board  is  very  much  an 
O'Reilly  creation,  and  its 
lackluster  reviews  have 
much  to  do  with  the  sheei- 
force  of  his  personality.  The 
Irish-born  O'Reilly  is  no  or- 
dinary CEO.  A  former  rugby 
star  in  Ireland,  O'Reilly  was 
33  when  he  was  hired  as 
managing  director  of  Heinz' 
subsidiaiy  in  Britain  in  1969. 
Four  years  later,  he  was 
tapped  as  president  of  the 
company,  and  in  1979  as  ceo. 
He  is  one  of  the  world's 
most  charismatic  business- 
men. "He  has  a  million  sto- 
ries and  tells  all  of  them 
well,"  says  Heinz  director 
Richai'd  M.  Cyeit.  "When  you  sit  down  to  hmch  with  him,  it's 
like  going  to  a  movie  theater  for  entertainment." 

But  that  charisma  may  have  a  downside.  Critics  beheve  it 
has  led  to  a  board  that's  far  more  deferential  to  O'Reilly 
than  it  ought  to  be.  "Most  of  the  directors  are  more  mes- 
merized by  Tony  than  critical  in  any  way,"  says  an  outside 
consultant  who  worked  with  the  board  for  years.  "Whatever 
Tony  wanted,  Tony  got."  O'Reilly,  Johnson,  and  seven  of 
Heinz'  nine  outside  dir-ector"s  disagi'ee;  two  other-s  did  not  r-e- 
turn  phone  calls.  Maintains  director  Cyert:  "He  fr-equently 
goes  around  the  r-oom  to  see  how  people  feel  about  an  issue. 
They'll  argue  back  and  forth.  It's  not  necessarily  tough  on 
Tony,  but  it  shows  the  independence  of  the  boar-d." 

Does  it?  The  independence  of  the  Heinz  boar-d  is  at  the 
core  of  the  dispute  between  O'Reilly  and  the  governance 


NEXT  IN  LINE? 

Pressure  on  O'Reilly  to  pass  the  baton  to  his 
second  in  command,  William  R.  Johnson,  could 
grow.  Wall  Street  would  certainly  approve 


crowd.  For  starters,  Heinz'  boar-d  r-emains  loaded  with  ins 
ers.  Ten  of  the  19  board  member's  are  current  or  foni 
Heinz  employees.  Governance  experts  believe  that  hav 
so  many  insiders  lends  too  much  support  for  O'Reilly. 
would  an  insider  challenge  the  boss?"  asks  Elson.  "That' 
nice  way  to  lose  your  job  very  quickly." 
TERM  LIMITS.  As  if  that  weren't  enough,  Heinz'  board 
overloaded  with  aging  directors.  The  average  age  of  Hei 
board  is  more  than  66;  only  one  of  the  nine  outside  memb 
is  below  the  age  of  65.  And  rarely  do  dir-ectors  leave:  85-y( 
old  Joseph  J.  Bogdanovich,  for  example,  joined  in  1963.  T 
flies  in  the  face  of  the  most  controversial  aspects  of  the  n 
guidelines:  that  boards  ought  to  have  mandatory  retiremi 
ages — and  even  term  Umits.  CalPERS  has  ar-gued  that  bo! 
member-s  who  stay  for  a  decade  or  more  should  no  longer 
consider-ed  independent. 

O'Reilly  not  only  dismisses  his  critics,  he  argues  ve 
mently  that  companies  are  better  off  with  many  inside 

rectors.  "If  you  have  o; 
one  insider,"  he  says,  "i 
only  person  who  talks 
that  board  is  the  CEO,  i 
every  view  is  filtei 
through  one  mind  to 
board,"  Heinz  Preside 
Johnson,  a  four-year  bo; 
member  who  spoke  on 
half  of  the  inside  directc 
insists  that  they  say  W, 
they  think.  "I'm  sure  th 
wer-e  times  when  Tony 
couple  of  other  senior  g 
were  r-ol!ing  their-  eyes  w] 
someone  said  something 
wished  he  hadn't  hear 
says  Johnson. 

O'Reilly  and  his  direct 
also  insist  that  age  j 
length  of  service  are  irn 
vant.  "Most  of  us  are  rat 
aged,  but  we  are  quite 
able,"  declares  77-year 
Eleanor  B.  Sheldon,  a  He 
director  of  18  years, 
though  forced  to  retire 
cause  of  age  fr-om  the  boa 
of  Citibank,  Equitable, 
Mobil,  she  remains  at  Hei 
Just  as  jarring  is  the  fact  that  most  of  the  outside  direct 
who  gather  ar-ound  the  sien-a  chica  granite  table  in  He 
windowiess  boar-droom  ar-e  longtime  colleagues  or  friend 
O'Reilly,  and  not  one  outsider  is  a  sitting  ceo.  Indeed,  h 
the  power-ful  executive  maneuver-ed  over  the  past  18  year: 
nothing  less  than  a  study  in  how  to  cr'aft  a  boar-d  of  dir-ecti 
As  was  common  when  O'Reilly  became  ceo  in  1979,  mi 
boar-d  member-s  had  cr-ossed  paths  elsewhere:  Three  c! 
sider-s  also  were  director-s  of  Mobil  Corp.,  where  O'Re! 
had  become  a  boar-d  member.  Within  a  year,  O'Reilly  joij 
the  Heinz  board's  nominating  committee.  By  1984,  he  t 
over  as  committee  chair-man  and  began  to  dominate  the 
lection  process. 

To  gover-nance  exper-ts,  that's  a  huge  no-no.  To  foster 
dependence,  they  believe  boar-d  selection  should  r-emain  in 
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hands  of  outside  directors.  They  also  frown  on  cross-direc- 
torships, since  that  can  lead  to  a  "you  scratch  my  back,  I'll 
scratch  youi's"  mentality  among  directors  who  sit  on  boards 
together.  But  at  nearly  every  turn,  O'Reilly  hand-picked  his 
new  directors — almost  always  from  boards  he  ah-eady  sat 
on  or  fi'om  organizations  affiliated  with  Heinz. 

His  veiy  fii-st  recinit,  in  1983,  was  Wilham  W.  Scranton,  a 

fellow  director  at  Mo- 
bil. A  year  later,  he 
tapped  Cyert,  then 
president  of  Caniegie 
Mellon  University,  a  beneficiary  of  Heinz  Foundation  gi-ants 
and  a  fellow  director  with  O'Reilly  at  Allegheny  Interna- 
tional, a  company  that  eventually  declared  bankiuptcy  amidst 
a  financial  scandal.  In  1987,  O'Reilly  recruited  his  third  out- 
sider, Nicholas  F.  Brady,  then  chaiiTnan  of  Dillon,  Read  &  Co., 
an  investment  bank  Heinz  had  been  doing  business  with  for 
fom-  years.  Brady  had  also  sei-ved  on  the  nl  Industries  board 
with  two  other  Heinz  directors.  A  year  later,  a  fourth  Mobil 
director,  Samuel  C.  Johnson,  joined  the  Heinz  board. 

As  O'Reilly  continued  to  find  fa- 
mihar  candidates,  Heinz'  nominating 
committee  didn't  even  bother  to 
meet.  O'Reilly's  next  recruit  was 
Coca-Cola's  Keough,  with  whom  he 
served  as  a  director  at  Washington 
Post  Co.  as  well  as  on  the  board  of 
tmstees  at  Notre  Dame  Universi- 
ty. He  joined  the  board  in  1990,  the 
second  year  in  a  row  that  Heinz' 
nominating  committee  failed  to  con- 
vene even  once.  And  even  in  recent 
years,  as  the  governance  movement 
has  led  many  companies  to  begin 
looking  further  afield  for  their 
directors. 


A  Man  of  Many  Interests 

Besides  H.J.  Heinz,  Tony  O'Reilly  is  also 
involved  in  a  panoply  of  businesses  around 
the  world.  Among  his  major  investments: 


rectors  hiked  the  pay  of  all  outsiders  and  added  lifelong 
rector  pensions.  Later,  O'Reilly  added  other  raises  and  per 
including  a  $1  miUion  donation  to  charity  after  a  directc 
death.  Along  with  annual  retainers  of  $30,000  and  yea 
grants  of  300  shai-es  of  stock,  directors  receive  $1,.500  for  ei 
meeting  they  attend.  In  all,  it's  pretty  generous — about  2> 
above  average  for  the  nation's  100  largest  companies, 
cording  to  consultants'  SpencerStuart. 
SLOW  MOVER.  No  less  problematic  is  the  fact  that  the  boai 
executive  committee,  which  has  the  authority  to  act  wl 
the  board  is  not  in  session,  is  composed  entirely  of  inside 
Chaii'ed  by  O'Reilly,  the  committee  regularly  meets  the  day 
fore  the  full  board.  Most  companies  restrict  their  purpose 
emergency  business.  Not  Heinz.  In  six  of  the  past  se^ 
years,  its  executive  committee  has  met  more  often  than 
boai'd.  By  compaiison,  Campbell  Soup's  five-member  execut 
committee  has  only  one  insider  and  has  met  once  in  th 
years.  "O'Reilly  has  created  two  classes  of  directors:  th 
that  make  the  decisions  and  those  that  bless  them,"  char 
John  M.  Nash,  president  of  the  National  Association  of  C 
porate  Directors.  O'Reilly  makes 
apologies,  arguing  that  the  execut 
panel  is  more  o 
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O'Reilly's  M.  0.  has  not 
changed.  On  director  Brady's  rec- 
ommendation, O'Reilly  brought  aboarrl  in  1994  Washington  at- 
torney Edith  E.  Holiday,  a  longtime  Brady  aide.  The  newest 
outsider  on  the  board  is  foiTner  U.  S.  House  Speaker  Thomas 
S.  Foley,  whom  O'Reilly  describes  as  a  friend  for  more  than 
15  years.  When  Foley  retired  as  Speaker  of  the  House  of 
Representatives  in  1996,  O'Reilly  organized  an  extravagant 
tribute  to  him  in  the  Capital  Hilton  ballroom. 

O'Reilly  insists  the  shared  experiences  allow  him  to  better 
evaluate  potential  directors.  He  defends  his  role  as  nomi- 
nating committee  chairman,  claiming  it  allows  him  to  get 
better  talent.  Adversaries  coimter  that  Ms  role  simply  ensures 
he  has  virtually  free  rein  to  handpick  his  own  directors. 
Complains  Robeit  A.  G.  Monks,  a  principal  in  Lens  Inc.,  an 
activist  investment  fund:  "Everybody  knows  it's  a  matter  of 
])ersonal  loyalty  to  the  guy  who  put  him  or  her  there." 

He  and  other  experts  also  point  to  another  troubUng  issue: 
O'Reilly  has  treated  his  board  as  generously  as  it  has  treat- 
ed him.  In  thi'ee  of  his  fii-st  fom-  years  as  CEO,  O'Reilly  and  di- 
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reportmg  C' 
mittee"  that  helps  pi-e 
for  the  full  board. 
19.5  The  question,  of  course,  is  whe 

any  of  this  matters.  Would  a  diffe: 
board — youngei',  less  familiar  v 
each  other,  or  with  O'Reilly — h 
overseen  Heinz  any  differen 
O'Reilly  and  his  dii-eetoi-s  say  no — and  they  deny  that  overs: 
has  been  weak.  "This  isn't  a  show-and-tell  boaixl,"  says  Keoi 
OUTSIDE  INTERESTS.  Even  O'Reilly's  harshest  critics  cone 
that  the  chai'ge  is  impossible  to  prove,  since  only  O'Reilly 
his  directors  see  what  goes  on  in  the  boaixb'oom.  But  they 
lieve  plenty  of  signs  show  that  O'Reilly  and  his  managers 
not  being  held  to  veiy  tough  standards.  Heinz  was  the  si 
est  of  the  major  food  companies  to  restrnctiu-e,  and  manj 
Wall  Street  believe  it  did  not  go  far  enough.  Analysts  h 
also  complained  that  Heinz  has  inflated  its  earnings  thro 
aggTessive  accounting.  Heinz  denies  that  allegation. 

Moreovei",  though  O'Reilly  has  also  been  frequently  c 
cized  for  devoting  extensive  time  to  his  outside  interests  to 
detriment  of  Heinz,  the  board  has  made  no  move  to  challt 
him.  Among  other  things,  O'Reilly  is  nonexecutive  chairman 
dii-ector  of  thi-ee  companies  he  owrus — Independent  Newspaj 
FitzwUton,  and  Wateiford  Wedgewood.  He's  also  chairman 
DubHn  law  finn  that  does  work  with  Heinz.  All  told,  O'R 
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travels  some  300,000  miles  a  yeai*  on  the  company's  Giilfstream. 
"There's  no  doubt  that  he  is  often  out  of  the  countiy.  and  not 
only  on  Heinz  business,"  says  one  analyst.  "I  think  that's  huit 
the  company."  Retorts  du'ector  Brady:  "Thi-ee-quarters  of 
O'Reilly  is  better  than  lOO^f  of  most  people.  He's  that  talented." 

He's  also  tenacious — and  those  who  want  Heinz  to  refoirn  its 
boai-d  ai-e  in  for  a  long  fight.  In  the  past,  outside  efforts  to  get 

Heinz  to  improve  its 
governance  practices 
have  failed.  While 
TTAA-CREF  and  CalPERS 
ai-e  stronger  adversaiies  than  Heinz  has  faced  before,  O'Reil- 
ly cleai'ly  has  plenty  of  board  support. 

So  far,  that  has  added  up  to  a  stalemate.  After  a  series  of 
letters  fi-om  ti.\a-cref  and  a  meeting  with  West,  asking 
O'Reilly  to  trim  the  insiders,  he  still  refuses  to  budge — the 
only  one  of  seven  companies  tai'geted  by  TL\.-\-CREF  to  do  so. 
In  fact,  in  Jime,  O'Reilly  added  one  more  inside  dii'ector — giv- 
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ing  ciurent  and  fonner  executives  a  board  majority.  Me 
wlule,  activists  want  most  of  the  old-timers  to  go,  and  sc 
have  asked  that  dii-ectoi-s'  pensions  be  eliminated  and  a  la 
er  share  of  directors'  compensation  be  paid  in  stock. 

Although  O'Reilly  says  he  might  concede  on  the  last  two 
sues — if  the  boai-d  wants  it — he  insists  he  won't  significai 
reduce  the  number  of  insiders.  "Outsiders  are  outside 
They  simply  ai-e  not  committed  to  the  boaixl  in  the  same  \ 
as  people  who  have  then-  careers  at  stake  here.  Boards  t 
Usten  to  one  man  will  be  the  prisoners  of  that  man." 

Perhaps.  But  many  who  have  looked  at  the  rai-efied 
pri\ileged  realm  of  Heinz'  boai'd,  believe  the  compan\''s  iis 
and  outside  dii'ectoi-s  aMke  ah'eady  are  prisonei^s  to  one  n 
O'Reilly.  If  there  are  no  boaixl  changes  soon,  the  lobbying  hei 
the  scenes  by  tla_-v-cref  could  empt  into  a  public  boardrc 
brawi.  If  it  does,  investoi-s  may  finally  get  a  chance  to  weig 
on  wiiether  they  think  boaixh'oom  pi'actices  really  do  mattt 

By  Joh)i  A.  Byrne  in  Pittsbu 


PUniNG  MORE  STOCK  IN  GOOD  GOVERNANCE 


Higher  Premiums 
For  W^ll-Run  Boards 


How  much  is  good  governance  pay  in  relation  to  performance, 
worth?  These  days,  corporate  But  perhaps  the  most  compelhng 

chieftains,  shareholder  activists,  evidence  that  good  governance  pays 

and  academics  are  hotly  debating  off  comes  fi-om  a  McKinsey  &  Co. 

that  question.  Even  as  funds  such  as  study.  Investors  were  asked  how 

TIAA-CREF  and  the  California  Public  much  they  would  be  willing  to  pay 

Employees'  Retirement  System  for  shares  in  two  well-perfoiTning 

(CalPERS)  seek  to  impose  boardroom  companies.  The  difference  between 

guidelines  on  companies  such  as  the  two  theoretical  companies:  Only 

H..J.  Heinz  Co.,  critics  of  the  some-  one  of  the  boards  followed  good  gov- 
what  rigid  rules  say  they're  trying 
to  do  the  impossible.  Investors  sim- 
ply can't  tally  the  benefits  of  a 
strong  board  of  directors,  in  part 
because  what  goes  on  inside  the  McKmsey  &  Co.asked  institutional 

boardroom  is  invisible  to  outsiders.        investors,  chief  executives,  and 
But  as  the  battle  over  boardroom        directors  to  compare  two  well- 
standards  heats  up.  institutional  performing  companies  and  state 
shareholders  and  governance  giuns         whether  they  would  pay  a 
are  gathering  evidence  to  prod  often       premium  for  the  one  with  better 
reluctant  chieftains  and  theu-  direc-         governance.  The  results: 
tors  into  refoiTn.  A  number  of  recent       gpgyp  premium 

studies  show  that  well-governed  iM<;TiTiiTinNAi  invF^rnR*;-  

companies  not  only  make  more  mon-   ^i." 

ey  than  the  poorly  governed,  but  in-  DIRECTORS:  14% 
vestors  are  likely  to  give  them  a  CHIEF  EXECUTIVES:  16% 

higher  stock  market  value.  data  mckinseysco 

In  one  yet-unpublished  study.  Yale 

University  economist  Paul  W.  emance  practices,  such  as  having  a 

MacAvoy  looked  at  the  perfonnance  majority  of  outside  directors, 
of  275  companies  ranked  on  gover-  The  investors  sui"\'eyed — 50  insti- 

nance  by  CalPERS  in  1994.  Those  that  tutional  money  managers  who  to- 

CalPERs  considered  well-governed  gether  oversee  assets  worth  $840 

boasted  an  extra  1.5%  to  2'7c  on  av-  miUion — told  McKinsey  they  would 

erage  in  annual  returns  to  sharehold-  fork  over  an  average  premium  of 

ers.  "Over  a  decade,  we're  talking  IKf  for  the  stock  of  the  company 

about  returns  of  15'^c  to  20'7r  more  to  with  good  governance  practices.  Per- 

shareholders,"  says  MacAvoy.  Anoth-  haps  more  telling,  chief  executives 

er  study  of  205  corporations  in  14  in-  and  directors  were  wilhng  to  pay  an 

dustries  by  professors  at  the  Univer-  even  higher  premium.  Directors  said 

sity  of  Pennsylvania's  Wharton  they  would  pay  about  14%  to  15% 

School  found  that  companies  with  more,  while  CEOs  said  they  would 

"ineffective  governance  stiuctui-es"  ante  up  an  extra  16%.  "This  is  the 

often  rewarded  their  CEOs  excessive  fii'st  time  anvone  has  demonstrated 


that  investors  place  a  high  value  on 
good  goveiTiance,"  says  Ira  M.  Mill- 
stein,  the  goveiTiance  guru.  "We'll  be 
able  to  use  tliis  study  to  comince 
boards  to  become  more  pro-active." 

Applying  the  study's  numbers  to 
Heinz  would  suggest  that  the  compa 
ny's  market  value  would  gi'ow  $1.6 
billion  if  investors  thought  it  was 
well-go vemed.  That's  hardly  chump 
change.  McKinsey  estimates  that 
Heinz  would  have  to  increase  its  pre 
tax  profits  by  more  than  $140  millior 
annually  to  gain  11%  in  stock  price, 
HYPOTHETICAL.  Why  the  big  jump? 
Some  investors  surveyed  said  they 
believed  that  good  governance  woulc 
help  boost  perfoiTnance  over  time, 
bringing  a  higher  stock  price.  Others 
felt  good  governance  decreases  the 
risk  of  bad  news — and  when  trouble 
occurs,  they  rebound  faster. 

Of  course,  McKinsey's  numbers 
are  based  on  a  h^-pothetical;  there's 
no  teUing  whether  investors  would 
make  the  same  decisions  if  they  had 
money  on  the  line.  And  in  real  hfe, 
so  many  disparate  factors  go  into  as- 
sessing a  stock's  value  that  it's  im- 
possible to  put  a  price  tag  on  a  well- 
inin  board.  Even  staunch  supporters 
such  as  Millstein  caution  that  guide- 
lines and  policies  ofi'er  no  guai'antees 
He  concedes  that  the  best  standards 
in  the  world  won't  do  much  good  if 
directors  don't  take  their  responsibil 
ities  seriously.  Nevertheless,  without 
the  ability  to  peek  inside  the  board- 
room, investors  will  have  to  settle 
for  the  next  best  thing:  measuiing  a 
company's  commitment  to  gover- 
nance via  the  independence,  quahty, 
and  accountabihty  of  its  board. 

By  John  A.  Byrne  in  New  Yor 
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Who's  Going  To  Do  All  The  Work? 
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Your  business  is  doing  so 
well,  you  have  a  pleasant 
problem  -  you  need  more 
help.  Take-charge  people 
who  are  as  good  as  the 
people  you  already  have. 

That's  where  we  come 
in.  We're  Management 
Recruiters  International, 
your  staffing  partner 
The  leader  in  permanent, 


flexible,  and  right-fit 
staffing  solutions.  With 
over  700  offices  and  3.000 
recruiters  worldwide,  our 
comprehensive  network 
is  poised  to  fulfill  your 
staffing  needs.  From  sales 
professionals,  technical 
specialists,  and  office 
support  to  a  key  senior 
manager,  MRI  has  more 


search  specialists  in  place 
for  more  industries  than 
anyone 

At  MRI.  we  re  here  to 
help  you  grow.  Especially 
when  you're  already 
growing. 
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or  visit  our  website  at 
www.mrinet.com. 
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GOT  AN  AT&T  CREDIT  CARD? 
DON'T  GO  BANKRUPT 

The  company  is  quick  to  charge  down-and-out  debtors  with  fraud.  Too  quick? 


1 

I 


After  divorcing  her  husband  in 
1994,  Tanya  Piovet  wanted  to 
stait  life  all  over  again  by  mo\ing 
from  California  to  Florida.  But 
the  35-year-okl  real  estate  manager's 
plans  for  a  better  future  soured  when 
the  only  jobs  she  could  land  were  shop 
clerk  positions  at  the  minimum  wage. 
Finally,  when  a  child's  illness  racked  up 
medical  bills  and  her  husband  stopped 
paying  alimony,  Piovet  found  herself 
broke,  with  maxed-out  credit  cards — 
including  $5,300  on  her  at&t  Universal 
Card.  Last  year,  Piovet  filed  for  bank- 
ruptcy. Shortly  thereafter,  AT&T  Uni- 
versal sued  her  for  committing  fi'aud. 

Piovet  is  one  of  several  thousand 
bankrupt  consumers  each  year  who  are 
hit  with  fraud  charges  by  at&t  Univer- 
sal Card  Services.  The  vast  majority  of 
bankrupt  card  holders  don't  have  the 
money  or  legal  savvy  to  fight 
back  and  end  up  settling  with 
AT&T,  according  to  bankruptcy 
experts.  Debtors  who  settle 
or  admit  fraud  forfeit  their 
ability  to  have  credit  card 
debt  wiped  out.  But  in  cases 
that  have  gone  to  trial,  re- 
cently there  has  been  a  string 
of  stinging  judgments  against 
AT&T  in  courtrooms  across  the 
countiy,  inlings  that  at&t  had 
no  basis  for  its  actions. 

Piovet  was  among  the  few  who  chal- 
lenged .■\T&T  on  the  gi'ounds  that  AT&T 
hadn't  proved  that  she  had  acted  fraud- 
ulently, such  as  by  taking  cash  advances 
before  going  bankrupt  with  no  intention 
of  pa\ing  the  debts.  .Judge  Robert  A. 
Mar'k  in  Florida's  Southern  District  Court 
not  only  agi'eed  but  castigated  AT&T: 
".AT&T's  rehance  on  these  facts  is  both 
unper'suasive  and  h^qjocritical . . .  [and]  an- 
other disturbing  display  of  institutional 
hypocrisy. . . .  When  you  ai'e  suing  people 
for  fraud,  you  have  to  have  more  than  a 
gut  feeling,  seat-of-the-pants  idea  that 
these  people  did  something  bad." 

Piovet's  case  is  not  isolated.  Says 
Margaret  How^ard,  a  law  professor  at 


Vanderbilt  University  in 
Nashville  who  has  stud- 
ied the  matter:  "Based 
on  reported  court  deci- 
sions, AT&T  is  bringing 
cases  without  any  real 
factual  basis  for  them, 
whether  they  have  an 
inkling  of  actual  fraud  oi' 
not."    Piovet's  lawyer, 
James  B.  Miller,  a  Miami 
banki-uptcy  attorney  with 
the  firm  D.  Jean  Ryan, 
adds:  "These  judges'  opin- 
ions are  just  the  tip  of  the 
iceberg.  If  you're  getting  a 
dozen  published  opinions, 
there  has  to  be  10  or  20  times  that 
amount  that  went  unpubhshed." 

Controversy  over  the  treatment  of 
bankrupt  debtors  is  growing.  Last 
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a  When  you  are  suing 
people  for  fraud,  you 
have  to  have  more  than  a 
gut  feeling  . . .  [they] did  something  bad?!^ 

—  JIDGE  ROBERT  A.  MARK.  U.S.  Bankruptcy  Court.  Southern  District,  Florid 


spiing.  Sears,  Roebuck  &  Co.  came  un- 
der fire  for  its  long-term  practice  of 
making  bankraipt  debtors  sign  so-called 
reaffirmation  agreements,  which  obli- 
gates them  to  repay  their  debts.  Ob- 
taining these  agi'eements  without  couil 
approval  can  violate  banki-uptcy  laws. 
So  far,  Sears  has  paid  $165  milhon  to 
redress  the  situation.  Federated  De- 
partment Stores  Inc.  settled  a  similar 
lawsuit  for  appi'oximately  So  million  on 
Aug.  28.  And  on  the  foDowing  day,  in  the 
lai'gest  settlement  to  date.  General  Elec- 
tric Co.'s  GE  Capital  Coi"p.  said  it  would 
pay  $178  miUion  to  more  than  17,000 
bankrupt  customers  who  had  been  en- 
ticed to  sign  reaffimnation  agreements. 
But  .AT&T  Universal,  in  filing  fraud 


charges,  takes  a  much  more  aggresi 
approach.  Judges,  lawn,'ers,  and  ba 
ruptcy  experts  inteniewed  by  busin 
WEEK  say  AT&T  is  by  far  the  major 
of  fraud  suits,  filing  many  more  s 
than  Citibank,  the  biggest  issuer 
credit  cards,  says  a  Citibank  spol 
woman.  In  the  Southern  District  of  ^ 
York  alone,  .at&t  is  cun-ently  suing 
debtoi-s,  compai-ed  with  10  for  Ameri 
Express  Co. 
"MARKET  LEADER."  Xor-man  Gambit 
senior  vice-president  and  counsel 
.AT&T,  says  the  company  has  rigor 
methodologies  for  determining  fr 
based  on  payment  patterns.  In  1996 
says,  AT&T  sued  2,700  banki-uptcy  deb' 
for  fraud  and  expects  to  sue  an  addit 
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X)  this  yeai- — which,  he  says,  is  only 
■  its  customers  who  go  banki'upt. 
ry  Klein,  a  staff  attorney  for  the 
)nal  Consumer  Law  Center  in 
»n,  a  nonprofit  agency  that  repre- 
low-income  consumers,  doubts  the 
^ire.  "When  you  look  at  this  type 
igation  around  the  country,"  he 
"AT&T  is  by  far  and  away  the  mar- 
■ader"  in  bringing  ft-aud  suits.  AT&T 
40  law  fii-ms  to  file  the  actions, 
mble  says  about  98%  of  at&t's 
1  cases  are  settled  out  of 
—and  that  80%  to  90% 
n  AT&T's  favor.  That's 


terson,  a  judge  who  ruled  against  at&t 
in  a  Southern  District  of  CalifoiTiia  case, 
said  he  was  unimpressed  by  at&t's 
preparation,  adding,  "The  bottom  line 
is  that  AT&T  now  confesses  that  it  had 
no  basis  in  fact  or  law  to  file  the . . .  com- 
plaint, and  when  trial  approached  with 
no  discovery  conducted,  at&t  sought 
voluntary  dismissal." 

Jerome  Lee  Davidow,  a  bankniptcy 
attorney  in  New  York,  says  that  other 
credit-card  companies  suing  for  fraud 
usually  have  much  stronger 
cases  than  at&t's.  "Wlien 
I  see  other  credit-card 


done  a  better  job  in  building  a  record  in 
those  cases,  which  would  help  the 
judges  understand  our  industry  and  our 
practices." 

Despite  the  I'elatively  small  number 
of  cases  that  have  gone  to  trial,  the 
company's  tactics  are  causing  some  local 
judges  to  reconsider  the  way  they  ad- 
judicate AT&T's  fraud  actions.  In  the 
Southern  District  of  Florida,  at&t  suits 
became  so  problematic  that  the  court 
changed  local  rules.  In  1995,  at&t 
brought  429  fraud  cases,  representing 
one-quarter  of  all  bankiTiptcy  suits  filed 
in  that  district  and  between  five  and  10 


14  We  pursue  cases  where  we 
believe  there  is  a  fact  pattern 

that  indicates  fraud  We 

could  have  done  a  better 
job  . . .  [to]  help  judges  understand 
our  industry  and  our  practices.  ^7 

NORMAN  GAMBLE,  Senior  V.  P.  and  Counsel,  AT&T 


surprising.  Very  few  debtors 
;nge  at&t.  Many  can't  afford  to 
,he  costs  to  fight  the  suits,  say 
ruptcy  experts.  Others  fail  to 
)nd  to  the  suits  or  don't  under- 
1  theu"  rights.  Even  debtors  who 
lawyers  are  usually  told  to  settle. 
;yers  are  afraid  they  won't  get 
so  they  tell  the  debtors  it's  cheap- 
settle,"  says  Miller, 
hile  Gamble  has  statistics  on  how 
T  fraud  cases  are  settled  in  AT&T's 
he  says  he  has  no  figiu'es  on  how 
.  AT&T  wins  in  court.  Debtors  such 
iovet  who  do  fight  back,  though, 
)ften  successful.  Several  judges  in- 
ewed  by  business  week  used  shaip 
lage  in  dismissing  actions.  John  Pe- 

AS  REVENUES  SLOW... 


CREDIT  CARD 
RECEIVABLES 


companies  suing  for 
fraud,  like  American 
Express   or  Chase, 
they  usually  have  a 
reasonable  basis  to 
believe    there  was 
fi-aud.  That's  opposed 
to  AT&T,  whose  only 
basis  is  very  often  that 
someone  incuired  debts 
and  filed  for  bankiaiptcy. 
Their  whole  approach  is  a 
disgrace — targeting  people 
who  don't  have  the  resources  to 
defend  themselves." 

Gamble  admits  there  have  been  in- 
stances where  the  company  could  have 
done  more  pretrial  investigative  work: 
"I  think  that  with  regard  to  some  of 
those  [negative]  decisions,  we  may  bear 
a  share  of  responsibility  on  some  of  the 
conclusions  reached. . . .  We  could  have 
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times  the  number  filed  by  any  other 
credit-card  company.  Concerned  by  the 
number  of  debtors  who  were  settling 
with  AT&T  without  being  represented 
by  a  lawyer,  the  court  decided  to  re- 
cjuire  that  both  parties  go  before  a 
judge.  The  judge  then  determines 
whether  a  debtor  fully  understands  his 
rights  and  that  the  credit-card  company 
has  a  reasonable  basis  for  alleging  fi-aud 
before  any  settlement  is  approved. 
RISKY  STRATEGY.  Aftei-  the  mle  change, 
and  several  additional  judgments  against 
AT&T  in  that  district,  fi-aud  suits  brought 
by  the  company  slowed  to  a  trickle.  In 
1996,  the  number  of  cases  dropped  al- 
most by  half,  to  236.  This  year  there 
have  been  only  57.  Gamble  said  he 
didn't  know  of  any  drop-off  in  the  num- 
ber of  cases  in  Florida.  "We  pursue  cas- 
es where  we  believe  there  is  a  fact  pat- 
tern that  indicates  fraud,"  he  says. 

Credit-card  industry  consultant  Lee 
Spirer,  a  principal  with  Booz  Allen  & 
Hamilton  in  New  York,  says  a  strategy 
such  as  AT&T's  can  easily  backfire.  "With 
increased  competition  in  the  card  in- 
dustry, any  publicity  that  can  alienate 
consumers  will  have  significant  impact 
on  consumers'  choice  of  wliich  card  they 

hold  and  use  To  protect  themselves, 

consumers  may  steer  away  from  com- 
panies pursing  the  type  of  litigation 
AT&T  uses,"  says  Spirer.  at&t  may  well 
have  to  do  some  cost/benefit  work:  Ai-e 
the  returns  from  debt  collections  worth 
a  possible  black  mark  on  its  reputation? 
By  Debra  Sparks  in  New  York 
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EMERGING  MARKETS 


CREDIT  WHERE  CREDIT 
IS  LONG  OVERDUE 

Former  Soviet  bloc  nations  are  issuing  debt  lilce  mad-and  the  market  is  still  growing 


Just  four  yeai-s  ago,  debt  financing  in 
central  and  eastern  Eui'ope  was  a 
rarity.  Sovereign  debt  largely  con- 
sisted of  Brady  bonds,  the  rescheduled 
boiTowings  of  communist-era  misman- 
agement. Corporate  bonds  didn't  exist. 
When  Bank  of  America  executive  and 
Czech  emigre  Gabriel  Eichler  returned 
to  Pi-ague  in  1993  to  advise  util- 
ity giant  CEZ,  he  had  to 
teach  local  bankers  how 
to  build  a  capital  mai'kets 
team  and  bid  on  bond 
deals  before  they  could 
handle  CEZ's  fii'st  issue, 
$62.3  million  in  coi-porate 
debt. 

But  bankei-s  and  theii' 
clients    learned  fast. 
Across  the  former  Sovi- 
et bloc,  countries,  cities, 
utilities,  banks,  and  oth- 
er corporations  are  is- 
suing debt  like  mad. 
Over    the    past  18 
months  alone,  Russian 
and  eastern  European 
borrowers  have  issued 
$3.32  billion  in  new 
debt,  says  ifr  Securi- 
ties Data:  London.  To- 
tal debt  from  the  region, 
including  private  place- 
ments, may  reach  $15 
billion  to  $20  billion  by 
yearend,  compared  with 
$5  biUion  in  1996,  accord- 
ing  to   Credit  Suisse 
First  Boston  (Eui-ope). 
'THE  FUTURE."  Although 
the  flood  of  issues  ema- 
nating from  eastera  Eu- 
rope is  still  a  small  por- 
tion   of    the  red-hot 
developing-country  debt 
market,  financial  pros  be- 
lieve the  trend  will  con- 
tinue as  the  region's  ap- 
petite for  capital  expands. 
"We  see  credit  as  the  fu- 
ture there,"  says  Simon 
Ti'eacher,     director  of 
emerging  markets  fixed  in 


come  at  Morgan  Grenfell  Asset  Man- 
agement Ltd.  in  London.  In  the  last 
two  yeai's,  Ti'eacher,  who  manages  $300 
million  in  offshore  and  U.  S. -based 
emerging  mai-ket  debt  funds  and  an  ad- 
ditional $800  million  in  private  accounts, 
has  doubled  his  exposm-e  to  eastera  Eu- 
rope to  40'^f  of  his  portfolio. 


Ti-eacher  and  other  investors  are 
thusiastic  over  the  region  for  some  i 
pie  reasons.  They  argue  that  east 
Europe  and  Russia  boast  outstanc 
value  and  some  of  the  best  jaelds  wc 
wide.  Claude  Chaubet-Bride,  assoc 
director  of  business  development 
Eastern  Europe  for  Standard  &  Po 
Corp.,  notes  that  investors 
earn  much  gi-eater  jields 
the  same  level  of  risk  fo 
in  other  emerging  mark 
Take,  for  example 
$2.50  million,  three-y 
Eurobond  issued  in  J 
by  Russian  bank 
Agi'o.  Rated  B-i-  by 
it  fields  420  basis  po 
more  than  U.  S.  Ti 
suries.  That  is  at  1( 
200  basis  points  o 
comparably  rated 
robonds  issued  by 
Bi"aziLian  banks  Itau 
Bradesco.  "If  you  t\ 
the  rating  agencies 
right,  buying  th 
bonds  is  a  no-brain 
says  David  Mars,  c. 
economist  for  emerg 
markets  at  SBC  Warb 
in  London. 

To  be  sure,  ther( 
still  credit  risk.  Manj 
the  49  ratings  given 
SiP  to  Eastern  Europ 
sovereign,  municipal, 
nancial  and  corporate 

"If  vou  think 
the  rating 
agencies  are 
right,  buying 
these  bonds  is 
no-brainer,"  sa 
one  economist 
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Thinking  about  making  changes 

IN  YOUR  mutual  FUND  PORTFOLIO? 

Schwab  can  make  it  easy." 


where  mutual  funds  are  con- 
cerned, a  "buy  and  hold"  strategy  can 
produce  attractive  long-term  returns. 
But  since  there's  no  assurance  of  future 
results,  we  at  Schwab  encourage  cus- 
tomers to  review  their  portfolios  on  an 
annual  basis  to  make  sure: 

•  That  they  are  sufficiently 
diversified 

•  That  their  funds  are  performing 
at  least  on  a  par  with  other  funds 
in  the  same  category 

•  That  their  investment  strategy 
continues  to  meet  their  needs 

If  your  portfolio  could  benefit 
from  some  modification,  you  should 
know  we  can  help. 

Schwab's  Mutual 
Fund  OneSource" 
service  gives  you  a 
wide  choice  of  funds 


from  many  of  America's  most  respected 
fund  families.  We  also  offer  a  wide 
array  of  services  and  tools  that  can 
simplify  your  decision-making  process. 

They  include  our  Mutual  Fund 
Select  List,'-  a  quarterly  summary  of 
historically  high-pertormmg  funds 
available  from  Schwab.  A  Web  site, 
www.schwab.com,  that  has  been 
praised  as  an  invaluable  investment 
tool.  And  representatives  in  our 
branches,  who  are  ready  to  review 
your  asset  allocation  mi,\  with  you 
and  make  recommendations. 

If  the  company  you  depend  on  for 
mutual  funds  isn't  giving  you  all 
this,  give  Schwab  a  call. 


OneSource 
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FROM    s  (.  H  WA  E 


Look  for  this  symbol  when 
evaluating  mutual  funds. 


Schwab  Can  Help 
In  a  Number  Of  Ways. 


Help  You  Plan 

250  hrajiL /it's  nariijiiu  itii'  can  help  ymt 
consrrwct  ^'"U^  miaual  fund  Ixnf/olid 


Help  You  Analyze 

AviiiLihle  at  www.^chwahxom, 
(  Mt'Sourct'  ( Mime  lets  ymt  screen  foi 
fundi,  that  meet  your  requircma\{\ . 


Help  You  Diversify 

PoTtfidios  i^ivc  yiiu  hruoii  dtvcrsiftLatiiiu 
with  a  siui^lc  ini'esfnicnl 


MUTUAL  f^UNO 


To  ivcavc  a  free  copy  oj  oio  Muiual 
Fund  Select  List,  visit  one  of  our  more 
than  250  ham  /u's  nationwule  o)  ndl 

1-800-5-NO-LOAD 


For  a  prospectus  that  contains  more  complete  inlormaiion  on  any  lund.  mcluding 
fees  and  e.xpenses.  call  Schwab.  Please  read  it  carefully  before  investmg  ©1997 
Charles  Schwab  &  Co  ,  Inc  All  nghts  reseiA'cd  Member  SIPCATSE  (9/97) 


The  Way  It  Should  Be. 


Finance 


As  investors  grow  more  comfortable  with  the  region,  the 
are  ranging  further  afield  into  riskier  credits 


ferings  are  in  the  speculative  gi'ade  cat- 
egory. But  bond  bulls  maintain  that  at 
current  prices,  investors  are  more  than 
compensated  for  the  risks  they're  tak- 
ing. They  seem  especially  confident 
about  Russia,  which  is  swiftly  becoming 
such  an  enticing  draw  that  Merrill 
Lynch  &  Co.  estimates  it  has  accounted 
for  7%  of  total  emerging  market  debt  is- 
sued this  year  alone. 

The  Russian  debt  boom  got  off  the 
gi'ound  with  a  $1  billion  government 
Eui'obond  issue  in  November,  1996.  The 
cities  of  Moscow  and  St.  Petersburg 
have  also  issued  Eurobonds,  and  a  nimi- 
ber  of  others  are  following  suit. 
TRACK  RECORD.  All  told,  Russian  issues 
have  hit  nearly  $6  billion  since  last  No- 
vember. The  Russian  government  esti- 
mates that  it  will  sell  an  additional  $3.4 
biUion  in  Eurobonds  by  1998,  and  there 
may  be  $1  billion  more  in  regional  Eu- 
robond sales,  plus  $3  billion  in  bonds 
convertible  into  shares  in  newly  priva- 
tized companies.  One  example:  a  $500 
milhon  convertible  bond  issue  planned 
for  this  fall  by  the  giant  electric  utility 
Unified  Energy  System.  "For  Russia, 
this  is  the  year  of  fixed  income,"  de- 
clares an  executive  at  J.  R  Morgan  & 
Co.,  which  is  opening  a  trading  office  in 
Moscow  to  cash  in  on 
the  boom. 

Spreads  between 
the  yield  on  Russian 
debt  and  those  of 
Western  government 
issues  are  narrowing 
as  the  country's  eco- 


1,500  - 


1,200 


Bond  Bonanza 


COUNTRY 


nation  stabilizes  and 
Moscow  establishes  a 
debt  I'epayment  track 
recorxl.  As  a  result,  in- 
vestors are  gaining 
"confidence  in  buying 
new  issues  out  of  the 
region,"  says  London- 
based  Wolfgang 
Kerck,  head  of  capital 
markets  for  cs  First 
Boston  (Europe). 

Indeed,  other  re- 
gional issuers  are  also 
seeing  their  boiTowing 
costs  fall  as  investors 
head  east.  Romania 
sold  a  five-year,  600 
million  German  mark 
($335  million)  bond  in 


RUSSIA 

$3,852.4 

CROATIA 

483.2 

UKRAINE 

410.9 

ROMANIA 

410.4 

HUNGARY 

409.4 

POLAND 

380.3 

CZECH  REPUBLIC/ 

236.1 

SLOVAKIA 

SLOVENIA 

232.3 

LITHUANIA 

169.3 

ESTONIA 

48.8 

MOLDOVIA 

37.4 

BULGARIA 

28.8 

TOTAL 

6,696.2 

*To  Aug.  28.  Includes  sovereign  and  corporate  debt 

DATA:  SECURITIES  DATA  CO 


June  yielding  7.75%,  300  basis  points 
over  comparable  German  government 
debt.  It  is  now  yielding  7.39%,  only  260 
basis  points  over  Gennan  bonds. 

As  they  gi'ow  more  comfortable  with 
the  area,  investors  are 
ranging  further  afield 
into  more  speculative 
credits.  Simon  Ro- 
mijn,  Boston-based 
head  of  high-yield 
fixed-income  manage- 
ment for  Baring  As- 
set Management,  over- 
sees $650  million  in 
emerging  mai'ket  mon- 
ey. Romijn  considers 
Poland,  Hungary,  and 
the  Czech  Republic 
too  tame  because  they 
are  investment  gi-ade 
borrowers.  Instead,  his  ftmd  has  18%' 
of  its  assets  in  higher  yielding  Russian 
sovereign  debt,  in  addition  to  some  Bul- 
garian Brady  bonds.  Currently,  he  is 
looking  at  Uki-ainian  government  bonds 
issued  to  repay  debt  owed  to  the 
Russian  oil  company  Gazprom. 

Another  fi'ontier  for  yield-hunting  in- 
vestors is  debt  issued  in  local  ciuTencies. 
In  Russia,  for  example,  mble  yields  on 
short-term  govern- 
ment bonds  reach  20% 
to  30%',  while  riskier 
corporate  paper  can 
yield  as  much  as 
100%.  Such  yields  are 
so  enticing  that  Mor- 
gan Grenfell  hopes  to 
raise  $100  million  for 
two  local  currency 
funds,  one  U.  S.-based 
and  one  offshore. 

For  many  compa- 
nies and  local  govern- 
ments, Eurobonds 
don't  make  sense.  Of- 
ten, the  cost  of  get- 
ting an  international 
credit  rating,  hiring 
lawyers  and  invest- 
ment bankers,  and 
putting   on    a  road 


their  relatively  small 
borrowing  needs. 
Many  balk  at  the 
transparency  of  West- 
em-style  accounting  or 
refuse  to  open  their 


books  to  international  ratings  agenc 
Despite  these  drawbacks,  Robert 
vane,  head  of  fixed-income  sales 
trading  at  Moscow  brokerage  Troika 
alog,  still  expects  "dozens  of  munic: 
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1997  EUROBOND  ISSUES 

AMOUNT  (MILLIONS)* 


and  corporate  domestic  bond  issu 
this  year  and  next. 

Many  lai'ger  companies,  however, 
turning  to  the  Euromarket.  In  rec 
months,  a  fiiuiy  of  companies  and  b 
ah'eady  have  earned  ratings  from  cr| 
it  agencies.  Of  the  nine  corporate 
robond  ratings  given  by  s&P  to  for 
Soviet  bloc  companies — seven  of  w 
were  this  year  alone — four  are  invi 
ment  gi-ade.  s&p  also  has  rated  21  b: 
this  year,  giving  five  of  them  inv 
ment  grade  status.  And  a  slew  of 
deals  is  on  the  way,  including  issues 
the  Czech  Republic's  spt  Telecom, 
Russian  electric  utility  company  Mos| 
ergo.  Morgan  Grenfell's  Ti'eacher  s 
enough  of  a  new  supply  that  the  fim 
considering  offering  two  fimds  focus 
on  corporate  fixed  income  in  emerg 
Europe.  "All  our  analysts  are  bool 
to  the  end  of  the  year,"  says 
Chaubet-Bride.  "We  expect  debt 
suance  to  remain  extremely  high." 

As  the  flow  of  money  into  easti 
European  debt  instraments  swells, 
region  is  taking  on  a  healthier  gl 
Kerck  at  (\s  Fu-st  Boston  was  dehgh 
at  the  enthusiastic  response  a  recenj|? 
billion  German  mark  ($1.1  bilht 
Russian  bond  deal  received.  TypiciJ 
piudent  Swiss  i-etail  investors  snap])( 
up  40%  of  the  issue.  "If  the  Swiss  » 
comfortable  with  Russian  bonds,"  s:! 
Kerck,  "the  market  is  here  to  st£| 
The  region's  continued  economic  rebi| 
will  depend  a  lot  on  that  holding  tn  l 

By  Karen  Lowry  Miller  in  Fra. 
fnrt,  with  Carol  Matlack  in  Moscow 
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D'AMATO:  The  Senate  Banking 
chainnan  threatens  federal  action 


BANKING 


MAD  AS  HELL 

AT  THE  CASH  MACHINE 

Across  the  country,  there's  a  popuUst  push  to  limit  ATM  fees 

Wlien  John  L.  Bley  picked  up  his 
newspaper  one  morning  last  No- 
vember, he  almost  lost  his  break- 
fast: Seaftrst  Bank,  a  major  player  in 
Wasliington  State  banking,  was  imposing 
a  "surcharge"  of  an  additional  $1.50  on 
noncustomei-s  on  top  of  the  average  $1.25 
fee  ATM  users  pay  theii'  owti  banks.  Most 
galling  to  Bley  was  that  a  bank 
spokesman  was  quoted  as  saying:  "We 
hope  it  convinces  [noncustomers]  to 
switch  to  Seafirst." 

As  the  chief  banking  regulator  for 
Washington  State,  Bley  swung  into  ac- 
tion: The  Democratic 
appointee  fired  off 
letters  to  Washington, 
D.  C,  calling  for  ATM 
surcharges  to  be 
banned  on  antitrust 
gi'ounds.  And  he  began 
lobbying  state  law- 
makers to  impose  a 
moratorium  on  sur- 
charges. That,  he  fig- 
ured, would  take  some 
pressure  off  communi- 
ty-bank customers  to 
switch  to  big  banks 
with  wide  ATM  net- 
works and  give  the 


A  BUCK  HERE, 
A  BUCK  THERE 


ATM  SURCHARGES 


0- 

A  BILLIONS  OF  DOLURS  'ESTIMATES 
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small  fry  a  chance  to  build  their  own 
networks.  Bley's  effort  failed,  but  he 
vows  to  keep  monitoiing  what  he  calls 
"predatoiy  behavior." 

Bley  isn't  alone.  From  state  capitols  aSi 
the  way  to  Capitol  Hill,  lawmakers  are 
scoring  political  points  by  railing  against 
imposing  atm  surcharges — a  relatively 
new  fee  above  and  beyond  the  fixed  cost 
of  processing  a  cash  machine  transaction, 
wliich  is  ah'eady  passed  on  to  many  con- 
sumers. Critics  such  as  Alphonse  D'Am- 
ato  (R-N.  Y.)  have  blasted  siu'charges  as 
a  "monopolistic  pi-actice"  by  big  ATM  own- 
ers. The  Senate  Bank- 
ing Committee  chair- 
man— who  is  up  for 
reelection  ne.xt  year — 
vows  to  tack  legislation 
banning  atm  increases 
onto  a  larger  measiu'e, 
say  Hill  insiders. 

While  D'Amato  may 
just  be  showboating, 
states  with  strong  con- 
sumer movements  are 
dead  serious:  In  Iowa 
and  Connecticut,  bank- 
ing regulators  have  so 
far  blocked  banks  from 
instituting  surcharges. 


And  according  to  D 
Associates  Inc.,  a  Boi 
consulting  firm,  antii 
charge  bills  have  beer| 
troduced  in  a  dozen  stil 
though  only  Massao 
setts  is  close  to  enactiiui 
ban.  "Nobody  should  Ym 
to  pay  for  the  right  toje 
an  ATM  machine,"  gro\.p 
Massachusetts  State 
ator  W.  Paul  White,  who  is  finning  ovp 
$o  fee  he  recently  paid  in  CaUfoniia.!*! 

Traditionally,  banks  have  provided  u 
access  for  fr-ee  or  have,  at  most,  impcal 
a  nominal  fee  of  50(Z  to  $1.50  that  t||i 
say  bai-ely  covers  costs.  But  that  chani^ 
in  April,  1996,  when  the  two  largest  ij 
tional  networks,  Ciirus  and  Plus,  ho^§ 
to  pressure  fi-om  big  banks  and  ope 
the  way  for  their  members  to  lev 
second  charge  on  customers  of  ot 
banks  who  use  a  member's  machines 
FREE  RIDE?  As  more  and  more  ba 
have  added  $1.50  to  $2  to  the  stand 
network  fees,  revenues  from  ATM 
charges  have  tripled,  to  a  projected 
billion  (chart)  this  year — with  mucl 
the  money  going  to  banks  with 
largest  networks,  such  as  BankAmeij 
Wells  Fargo,  and  NationsBank. 

Lai'ge  banks  say  that  imposing 
chai-ges  is  necessaiy  to  correct  a 
tem  that  gave  customers  of  other  ba 
a  free  ride.  "We  don't  think  our  ( 
tomers  should  have  to  subsidize  the 
of  ATMs  by  noncustomers,"  says  Thoi 
J.  Hollister,  an  executive  vice-presic 
at  BankBoston  Coip. 

That  argument  doesn't  wash 
community  bankers,  however,  who  1 
that  big  banks  with  extensive  atm 
charges  will  succeed  in  kuing  custoff 
who  don't  want  to  get  nicked  by 
chai'ges.  Federal  regulators  have  dis( 
ered  little  evidence  to  support  such  fe 
and,  indeed,  some  banking  experts 
lieve  that  atm  chai'ges  ai'e  likely  to  cc 
down  without  government  interventi 
With  banks  and  entrepreneurs  ea 
to  cash  in  on  the  siux-hai-ge  bonanza, 
lanta  consultant  George  Albright  i 
diets  that  ATMs  could  increase  by  50% 
mm,  by  2000.  "There's  a  finite  nuir 
of  attractive  locations  out  there,"  s 
Albright,  who  predicts  that  in  the  fao 
an  ATM  glut,  banks  will  begin  lowei 
siu"chai*ges.  But  if  siu'charges  tiuTi  inl 
juicy  political  issue,  mar'ket  forces 
never  get  a  chance  to  work. 

By  Dean  Foust  in  Washington, 
Seanna  Browder  in  Seattle  and  Geo;, 
Smith  in  Boston 
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Inside  Wall  Street 


BY  JEFFREY  M.  LAPERMAN 

KEEP  AN  EYE  ON  THIS 
POWER  SOURCE 

Stewart  &  Stevenson  Services  (ssss) 
seems  to  have  missed  the  bull  mar- 
ket. Shares  in  the  Houston-based  man- 
ufactiu'er  of  power-generation  systems, 
at  2A%,  sold  at  nearly  54  in  early  1994. 
A  fall-off  in  earnings  has  driven  the 
stock  southward  since.  Indeed,  on  Aug. 
25,  the  company  reported  second-quar- 
ter earnings  of  25?  a  shai'e.  Wall  Street 
had  forecast  37?. 

But  rather  than  sink  the  stock  fiu- 
ther,  the  news  prompted  buying.  Pros 
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ai'e  betting  that  the  woi-st  is  ovei-.  "You 
make  the  most  money  in  a  stock  when 
earnings  are  accelerating,"  says  Neil 
Eigen,  portfoho  manager  of  Seligman 
Small-Cap  Value  Fimd.  "And  Stewart 
&  Stevenson  is  entering  that  phase." 

The  company  builds  power-generat- 
ing plants  around  modified  jet  aircraft 
engines.  The  low  cost  and  quick  con- 
stniction  time — a  plant  can  be  online  in 
three  months — make  it  an  ideal  power 
source  in  developing  countries.  The 
plants  are  operating  in  32  foreign  coim- 
tries,  including  China  and  Russia. 

Privatization  in  many  developing  na- 
tions slowed  new  orders,  says  Eigen, 
as  state-owned  utihties  shifted  to  the 
private  sector.  But  now  construction 
is  picking  up.  Adds  George  Caspar,  an 
analyst  at  Robert  W.  Baii'd:  "The  com- 
pany should  book  as  much  tiu'bine  busi- 
ness in  the  next  two  quarters  as  they 
had  in  the  last  three." 

Stewart  &  Stevenson  also  stand  to 
land  new  business  in  the  U.  S.,  where 
the  uncertainty  posed  by  deregulation 
has  all  but  halted  new  construction. 
Company  spokesman  Donald  Stewart 
says  that  when  U.  S.  power  producers 


start  adding  capacity,  these  plants  will 
fit  the  bill.  "The  next  wave  of  plants 
will  be  smaller  and  closer  to  the  ser- 
vice areas,"  says  Stewart. 

While  turbines  are  expected  to  rev 
up  the  earnings,  they're  not  the  whole 
business.  With  about  $2  billion  in  sales 
companywide,  Stewart  &  Stevenson 
also  makes  gas-compression  equipment 
for  the  energy  industiy,  builds  tmcks 
for  the  U.  S.  Anriy,  and  sells  and  ser- 
vices machineiy  manufactured  by  oth- 
ers. Eigen  says  the  stock  could  sell  in 
the  35-to-40  I'ange  in  12  to  18  months. 

HIGH  HOPES  FOR  A 
SATELLITE  PLAY? 

Late  last  year,  when  Wall  Street  was 
gushing  over  DirecTV  and  other 
satelUte-based  entertainment  systems, 
cable  TV  giant  Tele-Communications 
spun  off  TCI  SateUite  Entertainment 
(TSATA).  The  stock  ran  as  high  as  20  in 
the  when-issued  market  but  soon  sank 
as  TCI  holders  dumped  shares.  After 
trading  under  6  in  the  spring,  shares 
are  now  at  8.  Analyst  Steven  Breg- 
man  of  The  Spin-Off  Report  says  the 
stock  is  underpriced  even  if  you  as- 
sume no  rise  in  subscription  rates. 

TCI  Satellite  Entertainment's  main 
attractions  are  a  21%  interest  in 
Primestai-  Partners,  which  pro\ides  150 
program  channels  via  satellite,  and 
PRIMESTAR  by  TCI,  which  markets 
Primestar  in  regions  that  account  for 
38%  of  the  country's  households.  Nei- 
ther have  been  stellar  performers,  but 
some  think  that  soon  will  change. 

Pending  ap- 
proval from  the        DOWN  BUT 
Federal  Commimi-       COMING  BACK 
cations  Commis- 
sion, TCI  Satellite 
plans  to  combine 

PRIMESTAR  by  TCI 

with  other  Prime- 
star  units  owned 
by  cable  operators  ^ 
such  as  Cox,  Time 
Wamer,  and  Com-  ^ 
cast.  "That  will     ,       , ./ci 

,      „         ,  i  SATELLITE 

make  for  a  larger  weeklv  close 

company,  with 

better  marketing  nov  22,  '96  sept  3. 9? 
and  higher  operat- 
ing efficiencies," 
says  William  Nygi'en,  director  of  re- 
search at  Harris  Associates,  which 
holds  9  million  shares  in  some  Oak- 
mark  mutual  fimds  and  separate  ac- 
counts. If  the  reorganization  is  0.  K.'d 
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by  regulators  and  shareholders,  tl 
new  PRIMESTAR  would  start  with  1 
miUion  subscribers. 

News  Coip.  Chairman  Rupert  Mu 
doch  wants  in  on  primestar  as  we 
He  plans  to  contribute  AskyB,  his  joi 
venture  with  MCi  Communications 
exchange  for  convertible  preferre 
stock.  AskyB  has  two  satellites  undi 
construction  and  the  requisite  hig 
powered  broadcasting  licenses.  Tl 
AskyB  deal  is  also  subject  to  regulato; 
approval,  but,  says  Nygren,  it's  n 
necessary  to  make  the  stock  attra 
tive.  Nygi-en  estimates  the  shares  a 
worth  $10  to  $12  and,  he  notes,  thai 
likely  to  rise  as  satellite  TV  develops 

Earlier  this  year,  the  TCi  Satelli 
shai'es  became  so  cheap  that  tci  Chai 
man  John  Malone  dipped  into  his  ov 
pocket  to  buy  nearly  1.5  million  at  ju 
under  8.  Anyone  buying  now  gets 
around  the  same  price  as  the  chairma 


SPEECH-TO-TEXT 
SOFTWARE  SINGS 

The  words  in  this  magazine  ha^ 
been  created  by  writers  tapping  ( 
keyboai'ds.  Lemout  &  Hauspie  Speei 
Products  (lhspf)  has  developed  speee 
to-text  softwai'e  that,  in  theoiy  at  leas 
makes  keystrokes  unnecessary.  Tl 
company  is  based  in  Belgium,  but  i 
shares  trade  on  the  over-the-count^ 
market,  recently  at  26K. 

"Most  speech-to-text  systems  requi 
you  to  pause  between  words,  and  thoi 
that  do  continuous  speech  just  dor 
do  it  very  well,"  says  Andrew  Abran 
of  CWH  Associates,  a  hedge-fund  mai 
ager.  "This  software  is  a  major  ir 
provement."  The  software  also  coi 
verts  text  to  speech,  he  adds,  "and  yc 
even  get  intonation  in  the  voice." 

The  Belgians'  product  is  impressi\ 
enough  for  Microsoft  to  licens 
Abrams  thinks  Microsoft  will  put  tl!*; 
software  into  its  next  operating  sy ' 
tem  or  develop  it  as  a  stand-alorj 
product.  Either  way,  he  expects  M.| 
crosoft  will  announce  plans  at  COMDE. 
in  November  "If  Microsoft  use 
Lernout  &  Hauspie  technology,  everi' 
one  creating  software  for  Microsoft  w^ 


have  to  hcense  it,  too,"  says  Abram, 
The  company  also  makes  software  f( 
translation  and  digitized  speech. 

Abrams  projects  Lemout  &  Hausp 
to  earn  90^  a  share  in  1997;  $1.50  :' 
1998.  Selling  at  18  times  earnings,  it's 
bargain  for  a  company  whose  profi 
he  expects  will  grow  at  a  40%  rate. 


IT  WASNT  JUST  SAVIN'S  TECHNOLOGY  lUAT  WON  OVER 
niE  ASSOCIffnON  of  INFORM/mON  TECHNOLOGY  PROFESSIONALS. 


When  the  Association  of  Information  Technology  Professionals  informed  us  that  they  had  named 
Savin  the  Official  Copier  Company  of  the  AITP,  we  were  pretty  excited.  Because  when  it  comes  to 
managing  information  and  having  a  thorough  knowledge  of  technology,  these  folks  are  the  experts. 

So  to  hear  they  considered  us  "the  premiere  marketer  of  imaging  systems"  was  really  heart-warming. 
Especially  when  we  learned  that  the  AITP  admired  us  not  only  for  our  advanced  technology  but  for 
our  dedicated  people  as  well. 

For  information  about  smart  document  handling  solutions  that  will  win  you  over,  contact  Savin  at 
1.-800-234-1900  or  www.saviu.com.  Tell  them  the  experts  sent  you. 

sai/in. 

m'RE  GOING  TO  WIN  YOU  OVER 


SAVIN  CORPORATION, 333  LUDLOW  SI, STAMFORD, CT  O6904 


4  Personal  Business 


EDITED  BY  AMY  DUNKIN 


Rediscovering 
Old  Asia 


As  Asia  rushes  headlong  into  develop- 
ment, much  of  its  old  charm  is  being 
paved  over  with  concrete.  New- 
bridges,  tunnels,  airports,  superhigh- 
ways, and  apartment  complexes  are  re- 
placing huge  sections  of  the  exotic 
East  that  for  centm*ies  have  lui'ed  and 
fascinated  travelers.  With  httle  regard  for  restoration 
or  preservation,  most  Asian  nations  are  opting  for  the 
gleaming  skyscraper  over  the  tranquil  pagoda.  True, 
Singapore  has  spent  big  bucks  restoring  old  sections  of 
the  city  to  retain  the  architectural  legacy  of  colonial 
times.  But  that's  the  exception.  Throughout  Asia, 
"there  has  been  no  compunction  about  tearing  down  old 
buildings  to  make  way  for  development,"  says  Taipei 
architect  Carl  Shen. 

Given  the  swift  pace  of  change,  it  makes  good  sense 
to  seek  out  Old  Asia  now.  And  fortunately,  there  is 
plenty  left  within  easy  reach  of  a  business  traveler  with 
limited  time  to  spare.  Beijing  still  harbors  hutongs — 
traditional  back-alley  neighborhoods — among  all  the 
tacky  modern  buildings  that  have  spiTing  up  in  the  past 
decade.  Batavia  Square,  Jakarta's  old  center  of  colonial 
administration,  remains  one  of  the  few  calm  and  clean 
spots  amid  the  city's  sprawl.  And  though  reclamation  is 
steadily  shrinking  Hong  Kong's  great  harbor,  the  Star 
Feriy  shuttles  to  and  from  Kowloon  as  charmingly  as  it 
did  .50  years  back. 

PEDICABS  AND  YAKITORI.  There  are  plenty  of  other  old- 
time  sights  to  see,  too.  But  amid  the  urban  jungles  of 
Asia,  how  do  you  find  the  most  enchanting  parts  of  the 
Orient?  BUSINESS  week's  first  Asia  Business  Travel 
Guide  details  how  visitors  can  easily  rediscover  Old 
Asia.  What's  more,  much  of  the  continent  has  suddenly 
become  a  bargain  as  currency  devaluations  sweep  the 
region.  Although  the  Hong  Kong  dollar  has  continued 
to  trade  at  a  stable  rate  of  7.74  to  the  U.  S.  greenback, 
the  currencies  of  Thailand,  Indonesia,  Singapore, 
Malaysia,  and  the  Philippines  have  all  tumbled.  The 
Thai  baht  alone  is  off  28%  against  the  dollar  over  the 
past  few  months.  Even  the  Japanese  yen  has  weakened 
fi'om  1995's  all-time  highs  and  is  now  ti'ading  at  around 
120  to  the  dollar.  Southeast  Asian  nations  in  particular 


are  hoping  that  tourist 
dollars  will  help  replace 
the  billions  in  foreign  ex- 
change reserves  lost  in 
defending  their  cun-en- 
cies  over  the  summer. 

In  this  special  report, 
we  steer  clear  of  tradi- 
tional tourist  attractions, 
with  the  exception  of  Mt. 
Fuji.  But  our  story  tells 
you  how  to  enjoy  this 
symbol  of  Japan  by 
chmbing  it,  not  viewing  it 
from  afar.  Rather  than 
recommend  an  obvious 
trip  to  the  Great  Wall  or 
the  Forbidden  City  in 
Beijing,  we  take  you  to 
the  city's  back  alleys  by 
pedicab. 

Food  is  one  of  Asia's 
best  offerings.  Sprinkled 
thi'oughout  every  Asian 
city  is  a  taste  of  the  past, 
from  the  wonton  shops  of 
Hong  Kong  to  the  spicy 
food  stalls  of  Singapore. 
Never  mind  the  Unes  at 


Development  is  encroacH 


Din  Tai  Fung  on  Hsin  Yi  Road  in  central  Taipei.  Itjjj 
worth  the  wait  for  one  of  Asia's  best  assortment  olf 
steamed  dumphngs.  For  the  best  yakitori — grilled 
en  with  vegetables  in  a  teriyaki  sauce — in  a  gritty,! 
ban  setting,  head  for  a  strip  in  Tokyo's  central  Gim!^ 
district  under  the  elevated  railroad  tracks.  And  for  I 
great  dim  sum,  there's  the  old-style  Luk  Yu  Teahoitt 
Hong  Kong.  Its  surly  waiters  are  part  of  the  ambi* 
While  today's  Asians  prefer  buildings  of  chi'omeif 
glass,  smatterings  of  architectural  glories  from  a  fcrj 
gone  era  still  exist.  From  the  impressive  restoratii 


19a  nilCIMCQQ  UIFFK   /  Q  F  PT  F  ^/l  R  P  D    1  1QQ7 


l<;TRATinN<^    RY    I  W  «^TFWART 


SO  catch  the  sights  while  you  can 


ore's  Raffles  Hotel  to  the  still-vibrant  temples  of 
3k,  small  pockets  of  old-world  elegance  lie  within 
everj'  Asian  metropolis.  In  Manila,  for  example, 
.  walled  city  of  Intramuros  features  a  Spanish 
s.  And  amid  Tokyo's  prefabricated  houses  and 
cript  skyscrapers,  the  elegant  Shinjuku  Gyoen 
IS  is  a  golden  spot  for  viewing  cheny  blossoms 
spring  and  chiysanthemums  in  the  fall, 
etimes  it  takes  a  day  trip  out  of  town  to  return 
Asia  of  yore.  Hop  aboard  Taipei's  new  mass- 
system  to  visit  the  quaint  Ashing  town  of  Tam- 


sui  with  its  historic  fort  of  San 
Domingo,  built  by  the  Spanish  in 
1649.  Ayutthaya,  a  mere  50  miles 
from  Bangkok  and  best  reached  by 
boat,  is  home  to  the  former  royal 
palace  with  its  lovely  gardens.  The 
ancient  capital  of  Kyongju,  a  three- 
hour  train  ride  from  Seoul,  is  an 
oasis  of  royal  tombs  and  stunning 
palaces. 

Outside  Kuala  Lumpur,  a  cookie- 
cutter  modern  Asian  city,  you  can 
take  a  half-day  tour  to  the  old 
rubber  plantations  and  Malay 
houses  on  stilts.  And  it's  only  a 
short  plane  ride  from  Jakarta  to 
historic  Jogjakarta,  the  cultural 
heart  of  Java,  with  the  awesome 
Borobudur  Buddhist  temple  dating 
to  800  A.  D. 

COLONIAL  HALLMARKS.  You'd  better 
hurry  if  you  want  to  see  some 
sights.  If  you  have  more  than  a 
weekend  to  spare,  take  a  boat  ride 
down  the  Yangtze  River  to  view 
the  three  beautiful  gorges  that  will 
be  flooded  once  the  Chinese  con- 
struct a  mammoth  dam  on  the  site. 
It's  also  worth  a  trip  to  Shanghai 
to  inspect  the  old  colonial  architec- 
ture that  was  once  the  city's  hall- 
mark. The  Bund,  the  waterfront 
area  gi'aced  by  European  buildings, 
will  remain  a  historic  district,  but 
other  neighborhoods  built  when 
foreign  powers  divided  Shanghai 
into  settlements  in  the  mid-1800s 
are  rapidly  disappearing. 

Sleepy  Hanoi,  vdth  its  French 
colonial  buildings  and  bougainvillea, 
has  not  yet  been  swept  away  by 
the  developers'  craze  to  raze.  Nei- 
ther has  Bunna,  which  despite  its 
repressive  military  regime,  is  safe 
for  tourists.  The  ancient  capital  of 
Bagan,  with  remnants  of  5,000  tem- 
ples, is  a  sight  to  behold.  Just  don't 
expect  local  residents  to  say  any- 
thing critical  about  their  government  to  visitors.  But 
some  spectacular  places  are  best  avoided  right  now. 
With  rival  Cambodian  factions  openly  firing  on  one  an- 
other, it  just  isn't  worth  the  risk  to  your  life  to  visit 
the  breathtaking  temple  complex  at  Angkor  Wat. 

Living  in  the  comfort  of  five-star  hotels,  travelers 
can  easily  miss  the  incense-filled  temples,  the  savory 
noodle  shops,  or  the  best  foot  massage  in  town.  There's 
a  lot  of  Old  Asia  to  be  discovered  after  your  last  busi- 
ness meeting  and  before  your  fiight  home. 

Joyce  Bamathan  with  bureau  repoHs 
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A  Pedicab  Into 
Beijing's  Past 


Or.  a  bright  August  af- 
teiTioon,  I  join  15  oth- 
er foreigners  in  Bei- 
jing to  be  transponed  back 
in  time.  Traveling  in  two-seat. 
a\TOing-covered  pedicabs 
powered  by  hard-pedaling 
drivers,  we  cross  a  threshold 
from  the  bustling,  modem 
dxx  into  the  rapidly  vanishing 
hutongs.  the  back  alleys  of 
old  Beijing. 


main  street  gives  way  to  the 
squeaks  and  creaks  of  pedi- 
cabs and  the  occasional  ding 
of  bicycle  bells.  Gray-washed 
brick  one-stor\-  houses,  many 
of  which  date  from  the  Qing 
Dj-nasty  (1&44-1911),  line  the 
narrow  hutongs.  Sometimes 
we  get  a  glimpse  into  a 
courtyard,  with  perhaps  a 
wizened  tree  growing  inside, 
a  yoimg  woman  washing 
laundr\-  in  a  bucket,  and  a 


We  follow  our 
cheerful  guide,  Daisy  Cao, 
through  the  temple's  two 
main  halls,  where  she  intro- 
duces us  to  the  statues  of 
the  resident  gods.  Along 
with  four  brightly  painted 
guardian  gods  is  a  smiling, 
round-beUied  Buddha  of  re- 
cent \intage.  Marauding  Red 
Guards  destroyed  the  origi- 
nal during  Chinas  1966-76 
Cultural  Revolution.  The 
same  soldiers  stole  18  stat- 
ues of  the  luoham.  or  Bud- 
dha's disciples,  in  the  second 
hall,  which  is  why  they  are 
now  represented  by  18  wall 
paintings  instead  of  the  real 
thing. 

KUBtAI  KHAN^  TOWER.  After 
anotht-r  shvit  pedicab  ride, 
've  arr:'.-  a:  the  massive 


easy.  Thi"ee-hour  Three-hour  tours  few  scruftv-  chick- 
guided  tours,  which  u-ander  through  the  ens  scratching  in 
cost  -522.  leave  hutongs.  or  back  the  hard-packed 
twice  daily  fi-om  alleys,  of  the  city's 
the  north  gate  best-preserced 
of  Beihai  Park,  neighborhoods 
They're  so  jwpulai' 


that  advance  resen'ations  are 
recommended  through  the 
Beijing  Hutong  Tourist 
Agency  186IO  6615-9097). 
which  offers  tours  in  both 
English  and  Japanese. 

Om-  foray  into  one  of  Bei- 
jing's best  prese!-\"ed  tradi- 
tional neighborhoods  begins 
when  the  busv  roar  of  the 


gi'ound. 

After  cinaising 
along  the  willow- 
and  poplar-lined 
bank  of  Shichahai  Lake, 
where  elderly  men  fish  or 
play  Chi:  —.we  anive 

at  the  ir:..  -  7<X)-year-old 
Guanghua  Temple.  Unlike 
many  of  the  more  famous 
temples  in  Beijing,  Guanghtia 
is  fully  functioning,  with  55 
Buddhist  monks  living  and 
praxing  inside  its  red  walls. 


Ditun  Tower,  a  150-foot-high, 
red-walled  building  with 
deep-sloping  gi-een-tiled  roofs. 
Once  one  of  the  tallest  struc- 
tures in  Beijing,  the  tower 
was  first  constructed  about 
700  years  ago  during  the 
Yuan  D\Tiasty  by  the  famed 
Mongol  ruler  Kublai  Khan.  It 
was  used  to  beat  out  the 
hours  of  the  day  for  the  city's 
residents. 

The  69-step  climb  to  the 
upper  tower  is  steep  and  sHp- 
pery.  But  the  platform  at  the 
top  opens  up  to  beautiful 
\iews  over  the  old  streets. 


Looking  due  nonn,  v.-e 
the  imposing  Bell  To 
which  once  marked  the 
of  the  city  proper.  Dire 
south   stretches  Di'am, 
Road,  ending  at  Jing: 
Park.  Beyond  that,  but  ir 
ible  behind  the  park's  hill 
the  Forbidden  City,  Tlai 
men  Square,  and  Qiani 
gate.  Unfortimately,  mot 
ci%ilization  has  intruded  € 
in  this  traditional  neighl 
hood.  Just  off  the  ave 
leading  south,  a  huge 
Donald's  sign  is  \isible. 

The  next  stop  is  at  on 
the  siheyuan,  or  quadrai 
courtyard  dweUings  that 
hotise  SO'^c  of  Beijing's  p< 
lation.  They  are  quickly  b 
torn  down  and  replaced 
high-rise  buildings.  In 
past,  a  single 
tended  fan 
would  occupy 
-  ^  yuan.  But 
day.  as  many 
25  people 
several  househ 
live  in  th 
crowded  r 
dences  with 
central  heat: 
■'Some  older  ; 
pie  still  prefer 
style  of  livi 
says  our  gu 
"But  it's  not 
yoimg  people 
me.  No  privac 
Finally,  we 
rive  at  Pr 
Gong's  Mani 
"de  largest 
..airang  gai 
compound  in  Beijing, 
side  of  the  7.4-acre  prop 
has  99  rooms  that  housed 
prince's  concubines,  A 
n-ooping  through  the  scu^ 
gi-oimds  of  low  lulls  and 
ponds,  we  Unger  at  a 
house  to  enjoy  jasmine 
gi-een  bean  cakes,  and  fl 
coated  peanuts.  This  is 
last  stop  before  the 
ends.  Five  minutes  mori 
the  pedicabs  and  we  are  1 
to  our  starting  place  wr 
new  appreciation  for 
ancient,  but  fast-chanj 
citv.  Dexter  Rol 


Travel  Tip  U/e  tou/s.  ichich  cost  S22.  are  so  popular  that  visitors  should  reserve  ahead 


'Then  Gary 

/  Forbes' s 

r  U.S.-base( 

isits  Singapore, 

dsts  on  eating 

Lsian  cuisine.  So 

lile  into  Forbes's 

960,  pull  up  to 

iside  "hawker" 
and   dig  into 

ig  bowls  of  fish- 
curry,  chick- 
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ed  rice.  "We  go 

irly  to  beat  the 

s  and  stay  out 

^ht  long,"  says 
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factory. 

ditional  street  food 
ill  over  Asia  is  Uterally 
xr  fingertips  in  Singa- 
[f  you  don't  mind  squat- 
in  child-size  stools  and 
ig  a  table  with  strang- 
you  can  taste  what 
I  advised  to  pass  up  at 
)od  stalls  of  Bangkok, 
ay,  Jakarta,  and  Ho  Chi 
City — where  succumb- 
»  temptation  can  mean 

home  in  a  stretcher 
lepatitis,  cholera,  or  ty- 

Thanks  to  strict  health 

Singapore's  street  food 
m  and  safe  to  eat.  The 
runent  rents  20,000  tiny 
to  vendors  at  open-air 
er  centers,  the  most 
ir  of  which  are  at  New- 
'ircus,  Telok  Ayer,  and 
iVorld.  Health  Ministry 
;tors  deduct  two  points 
a  vendor's  record  when- 
;hey  detect  filth.  A  ven- 
ho  racks  up  12  points  in 
r  loses  the  stall. 

WARP.  Every  night, 
on  Circus  is  packed  with 
5.  Generous  helpings  of 

lobster  cost  $20  per  100 
3,  a  bargain  compared 
restaurant  prices.  But 
awker  centers  are  van- 
;  fast  to  make  way  for 
rapers  and  shopping 
— and  Newton  Circus 
be  the  next  to  go.  Ac- 
ig  to  Sam  Wee,  a  Chi- 
cook  who  fries  a  sump- 
1  squid  and  garlic  dish 


SINGAPORE 


The  Tastes  of  Asia 
In  One  City 


for  $5.30  at  his  Newton  Cii-- 
cus  stall,  a  building  is  slated 
for  construction  on  the  site. 

Happily,  much  of  Asia's  old- 
world  cuisine  is  safely  pre- 
served at  restaurants  vdth 
decor  and  menus  that  time 
appears  to  have  forgotten. 
From  a  cuhnary  standpoint, 
this  tiny  island  nation  of  3  mU- 
Uon  people  is  Asia 
in  microcosm.  In 
Little  India,  you 
can  tiy  15  varieties 
of  dosai — spicy  cui'- 
ried  potatoes  rolled 
in  deep-fried  rice- 
floui"  crepes — at  Ko- 
mala  Vilas  (76 
Serangoon  Rd.,  tel.: 
65-293-6980)  for  $1 
each.  Bistro  Chez 
Moi  (217  East 
Coast  Fvd.,  65-440- 
3318)  serves  such 
Vietnamese  delica- 
cies as  deep-fried 

Rare  cuisine  is 
preserved  at  the 
Metropole's 
Imperial  Herbal 
Restaurant 


shrimp  wrapped  in  sugar- 
cane for  $7.30.  Parkway 
Thai  Restaurant  (Centrepoint 
Building,  176  Orchard  Rd.,  65- 
737-8080)  makes  a  mean  torn 
kha  kai,  a  spicy  soup  of  co- 
conut milk,  chicken,  chili,  and 
lemongrass,  for  $10.  Then 
there's  the  bitter  black  Can- 
tonese gelatin  dessert  made 


from  ground  tortoise 
shell  and  swimming  in 
pancake  syrup  for 
$4.60  at  Village  De- 
lights (25A  Lorong 
Liput,  Holland  Village, 
65-467-8783).  Book  in 
advance,  and  bring 
cash,  as  not  all  credit 
cards  are  accepted. 
MINI  BUDDHA.  Some  of 
Asia's  rarest  cuisine  is 
preserved  at  a  few 
upmarket  restaurants. 
The  Imperial  Herbal 
Restaurant  on  the 
third  floor  of  the  old  Metro- 
pole  Hotel  (41  Seah  St.,  65- 
337-0491)  serves  hearty  soups 
with  healing  properties  and 
fetching  names  like  Mini  Bud- 
dha Jumps  Over  The  Wall 
($25).  On  a  recent  Saturday 
night,  the  place  was  full  of 
regular  customers,  all  Chi- 
nese, several  in  wheelchairs. 
A  huge  wooden  medicine 
chest  on  one  wall,  presided 
over  by  Dr  Li  Lian  Xing,  the 
Mandarin-speaking  resident 
phar-macist,  displays  the  salad- 
bowl-size  toadstools,  knotted 
roots,  and  trays  of  dead  ants 
and  scorpions  that  flavor  the 
more  expensive  dishes. 

One  of  his  most  interest- 
ing concoctions  is  Imperial 
Herbal  Wine  ($312  per  2-Uter 
jar-,  or  $16.60  a  glass),  intend- 
ed to  enhance  male  virility. 
Every  few  hours,  he  takes 
out  a  jar-,  unscrews  the  lid, 
pulls  up  a  foot-long  deer  pe- 
nis, and  uses  it  to  stir  the 
brew.  If  your  virihty  is  fine 
but  your  lungs  and  kidneys 
aren't,  you  can  tr-y  the  dou- 
ble-boiled snow  ft-og's  glands 
with  rock  sugar  dessert, 
which  tastes  like  sweetened 
egg  whites,  for  $18.60. 

Perhaps  snow  frog's  a  bit 
ventur-esome  for  you?  No 
problem.  There  are  plenty  of 
tamer  traditional  eateries 
that  are  just  as  enjoyable.  No 
matter  how  you  slice  it,  Sin- 
gapore is  a  trencherman's 
dream.  Michael  Shan 


Travel  Tip  Thanks  to  strict  health  codes,  Singapore's  street  food  is  clean  and  safe  to  eat 
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Personal  Business 


JAPAN 


Mastering 
Mt.  Fuji 


So  you  really  want  to 
scale  that  slag  heap? 
That  summed  up  the 
reaction  of  a  British  friend 
and  longtime  Japan  hand 
upon  hearing  that  I  planned 
to  climb  Mt.  Fuji.  He  had  a 
point.  Japan's  highest  peak, 
with  its  perfectly  symmetrical 
cone,  is  undeniably  spellbind- 
ing from  afar.  Up  close, 
though,  this  12,885-foot  dor- 
mant volcano  is  basically  a 
collection  of  lava  rocks  and 
cinder-covered  slopes.  During 
the  peak  summer  season, 
climbers  must  contend  with 
the  garbage  on  the  slopes 
and  such  tourist  kitsch  as 


cone-shaped  Fuji  palm  cakes 
with  white  frosting  on  top. 

Yet  what  the  Japanese  af- 
fectionately call  FKji-smi  con- 
tinues to  draw  150,000  to 
200,000  climbers  annually 
from  all  walks  of  life.  True, 
this  isn't  Mt.  Everest.  There 
are  no  death-defying  thrills 
or  sprawling  base  camps. 
Still,  muscling  and  grunting 
your  way  up  to  the  summit  is 
something  of  a  personal  chal- 
lenge for  amateur  climbers. 
The  views  at  the  summit, 
whether  of  the  nearby 
rugged  mountain  ranges  of 
central  Japan  or  the  Pacific 
coastline,  can  be  devastating- 


ly  beautiful  even  when  clouds 
at  lower  altitudes  obscure  the 
mountaintop  from  below. 

For  foreign  travelers  not 
sure  what  to  make  of  the 
normally  decorous  Japanese, 
Mt.  Fuji  is  a  pleasant  sur- 
prise in  another  way.  People 
seem  to  loosen  up. 
Don't  be  surprised  if 
a  stranger  offers 
warm  sake  or  advice 
about  what  to  expect 
at  various  rest  stops 
along  the  way  up. 
You  may  also  see 
Japanese  climbers 
singing,  screaming, 
or  sobbing  that  they 
managed  to  scale 
their  holiest  peak. 

Mt.  Fuji  has  al- 
ways held  a  strong, 
sometimes  bizarre, 
influence  over  the 

Up  to  200,000  ama- 
teurs struggle,  up 
Mt.  Fuji  annually 


Japan's  highest  pea 
has  a  strong  hold  o 
the  national  psyche 

Japanese  psyche.  Pri' 
the  Meiji  era  (1868-1 
most  considered  the 
cano  the  dwelling 
Japan's  animist  SI 
gods.  Even  in  a 
secular  Japan,  nume 
Buddhist  sects,  inclu 
the  powerful 
Gakkai  (Value  Cre 
Society),  have  set 
headquarters  nearby, 
notorious  Amn  Shin 
(Supreme  TVuth)  cult 
pared  nerve  gas  ai 
Fuji-area  base  to  la 
a  deadly  1995  attac 
a  subway  station 
Tokyo. 

AVOID  THE  CROWD. 

ail  this,  my  wife,  "5 
and  I  wanted  to  c 
out  Mt.  Fuji's  mystei 
puO  ourselves.  The  cl 
ing  season  runs  j 
inid-June  to  mid-Sep 
ber,  before  bad  wea 
and  snow  keep  pilg 
away.  But  to  avoid 
usual  throng,  we  dec 
to  make  a  night  cl 
with  the  hope  of  c£ 
ing  the  mount's  peak  sui 
view  at  about  5  a.m.  We 
a  bus  ($40  round  trip) 
Shinjuku  in  central  Tokj 
7:30  p.m.  The  2'/.-hour  j 
ney  took  us  halfway  up 
volcano's  north  slope 
Gogome,  or  station  five 


Pick  up 
the  phone. 

Pick  up 
the  miles. 
Up  to  8,000 

of  them. 


AmericanAirlines' 

/Advantage' 


Continental 

OnePass 


A  Delta  Air  Lines 

SkyMiles^ 


AIRLINES. 


MIDWEST  EXPRESS 

Airlines 


Now  when  you  sign  up  with  MCI  you  can  earn  up 
to  8,000  bonus  miles  (or  7  flight  credits)  on  one  of 
seven  major  airlines. 

Then  earn  another  5  miles  for  every  dollar* 
(or  1  flight  credit  for  every  $150)  you  spend  on  a 
variety  of  MCI  services,  including  long  distance  and 
local  toll  calls.  Even  on  MCI  Card®  calls  from 
virtually  anywhere  in  the  world. 


You're  going  to  use  these  services  anyway.  Why 
not  rack  up  the  miles  while  you're  doing  it? 


NORTHWEST 
WorldPerks" 


1-800-FLY-FREE 


Rapid  •  Rewards" 


SOUmWESTARaJNES' 


Is  this  a  great  time,  or  what?  :  -) 


ci.com  ©1997  MCI  Telecommunications  Corporation.  All  rights  reserved.  Is  ttiis  a 
me,  or  what?  is  a  service  mark  of  MCI.  'U.S.  dollar  equivalent,  net  of  taxes,  credits  and 
Its.  Other  terms  and  conditions  apply  to  ongoing  mileage  otter  and  bonus  mile  offer, 
le  program  rules  and  conditions  apply.  All  program  rules  and  conditions  apply.  Flight 
apply  only  to  Southwest  Airlines.  American  Airlines  reserves  the  right  to  change  the 
itage  program  at  any  time  without  notice.  American  Airlines  is  not  responsible  lor 
Is  and  services  offered  by  other  participating  companies. 


MCI 


Business  ^' 


T7" 


can  also  arrange  package 
tours  to  the  mountain 
through  your  hotel  or  the 
English-speaking  internation- 
al office  of  the  Japan  Ti-avel 
Biu-eau  (Tel.:  813-5620-9500). 

Although  die-hard  enthu- 
siasts start  at  the  bottom  of 
Mt.  Fuji,  most  begin  the  five- 
to  six-houi'  chmb  to  the  top 
from  Gogome  or  a  similar 
spot  on  the  south  side.  But 


are  a  must,  and  you  should 
be  in  reasonably  good  physi- 
cal shape.  Tote  water  and 
high-carbohydrate  energy 
food.  Rest  stations  along  the 
way  and  at  the  summit  sell 
snacks  and  drinks.  But 
they're  expensive.  You  can 
pick  up  English-language  trail 
maps  at  Gogome,  where  you 
can  also  buy  another  essen- 
tial—a .?10  "wooden  staff  to 


gling  to  station  eight. 
From  there  to  the  summit, 
things  turned  a  httle  hairy, 
at  least  for  novices  like  us. 
The  temperature  plummeted 
and  some  high  winds  kicked 
in.  Just  about  everybody 
looked  like  the  walking 
wounded,  and  lots  of  encour- 
aging shouts  of  "gambatte" 
or  "hang  in  there,"  were 
thrown  our  wav.  Yet,  there 


an  added  attraction  of  the 
northern  slope  is  Fuji-Goko,  a 
cluster  of  quaint  lakeside  \il- 
lages  offering  vistas,  water 
sports,  traditional  Japanese 
restaurants,  and  shopping. 
Many  folks  head  there  to  un- 
wind after  the  chmb.  staging 
at  hot  spring  resorts  in  near- 
by Hakone  and  Izu. 

When  we  set  off  for  Mt. 
Fuji,  the  weather  forecast 
suggested  a  clear  night.  But 
it's  always  wise  to  biing  pro- 
tective rain  gear  (since  the 
weather  can  turn  on  a  dime), 
at  least  two  flashlights  with 
extra  batteries,  and  layers  of 
clothing  to  let  you  adjust  to 
the  changing  climes  at  higher 
g    altitudes.  Stuixly  hiking  boots 


help  you  keep  your  balance 
in  rocky  stretches.  At  rest 
stops,  you  can  have  charac- 
ters branded  on  the  pole  to 
mark  your  progress. 
DIZZY.  We  pretty  much 
breezed  up  gentle  dirt  slopes 
to  the  7, 000-foot -high  station 
seven,  a  mile  and  a  half  up 
from  station  five.  Then  the 
heavy  trudging  began  in 
earnest  as  the  teirain  tuiTied 
steep  and  rocky.  Our  pace 
slowed  considerably  and  Yuki 
started  feeling  dizzy  from  al- 
titude sickness.  A  climber 
suggested  picking  up  an  oxy- 
gen canister  at  the  next  rest 
stop  for  $10.  Taking  an  occa- 
sional whiff  did  the  trick.  We 
then  spent  3ki  hours  strug- 


was  a  payoff.  As  we  leaned 
on  some  big  rocks  to  catch 
our  breath,  we  saw  a  shim- 
mering sea  of  stars  that 
would  have  been  impossible 
to  make  out  in  smog-filled 
Tokyo.  And  down  below, 
moonbeams  reflected  eerily 
off  lakes. 

This  didn't  make  us  any 
less  exhausted,  but  it  dis- 
pelled thoughts  about  turn- 
ing back.  The  pastel-colored 
outUnes  of  a  simrise  were  ap- 
pearing on  the  horizon  an 
hour  later,  just  as  we  passed 
by  the  historic  hon-dog  stone 
sculptm-es  that  guard  the  sa- 
cred gi'ounds  of  the  summit. 
Although  most  were  bleary- 
eyed  and  the  temperature 


w  a>  fi-eezing,  that  didn't 
folks  fi'om  celebrating.  Wi 
the  sun  finally  showed  it 
the  Japanese  national  antl  ^ 
piped  over  a  loudspeaker, 
one  matronly  cUmber  hek 
her  staff  triumphantly. 

Walking  around  the  s 
mit's  crater  takes  about 
hour.  On  a  clear  day,  you  ^ 
enjoy  a  panoramic  viev 
Honshu,  Japan's  piimarj 


After  six  hours 
climbers  reach 
cratered  summ 
in  a  pastel  sun 


llJi 


11 
m 
m 
iii 


land.  But  don't 
pect  to  see  lav; 
smoke:  Fuji 
blew  its  top  bac 
the  eariy  1700s 
has  been  inac 
ever  since. 

Of  course, 
trip  back  is 
taxing,  but  it's  hfj^ 
ly  a  joyride 
main  route  dow  II! 
a  steep,  zig-zagj  W 
journey  over  k  & 
gravel  and  rc 
big  enough  to 
up  the  most  mm  | 
footed.  Those 
eager  to  race 
down  often 
themselves  upp 
the  teiTain  slips  lu 
der  their  feet.  "5 
decided  to  make 
final  phase  of  our  descen'  — 
horseback  for  about 
service  provided  by  a  co  & 
operator  to  help  get  cUml  _ 
between  stations  five 
seven. 

We  finally  made  it  bad 
Gogome  at  about  10  a.m 
slept  on  the  bus  most  of 
retm-n  trip  to  Tokyo.  So, 
it  worth  all  the  troul 
There's  a  Japanese  saj  jgj 
that  anybody  would  be  a 
not  to  chmb  Mt.  Fuji  onclass 
but  a  fool  to  do  so  tw  isiii 
Yet.  based  on  all  the  rej 
offenders  we  met  dui  ? 
our  trip.  I'm  not  sure  th 
the  case.  You  can  call  n; 
buffoon,  but  I'm  going  b  Jj, 
someday.      Brian  Brem  j, 


Travel  Tip  Take  a  walking  stick,  water,  and  cnergij  food.  Tlieti.  hug  o.tygen  at  about  7.000  feet 
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isiness  Week  Index 


DUCTION  INDEX 


ange  frotri  last  week  -0  3% 
ange  from  last  year;  4.5% 


I  Dec.  Apr  Aug 

16  1996  1997  1997 

index  IS  a  4-week  moving  average 

oduction  index  slipped  during  the  week  ended  Aug.  23.  Before 
ition  of  the  four-week  nnovmg  average,  the  index  fell  slightly  to  125.9, 
25  in  the  previous  week.  The  index  was  mostly  dragged  down  by  a 
jed  decline  in  the  seasonally  adjusted  output  of  electric  power,  as 
atures  remain  cooler  than  normal  in  August.  Auto  and  truck  production 
:d  back  as  plants  reopened  after  closing  for  model  changeovers. 

'Ction  index  copyrigrit  1997  by  The  McGraw-Hill  Companies 


DING  INDICATORS 


UTEST      WEEK  YEARLY 
WEEK        AGO      %  CHG 

{  PRICES  (8/29)  S&P  500  899.47     923.54  38.0 


)RATE  BOND  YIELD,  Aaa  (8/29) 

7.28% 

7.22% 

-5.0 

TRIAL  MATERIALS  PRICES  (8/29) 

106.9 

107.1 

-3.3 

ESS  FAILURES  (8/22) 

NA 

NA 

NA 

ESTATE  LOANS  (8/20)  billions 

NA 

NA 

NA 

Y  SUPPLY.  M2  (8/18)  billions  $3 

966.4  $3 

,951.4r 

5.5 

L  CLAIMS.  UNEMPLOYMENT  (8/23)  thous 

323 

339r 

-3.0 

3S:  Standard  &  Poor's.  Moody's,  Journal  of  Commerce  (index:  1990=100), 
Reserve,  Labor  Dept. 


jlRESTRATES 


LATEST       WEEK  YEAR 
WEEK        AGO  AGO 
lAL  FUNDS  (9/2)  5.23%       5.62%  6.01% 


EROIAL  PAPER  (9/2)  3-month 

5.52 

5.55 

5.53 

FICATES  OF  DEPOSIT  (9/3)  3  month 

5.60 

5.59 

5.53 

MORTGAGE  (8/29)  30-year 

7.72 

7.60 

8.36 

STABLE  MORTGAGE  (8/29)  one  year 

5.73 

5.69 

6.01 

:  (8/29) 

8.50 

8.50 

8.25 

JS:   Federal  Reserve,  HSH  Associates.  Bloomberg  Financial  Markets 


PRODUCTION  INDICATORS 


^TFFI   r«/'^nt  thnnc.  nf  npt  tnn«; 

UkTEST 
WEEK 

2,171 

WEEK 
AGO 

2,027# 

YEARLY 
%  CHG 

11.5 

AIITfl^  fRy^ni  iinitc: 

HU  1  UO  \0/0U)  UIMLb 

1 1 7.41 7 

121,001r# 

-3. 1 

TRIIOK^  f«/'^ri1  iinitcL 

1  nuuixo  [Olou)  uMiLb 

121,355 

1 19,545r# 

3.6 

ELECTRIC  POWER  (8/30)  millions  of  kilowatt-hrs. 

NA 

72,753# 

NA 

CRUDE-OIL  REFINING  (8/30)  thous.  of  bbl./day 

NA 

15,308# 

NA 

COAL  (8/23)  thous.  of  net  tons 

21,272# 

21,052 

-1,2 

LUMBER  (8/23)  millions  of  ft. 

483. 2# 

480.5 

-3.1 

RAIL  FREIGHT  (8/23)  bilhons  of  ton-miles 

27. 2# 

26.8 

-1.1 

Sources:  American   Iron  &  Steel  Institute,   Ward's  Automotive  Reports.  Edison  Electric 
Institute,  American  Petroleum  Institute.  Energy  Dept.,  WWPAi,  SFPA2,  Association  of 
American  Railroads 

PRICES 

GOLD  (9/3)  $/troy  oz. 

LATEST 
WEEK 

321.700 

WEEK 
AGO 

324.750 

YEARLY 
%  CHG 

-16.6 

STEEL  SCRAP  (9/2)  #1  heavy,  $/ton 

146.50 

146.50 

7.3 

COPPER  (8/29)  e/lb. 

102.2 

101.6 

6.8 

ALUMINUM  (8/29)  t/ib. 

79.5 

82.0 

15.2 

COTTON  (8/30)  strict  low  middling  1-1/16  in.,  illb  70.54 

71.29 

-9.0 

OIL  (9/2)  $/bbl. 

19.37 

18  99 

-17.6 

CRB  FOODSTUFFS  (9/2)  i967=ioo 

239.28 

241.24 

-10.5 

CRB  RAW  INDUSTRIALS  (9/2)  1967=100 

399.50 

338.93 

14.8 

Sources:  London  Wednesday  final  setting,  Ctiicago  market.   Metals  Week.  Memphis 
market,   NYMEX,   Commodity  Researcti  Bureau 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (9/3) 

LATEST 
WEEK 

121.16 

WEEK 
AGO 

119.06 

YEAR 
AGO 

108.82 

GERMAN  MARK  9/3) 

1.82 

1.81 

1.48 

BRITISH  POUND  9/3) 

1.59 

1.61 

1.57 

FRENCH  FRANC  (9/3) 

6.11 

6.09 

5.08 

ITALIAN  LIRA  (9/3) 

1773.5 

1767.0 

1511.5 

CANADIAN  DOLLAR  (9/3) 

1.38 

1.39 

1.37 

MEXICAN  PESO  (9/3)' 

7.766 

7.753 

7.555 

TRADE-WEIGHTED  DOLLAR  INDEX  (9/3) 

107.1 

106.6 

97.2 

Sources:  Major  New  York  banks    Currencies  expressed  m  units  per  U  S  dollar. 

except  tor   British   pound   in  dollars    Trade-weighted  dollar  via  J  P  Morgan 


data  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
ent    l^Western  Wood  Products  Assn,       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 
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JMER  CREDIT 

ly,  Sept.  8,  3  p.m.EDT^-  The  out- 
ng  installment  debt  of  households  in 
expected  to  have  risen  by  $4.5  bil- 
ased  on  the  median  forecast  of  econ- 
surveyed  by  mms  International,  one 
McGraw-Hill  Companies.  Consumer 
/as  unchanged  in  June,  after  rising 
3illion  in  May.  Installment  debt  has 
>teadily  slowing  since  mid-1995, 
it  reached  an  annual  pace  of  more 
han  15%.  As  of  June,  the  growth  rate 
owed  to  less  than  6%. 

UCTIVITY  REVISION 

ay,  Sept.  9,  10  a.m.EDT  >■  Second- 
:r  productivity  growth  in  the  nonfarm 


economy,  originally  reported  at  a  0.5% 
annual  rate,  is  expected  to  be  revised  sig- 
nificantly higher,  into  the  1.5%-to-2% 
range.  That's  because  second-quarter  gdp 
was  refigured  by  the  Commerce  Dept.  to 
have  risen  3.6%  instead  of  the  2.2% 
increase  first  reported. 

WHOLESALE  TRADE 

Tuesday,  Sept.  9,  10  a.m.EDT>  Wholesale 
inventories  in  July  are  expected  to  have 
risen  by  0.4%,  after  surging  1.9%  in  June. 
Wholesale  sales  are  projected  to  have 
increased  by  0.5%.  Wholesale  inventories, 
and  stock  levels  generally,  will  be  watched 
closely  in  the  third  quarter,  since  first-half 
stockbuilding  was  unusually  rapid. 


PRODUCER  PRICE  INDEX 

Friday,  Sept.  12,  8:30  a.m. edt  >■  Producer 
prices  for  finished  goods  are  expected  to 
have  risen  by  0.3%  in  August,  based  on  the 
MMS  survey.  The  ppi  fell  0.1%  in  both  June 
and  July.  The  core  ppi,  excluding  energy 
and  food,  is  expected  to  have  increased 
0.1%,  after  declining  0.1%  in  July. 

RETAIL  SALES 

Friday,  Sept.  12.  8:30  a.m.EDT>  The  mms 
median  forecast  calls  for  a  0.5%  rise  in 
retail  sales  m  August,  following  sturdy 
gains  of  0.6%  in  July  and  0.7%  in  June. 
Excluding  car  sales,  buying  is  projected  to 
have  risen  also  by  0.5%,  after  increases  of 
0.5%  in  July  and  0.4%  in  June. 
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This 

Week, 

Online 

Business  Week  presents 
frequent  live  conferences 
and  chats  on  America 
Online-your  opportunity  to 
ask  questions  about  fea- 
tures from  the  magazine. 

Sunday 

^^^^^^^^^J  <\nnttina  haraainc 


Spotting  bargains  in  Japan's 
depressed  stock  market — 
and  elsewhere  in  Asia:  Live 
online  from  Tokyo  with  J.  P. 
Morgan  market  strategist 
Jesper  Koll  and  BW's  Tokyo 
bureau  chief,  Brian  Bremner. 
Sept.  7 

9  p.m.  EOT  in  BW  Online's 
Conference  Room 

Monday 

Who's  the  best  Internet 
service  provider?  Inverse 
Network  Technology  rated 
ISPs  for  BW  Enterprise,  and 
CEO  Mike  Watters  answers 
your  questions  in  another  of 
our  regular  Enterprise  chats. 
Sept.  8 

8  p.m.  EDI  in  ttie 

BW  Enterprise  Chat  Room 

AOL  keyword:  BW 


Transcripts  of  all  conferences 
are  available  for  downloading 
from  ttie  BW  Online  area  on  AOL 
soon  after  each  event 


For  a  free  trial  diskette 
including  50  free  hours  on 
AOL,  call  1-800-641-4848 
and  mention  Business  Week. 


A  M  E  Ril  C  A 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company. 
IVIost  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


Acme  Die  Casting  34 
Accor  95 
AIG  (AIG)  38 
Alphatec  Electronic  60 
Amencan  Airlines  (AMR)  6. 8 
American  Express  (AXP)  108, 118 
Amencan  Home  Products 
(AHP)  46 

Amencan  Management  Systems 
(AMSY)  48 

Amencan  Media  (ENQ)  42 
Amenca  Online  (AOL)  68. 70 
Apple  Computer  (AAPL)  50 
Archer  Daniels  Midland 
(ADM)  106 

ARCO  (ARC)  34, 38.  50 
Arlen  Communications  68 
AT&T(D  38,76,118 
Audi  58 

Autodesk  (ADSK)  96 
Avis  (HPS)  50,95 
B 


Baird  (Robert  W)  126 
BankAmerica  (BAC)  60, 120, 124 
BankBoston  (BKB)  124 
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MENTARY 

und!  The  stock  market 
id  a  heart-stopping  rally, 
ng  up  for  40%  of  its  re- 
losses.  After  falling  72 
s  to  7622  on  Aug.  29,  on 
fuesday  after  Labor  Day 
low  Jones  industrial  aver- 
soared  257  points  to 
,  the  largest  singie-day 
:  gain  ever  achieved  by 
average.  Broader  indices 
achieved  impressive 
s.  Traders  were  cheered 
I  report  by  purchasing 
agers  that  quelled  fears 
newed  inflation.  The  bond 
.et  also  rallied. 


U.S.  MARKETS 

Latest 

Week 

Year 

Rnu/  Innpc  Inriiictri^ilQ 
uuw  juiicd  iiiuuoiiiaid 

7894.6 

1.4 

39.8 

MACnAH  rnmhinpfi  rnmnncitp 

riHoUnU  UUIIIUIIICU  l/UIII|JUollC 

1618.2 

1.4 

41.7 

S&P  MidCap  400 

319.7 

1.7 

38.3 

S&P  SmallCap  600 

178.5 

2.4 

35.3 

S&P  SuperComposite  1500 

200.0 

1.6 

41.1 

SECTORS 

Latest 

%  change 
Week  Year 

Bloomberg  Information  Age 

294.5 

0.7 

50.7 

S&P  Financials 

107.0 

2.3 

57.0 

S&P  Utilities 

201.8 

1.5 

7.5 

PSE  Technology 

332.1 

0.8 

63.3 

FOREIGN  MARKETS 

Latest 

%  change 
Week  Year 

London  (FT-SE  100) 

4976.9 

1.4 

29.1 

Frankfurt  (DAX) 

4103.7 

2.7 

63.4 

Tokyo  (NIKKEI  225) 

18,735.2 

1.6 

-7.2 

Hong  Kong  (Hang  Seng) 

14,714.0 

-5.3 

34.3 

Toronto  (TSE  300) 

6704.2 

0.4 

30.1 

Mexico  City  (IPC) 

4888.8 

-0.5 

49.6 

FUNDAMENTALS 

Latest 

Week 
ago 

Year 
ago 

S&P  500  Dividend  Yield 

1.63% 

1.65% 

2.20% 

S&P  500  P/E  Ratio  (Last  12  mos. 

23.5 

23.0 

18.7 

S&P  500  P/E  Ratio  (Next  1 2  mos.)*  18.5 

18.3 

NA 

First  Call  Earnings  Revision* 

-0.87  % 

-1.06% 

NA 

TECHNICAL  INDICATORS 

Latest 

Week 
ago 

Reading 

S&P  500  200-day  average 

822.1 

818.5 

Positive 

Stocks  above  200-day  average 

81.0% 

80.0% 

Negative 

Options:  Put/call  ratio 

0.50 

0.52 

Negative 

Insiders:  Vickers  Sell/buy  ratio 

3.49 

3.51 

Negative 

Data:  Bloomberg  Financial  Markets;  *First  Call  Corp. 


BEST-PERFORMING 

Last 

Last  12 

GROUPS 

month  % 

months  % 

Trucking 

11.0 

Trucking 

135.7 

Specialty  Apparel  Retailers  10.7 

Semiconductors 

117.0 

Oil  Exploration  &  Prod. 

9.7 

Savings  &  Loans 

90.3 

Transportation  Services 

7.0 

Computer  Systems 

89.9 

Heavy-Duty  Trucks 

4.9 

Invest.  Banking/Brkrge.  84.0 

WORST-PERFORMING 

Last 

Last  12 

GROUPS 

month  % 

months  % 

Cosmetics 

-11.3 

Gold  Mining 

-21.0 

Soft  Drinks 

-10.8 

Photography/Imaging 

-6.3 

Restaurants 

-9.9 

Engineering  &  Constr. 

-5.3 

Shoes 

-9.4 

Hospital  Management 

-5.2 

Health-Care  Services 

-9.1 

Restaurants 

2.6 

BLOOMBERG  MONEY  FLOW  ANALYSIS 


Rebound  ahead?  Stocks  with  most 
significant  buying  on  price  weakness 

Price 

1-month 
change 

IBM 

104  Vi6 

-2V16 

Texas  Instruments 

117^4 

-6 '5/16 

Micron  Technology 

45^16 

-6V4 

Citicorp 

131  V2 

-3^8 

Motorola 

76^8 

Telebras-ADR 

I25V2 

-11 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

Dell  Computer 

84  Vs 

'^16 

Oracle 

38'/8 

12^64 

Pfizer 

5V/B 

3/8 

Sun  Microsystems 

51  V16 

5 '^16 

Apple  Computer 

22  ^'s 

2% 

Cymer 

933/8 

19^'8 

^REST  RATES 


EASURY  BOND  INDEX 

:.   Mar   Sept.  Aug.  28-Sept.  3 

1550 


iloomberg  Financial  Markets 


PUAL  FUNDS 


'500" 
total  return 


U  S  Diversified        A'l  Equity 
52-week  total  return 


KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 


MONEY  MARKET  FUNDS 

5.16 

5.15 

4.93 

Taxable  equivalent  yields  on  AM-rated,  tax-exempt  municipal  bonds 

90-DAY  TREASURY  BILLS 

5.13 

5.28 

5.32 

assuming  a  ir/c  federal  tax  rate. 

10-yr.  bond 

30-yr.  bond 

6-MONTH  BANK  CDS 

5.17 

5.17 

5.04 

Latest 
week 

Last 
week 

Latest 
week 

Last 
week 

1-YEAR  TREASURY  BILLS 

5.55 

5.60 

5.94 

GENERAL  OBLIGATIONS 

4.67% 

4.71% 

5.25% 

5.29% 

10-YEAR  TREASURY  NOTES 

6.32 

6.38 

6.92 

PERCENT  OF  TREASURIES 

73.93 

73.93 

79.59 

79.56 

30-YEAR  TREASURY  BONDS 

6.60 

6.66 

7.07 

TAXABLE  EQUIVALENT 

6.77 

6.83 

7.61 

7.67 

LONG-TERM  AA  INDUSTRIALS 

7.10 

7.15 

7.61 

INSURED  REVENUE  BONDS 

4.82 

4.86 

5.48 

5.52 

LONG-TERM  BBB  INDUSTRIALS 7.47 

7.53 

8.00 

PERCENT  OF  TREASURIES 

76.30 

76.28 

83.08 

83.02 

LONG-TERM  AA  TELEPHONES 

7.36 

7.46 

7.83 

TAXABLE  EQUIVALENT 

6.99 

7.04 

7.94 

8.00 

EQUITY  FUNDS 

EQUITY  FUND  CATEGORIES 

VIorningstar,  Inc. 


Leaders 

Laggards 

Leaders 

Laggards 

Four-week  total  return 

% 

Four-week  total  return 

% 

Four-week  total  return 

% 

Four-week  total  return 

% 

Perritt  Capital  Grovrth 

9.4 

Merrill  Emerging  Tigers  B 

-29.6 

Small-cap  Blend 

2.4 

Pacific/Asia  ex-lapan 

-17.6 

Bridgeway  Ultra-Small  Co. 

6.9 

Goldman  Sachs  Asia  A 

-22.5 

Small-cap  Value 

2.4 

Diversified  Pacific/Asia 

-13.6 

Fidelity  Sel.  Natural  Gas 

6.8 

Merrill  Dragon  B 

-22.2 

Natural  Resources 

2.3 

Diversified  Emerging  Mkts. 

-9.9 

Wm.  Blair  Value  Discovery 

6.7 

Morgan  Stan.  Asian  Grth.  B 

-21.9 

Small-cap  Growth 

1.7 

Japan 

-8.0 

Evergreen  Limited  Mkt.  Y 

6.7 

Morg.  Stan.  Instl.  Asia  Eq.  A 

-21.4 

Precious  Metals 

1.5 

Latin  America 

-6.2 

Leaders 

Laggards 

Leaders 

Laggards 

52-week  total  return 

% 

52-week  total  return 

% 

52-week  total  return 

% 

52-week  total  return 

% 

Lexington  Troika  Russia 

f32.2 

Bull  &  Bear  Gold  Investors 

-A5.9 

Financial 

50.0 

Precious  Metals 

-29.7 

Fidelity  Select  Electronics 

90.6 

United  Svcs.  Gold  Shares 

-AAA 

Technology 

46.0 

Japan 

-9.8 

ITT  Hartford  Cap  Apprec.  A 

88.4 

Frontier  Equity 

-Ah8 

Large-cap  Blend 

39.0 

Diversified  Pacific/Asia 

-6.1 

Fidelity  Sel.  Energy  Serv. 

84.9 

Midas 

-A0.8 

Large-cap  Growth 

39.0 

Pacific/Asia  ex-Japan 

^.1 

American  Heritage 

74.2 

Morgan  Stan.  Instl.  Gold  A 

-A0.5 

Mid-cap  Value 

38.2 

Diversified  Emerging  Mkts. 

12.9 

are  as  of  market  close  Wednesday,  Sept.  3,  1997.  unless  otfierwise  indicated.  Industry  ey  flow  analysis,  and  mutual  fund  returns  are  as  of  Sept,  2.  For  a  more  detailed  explanation,  wnte 
nclude  S&P  500  companies  only.  Fundamentals,  technical  indicators,  Bloomberg  mon-     to  us  or  E-mail  figures@businessweek.com.  NA=Not  available  "Vanguard  Index  500  Fund 
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Editorials 


THE  GOVERNMENT  SHOULD  LEARN  TO  COUNT 


This  is  no  way  to  run  a  country.  First  the  Commerce 
Dept.  says  the  economy  is  gi'owing  at  a  modest  2.2%  rate 
for  the  second  quarter,  dowm  substantially  from  4.9%  in  the 
fii'st.  "Whew,"  says  the  Federal  Reserve,  which  decides  in 
July  to  wait  and  see  if  it  needs  to  cool  off  a  too-torrid  econ- 
omy. Sorry,  Commerce  says  later,  gross  domestic  product 
actually  gi"ew  at  a  much  faster  3.6%  chp.  Would  the  Fed 
have  raised  rates  had  it  knowTi?  Maybe.  Maybe  not.  The  re- 
vised numbers  also  show  a  surpnsing  inventoiy  accumulation 
that  could  slow  second-half  growth.  Or  not.  Who  knows? 

Thanks  to  a  shortsighted,  innumerate  Congi-ess,  American 
economic  policy  is  being  made  in  the  dark.  The  result  is  a  se- 
ries of  shocks  to  both  the  economy  and  the  body  pohtic.  In 
the  past  year,  flawed  data  made  it  difficult  to  distinguish 
between  windfall  or  sustained  revenue  gains  and  led  to  a  mis- 
calculation on  tax  revenues  flooding  into  federal  coffers.  The 
result  was  a  budget  negotiation  that  was  much  more  partisan 
and  ugly  than  necessary.  We  learned,  too,  that  the  consumer 
price  index  was  way  too  high  and  has  been  for  a  perhaps  a 
decade.  No  one  is  asking  for  reparations  fi'om  those  on  Social 
Security,  but  think  of  the  money  that  could  have  been  saved 
and  used  for  education  or  tax  cuts.  The  Biu-eau  of  Labor  Sta- 
tistics is  now  lowering  the  inflation  rate  as  measm'ed  by  the 
CPI  by  0.4%  as  it  introduces  better  measures  of  consumer  pur- 
chases. But  is  it  enough?  Some  economists  believe  a  1%  cut  is 
in  order. 

Finally,  the  roailng  debate  over  the  productixity  figures.  If 
productivity  is  rising  at  a  decent  rate,  wage  gains  in  a  tight 
labor  market  won't  trigger  inflation.  If  not,  watch  out.  If 
productivity  is  healthy,  corporate  profits  can  increase  along 
with  wages.  If  not,  profits  must  come  out  of  the  hides  of 
workers,  widening  the  inequality  gap.  But  how  can  anyone  fig- 
ure out  w'hat's  happening?  First-quarter  productivity  was 


reported  at  a  soUd  2.6%.  Then  it  was  revised  dowTi 
weak  1.4%.  Second-quarter  producti\ity  came  in  at  an  aH' 
0.6%'  but  will  probably  be  revised  up  to  a  higher  figure. 

Part  of  the  problem  is  conceptual.  Statisticians  knov 
now  how  to  count  widgets  accurately.  The  Infomiation 
economy  is  newer  and  harder  to  measure.  How^  does 
measure  output  in  services  or  account  for  quahty  impr 
ments?  The  government  doesn't  even  count  software  a 
vestment  spending.  And  it  punted  on  an  opportunity  w^h 
released  revised  gdp  data  at  the  end  of  July.  The  o: 
numbers  show  a  mere  1.1%  rate  of  gi-owth  for  the  199 
lower  than  the  1980s.  But  has  productiWty  gi"owi;h  r 
stagnated  with  capital  investment  soaring?  Or  is  produc 
ty  stealthily  rising  as  the  hard-to-measiu'e  infoiTnation  c 
omy  absorbs  the  old  industrial  base?  CEOs  think  so,  bul 
government  data  are  insufficient.  We  need  answers. 

The  government's  data  gatherei"s  are  operating  in  a  nu 
ical  stone  age.  The  second-quailer  gdp  numbere  were  rev 
in  pait,  because  many  of  the  sun'eys  on  exix)rts  and  in\"! 
are  paper-based  and  have  to  be  filled  out  by  hand.  . ; 
ridiculous,  especially  in  an  era  of  computerized,  just-in-r 
inventoiy  controls.  The  data  must  go  electronic. 

Congi-ess,  for  its  pait,  must  invest  in  statistics.  We're  aj 
downsizing  govei^nment,  but  this  is  one  area  where  pe^n 
pinching  is  self-destructive.  The  bls  and  Commerce,  to 
credit,  have  asked  for  funds  to  improve  data  collection. 
gi"ess,  to  its  own  detriment,  has  denied  them  the  mone 
the  more  tragic,  because  the  sums  being  requested  are  p; 
In  the  current  appropriations  negotiations,  the  Senatel 
House  must  find  the  money  to  end  America's  statistical! 
opia.  The  U.  S.  needs  clear  and  consistent  data  to  make 
cy  as  it  becomes  a  global,  information  society.  Right  now 
have  better  data  on  cow  chips  than  computer  chips. 


POVERTY'S  WORST  ENEMY 


Where  is  the  moral  high  gi'oimd  in  the  Iree-ti-ade  debate? 
Defenders  of  NAFTA  and  free-trade  principles  point  to 
the  faster  economic  gi'ow1:h  and  higher  coi-porate  profits  that 
come  with  trade.  Yet  they  often  foi'get  the  sacrifices  of  those 
less  able  to  compete  in  the  global  economy.  Defenders  of 
these  very  same  workers  suggest  protectionist  solutions  to 
help  while  often  forgetting  about  the  poor  around  the  world 
who,  thanks  to  free  trade,  are  making  enormous  progress  in 
ending  their  mind-numbing  poverty. 

The  World  Bank  recently  issued  a  tremendously  important 
report  on  poverty  and  inequality  in  East  Asia  that  got  biuied 
in  the  summer  sand.  It  said  that  rapid  economic  gi'owth  dur- 
ing the  past  two  decades  has  cut  the  number  of  poor  people 
in  Asia  in  half.  Nearly  350  milhon  people  in  the  region  moved 
beyond  the  poverty  line  (defined  as  .$1  a  day  per  person  at 


1985  prices)  between  1975  and  1995 — a  feat  unprecedentt 
history,  according  to  the  multilateral  lending  agency.  Inc 
sia  alone  reduced  the  proportion  of  its  population  Uvii 
poverty  by  83%.  China  has  cut  its  poor  by  more  than  ha 
India  sustains  its  growth  rate  of  6%  to  7%  annually,  it  cai 
the  incidence  of  poverty  to  an  incredible  6.3%  by  2005, 
trade  is  the  engine  of  economic  gi'owth  in  Asia.  It  is  li 
millions  of  people  into  the  middle  class. 

Tliere  may  w^ell  be  a  convergence  of  wages  and  incomi 
ing  on  w^orldwide,  thanks  to  the  global  economy.  In  ce; 
sectors  of  the  U.  S.  economy,  competition  from  ovei 
might  be  sic.  g  dowTi  or  even  capping  wage  rises 
even  if  that  is  iR.e,  the  solution  lies  in  education,  ti-ainingi 
higher  value-added  skills  for  American  workers,  not  the 
ing  of  markets  and  the  choking  off  of  trade. 
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/eloped  in  tandem  with  Italy's  crack 
cce  Tricolori  aerobatics  team,  the 
WNOMAT  is  now  available  in  a  Vitesse 
sion,  with  slanted,  oversized  hour 
ires  on  its  unmistakable  precision- 
trument  dial  face. 

all  selfwinding  chronographs,  the 
WNOMAT  is  surely  the  most  univer- 
iy  popular,  cutting  through  time  at 
1  to  capture  and  measure  the  instant 
;fficiently  as  the  tabled  delta-winged 
icorde. 

AUTHORIZED  BRniTLINC  AGENT: 


Mechanical  chronograph 

Designed  for  the  implacable  world 
combat,  the  Chrdnomat 
counts  and  displays  all  time 
spans  from  l/3th  ot  a  second  to 
2  hours,  providing  intermediate 
and  cumulative  flying  times.  Its 
rider-tab  rotating  bezel  also 
doubles  as  a  practical,  at-a-glance 
visual  guide. 

Water-resistant  to  100  m  (300  feet), 
its  case  comes  in  steel,  two-tone 
finish,  steel  and  gold  or  solid  18  K 
yellow  or  white  gold,  fitted  with 
the  Brhitling  bracelet  of  your 
hoice. 

U.S.  AIR  FORCE  I 


BORSHblM'S, 

Amenai's  Lugest  huiqh'iuienl  Jcwvlr)'  Store. 

VlKJdin^  S;  Cifl  Rrgistn-Corforau  Gift  Dimioii 
RcgencvCourt.  laoRcgcncvParkwav,  Omaha  (403)  .Wl-0400  (800) 642-CDT 
Hours  Mod  &Thun,  ll)-8  tue5  .Wtd  ,  &  Pn  10-«  Sal.  HI- 5  30 

DR  A  CATALOG  PLEASE  CALL  K()()/641  73  4.^ 


19  4  7 


19  9  7 


NSTRUMENTS    FOR  PROFESSIONALS 


ptember  2,2- 


ILL  UHI  CO  O 

/G  PLAN 


AUL 


vvnHi  o 
NEXT 


E 


usinessWeek 


BER  22,  1997 


A  PUBLICATION  OF  THE  McGRAW-HILL  COMPANIES 


FHE  NEW  WORLD  OF 

REAL  ESTATE 

n  audacious  new  breed  of  tycoons  is  radically 
transforming  the  private,  clubby  real  estate 
usiness.  Operating  through  publicly  owned 
lEITs,  they  are  voraciously  amassing  billion- 
ollar  empires.  Here's  what  it  all  means. 
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The  Bosporus  Bridge  connects 
people  on  two  continents. 


1  vcfiium^iNu^- 


NEC  multimedia  links  the  world. 

These  days,  many  people  think  of  niullitiiedia  as 
simply  sound  and  video  on  a  computer.  But  at  NEC,  we 
believe  it  means  a  great  deal  more. 

It  means  international  satellite  systems  and 
other  wireless  technologies  that  allow 
children  in  a  remote  village  in  China 
to  study  geography  with  a  teacher 
in  Los  Ancielps.  !t  also  means  imag- 


ing products  and  powerful 
memory  chips  that  allow 
bio-researchers  in  the  Arctic 
circle  to  share  data  with  col- 
leagues in  Helsinki, 
in  biiui  c,  vuiit  uier  you're  halfway  down  the 
block  or  halfway  around  the  world,  NEC's  multimedia 
tools  help  you  communicate.  You  see,  NEC  has  a 
simple  philosophy  about  the  power  of  multimedia.  We 
believe  that  by  connecting  different  technologies,  we 
do  something  even  more  important.  Connect  people. 

For  more  information,  call  1-800-338-9549  or 
visit  us  at  www.nec.com.  And  find  out  what  kind  of 
bridges  we  can  build  for  you. 


I   just  imagine 
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T&E  BLUES 


YOU'RE  FLYING  COACH,  SMEDLEY 


BRACE    YOURSELVES,  ROAD 

warriors.  A  forecast  of  1998 
business  travel  costs  by 
American  Express  predicts 
prices  for  plane  tickets  and 
rental  cars  will  rise  as  much 
as  6%.  Hotel  rates  will  be 
close  behind,  up  4%  to  jCl 

5%. 

That's  on  top 
of  1997's  steep 
cost  runup, 
estimated  at 
9  %  —  t  h  e 
greatest  an- 
nual increase 
in  the  past 
decade.  "Corpo- 
rate travel  managers  are  be- 
ginning to  pull  their  hair 
out,"  says  Victoria  Linssen, 
senior  manager  of  American 
Express'  corporate  services 
consulting  gi'oup. 

The  result?  Employees  ai"e 
facing  less  generous  travel 
policies.  And  ft-equent  flyers 


are  enjoying  fewer  frills  on 
the  road.  Two  months  ago,  for 
example,  investment  bank 
Merrill  Lynch  deleted  liLxiu-y 
hotels  fi'om  a  list  of  approved 
places  to  stay.  Now,  it's  Hyatt, 
Westin,  or  Maniott.  Says  Gail 
Geraughty,  corpo- 
rate travel 
manager  at 
Hartford- 
based  insui'- 
er  Aetna: 
"Even  our 
CEO  flies  coach." 
Some  executives 
are  cutting  costs  by  fiiiding 
travel  alternatives,  such  as 
videoconferencing.  At  execu- 
tive search  firm  Christian  & 
Timbers  in  Cleveland,  ceo 
Jeff  Christian  says  recruiters 
have  cut  travel  days  from 
thi-ee  per  week  to  two.  But, 
he  admits:  "We  still  need  to 
look  a  client  in  the  eye  at 
some  point."     Lisa  Sanders 


GLOBAL  COP 

AN  UNAMERICAN  WAY 
TO  FIGHT  BRIBERY 

FOR   YEARS,  THE    U.S.  HAS 

chided  reluctant  trade  rivals 
to  adopt  antibribery  mea- 
sures similar  to  the  U.  S. 
Foreign  Corrupt  Practices 
Act.  Now,  talks  are  taking  an 
unexpected  turn:  The  pact 
being  negotiated  in  the  Orga- 
nization for  Economic  Coop- 
eration &  Development  may 
end  up  being  tougher  than 
its  U.  S.  counterpart.  And 
ironically,  it  is  the  U.  S.  that's 
trying  to  put  on  the  brakes. 

Still  being  debated,  the 
OECD  convention  is  being  con- 
stnicted  to  make  it  easier  to 
prosecute  cases  against  way- 
ward executives  by  scraj)ping 
the  requirement  that  intent  to 
bribe  be  proved.  Of  course, 
establishing  intent  is  the  basis 
of  all  U.S.  criminal  law,  and 


U.  S.  negotiators  are  scrain- 
bling  to  prevail.  Tlie  OECD  rale 
would  also  allow  countries  to 
{)ui-sue  foreigii  nationals  and 
subsidiaries,  wliich  the  U.  S. 
law  cuiTently  doesn't.  On  this 
point,  however,  there  seems 
to  be  consensus. 

One  potential  loophole  re- 
mains: a  proposed  exemption 
for  bribes  to  political  parties. 
Under  the  U.  S.  statute, 
these  are  prosecutable,  and 
some  U.  S.  proponents  fear 
that  executives  will  lobby 
against  the  oecd  measure  be- 
cause of  this  omission. 
"Achieving  a  level  playing 
field  is  essential  to  getting 
the  convention  ratified  by 
Congress,"  says  Stanley  J. 
Marcuss,  a  Washington 
lawyer  lobbying  for  an  oecd 
accord.  Still,  with  negotiations 
to  resume  in  early  October, 
the  prospects  of  a  crackdown 
on  foreign  bribeiy  have  never 
looked  better.      Stan  Crock 


TALK  SHOW  uin  some  ways,  we  are  in  competition  [with 
Nike],  but  I  think  that's  the  best  competition  you  can  have- 
competing  with  your  brother  rather  than  an  enemy." 

— Michael  Jordan  at  the  launch  of  the  Jordan  brand,  a  sub- 
brand  of  Nike  Inc.  to  be  marketed  separately  i 


STREET  NEWS 

EVEN  A  TYCOON  CANT 
GET  GOOD  HELP 

financier   GEORGE  SOROS 

took  a  long,  hard  look  at  the 
outside  money  managers  he 
hires  on  a  contract  basis  to 
handle  the  portfolio  for  his 
$2.5  billion  Quasar  Interna- 
tional fund  and  decided  a 
radical  change  was  needed. 
So,  in  the  past  few 
weeks,  a  flurry  of 
"Dear  John"  letters 
were  sent  to  the 
managers  across 
the  country  order- 
ing them  to  liqui- 
date their  Soros 
holdings  by  the  end 
of  October.  The  let- 
ters noted  that  the  SOROS:  L 
liquidation  should 
be  done  "as  soon  as  is  prac- 
tical without  jeopardizing 
the  value  of  our  assets." 
What's  the  beet?  Lousv 


performance.  With  so  ms/ 
outsiders  managing  a  pit} 
of  the  six-year-old  fund,  t? 
portfolio's  strategy  wasa 
hodgepodge  of  investmtjt 
styles.  Quasar  lagged  ot^r 
offshore  funds  and  somer 
Soros'  own  funds,  includi' 
the  $2.9  billion  Quantum  i- 
dustrial  Holdings.  Year  :, 
date.  Quasar  was  up  l)i 
and  Quantum  Industrial 
22%.  Quasar  will  now  i 
managed  in-hoi- 
like  QIH  is. 

Meyer  Bemri 
of  M.  A.  Bernn 
Co.  in  Boca  Rat. 
Fla.,  was  one  of  e 
unlucky  few  to  i 
nearly' $100  miilr 
pulled.  Berman  ; 
vested  the  moi> 
mostly  by  short  i: 
stocks — betting  t 
market  would  drop.  "T 
gives  me  time  to  concenti  - 
on  my  tennis  game,"  Be)  ni 
shrugs.  Dehra  Sjm 


et  down 


STICKY  FINGERS 


MICROSOFT  TO  PIRATES:  PRETTY  PLEASE? 


WHEN  BILL  CLINTON  VISITS 
Brazil  next  month,  his 
entourage  won't  be  the  only 
Yankees  practicing  the  fine 
art  of  diplomacy.  During  the 
President's  stay,  Microsoft 
is  set  to  announce  a  deal 
worth  $10  million  to  supply 
PC  software  to  300.000 
Brazilian  public  schools.  In 
return,  the  government  will 
tell  teachers  to  use  only  legal 
software.  But  more  broadly, 
in  a  country  where  an  esti- 
mated 68%  of  the  software  in 
use  last  year  was  ^ 
pirated,  Microsoft 
hopes  this  public 
gesture  of  paying 
for  software  — 
albeit  at  rock-bot- 
tom prices — will 
set  a  trend. 

The  Brazil  deal 
is  part  of  an  inter- 
national initiative 
by  a  software  in- 
dustry weary  of 


RIO:  Sch 


losing  an  estimated  $11 
lion  a  year  to  pirates, 
longer  are  companies  rt  l.\  i 
on  threatened  trade  sa 
tions.  Instead,  agreement  • 
similar  to  the  Brazilian  sal  - 
have  been  forged  by  vari 
software  makers  with  cni- 
tries  as  far-fiung  as  Eg\t 
China,  and  Mexico.  "In  s 
past,  you'd  have  a  bunclDi 
cov/boys  going  around  o 
world  threatening  peo]) 
says   Orlando   Ayala,  i 
crosoft's  vice-president  ofi- 
ternational  opti 
tions.  "That's  )i 
the  way  to  do 

The  new  )- 
proach  seems  o 
be  paying  f: 
Microsoft  tigivi" 
that  it  booked  X 
extra  $100  miltn 
in  1997  inter-*!- 
tionally  thanks  X' 
its  antipiracy  f: 
forts.  Sieve  Ham 
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DP-560  Laser  Printer 

TIte  trustworthy  sibling. 

True  600  DPI  begets 
professional  quality  text. 
6  PPM,  Windows  compatible. 
SI  99* 


DP-570  Laser  Printer 

T?je  nurturing,  dependable  spouse. 

Prints  complex  charts,  graphs 
and  halftones  expeditiously.  True 
600  DPI,  PCL6  prmting.  6  PPM, 
Windows-DOS  compatible. 
S349* 


The 

Functional 

Family 

DP-580  Laser  Printer 

Tlie  gifted  yet 
magnatiinious  sibling. 

Very  presentable,  high-end 
resolution — 1200  DPI  class. 
S399* 


miP-650 

Hie  multi-jaceted  matriarch. 

Fax/copy/print/scan  in  one.  True  600 
DPI,  GDI  printing.  6  PPM,  Windows 
compatible.  S699* 


MIP-670   

Tlie  sage  and  benevolent  grand  patriarch. 

Fax/copy/print/scan  and  more. 

True  600  DPI,  PCL6  printing.  6  PPM, 

Windows-DOS  compatible.  $849* 


www.mita.coni 


*Exp«led  selling  price.  ©1997  MitaCopyslar  America,  Inr,  As  ar  ENERGY  STAR"  Partnef,  Mita  Copystaf  America,  inc  ias  detemilned  that  this  product  meets  the  ENERGY  STAR*  guidelines  for  energy  effidency 
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PAPER  PLAYS 


A  TELECOM  IPO  FOR  TRUE  BELIEVERS 


CAN  EVEN  CRAIG  MCCAW  PULL 

this  off?  The  celhilar  pioneer 
is  aiming  to  take  his  latest 
telecom  venture  public  in  the 
next  few  weeks,  but  an  early 
peek  at  the  offering  docu- 
ments show  that  investors 
who  buy  in  will 
be  betting  more 
on  the  man  than 
on  the  business. 

Nextlink  Com- 
munications is 
building  phone 
networks  nation- 
wide to  market 
local,  long-dis- 
tance, and  data 
services  to  small- 
and  medium-size 
businesses.  While  the  business 
is  promising,  Nextlink's  stock 
looks  e.xpensive.  McCaw  wants 
to  sell  about  a  third  of  the 
company  for  $243  million,  giv- 
ing it  a  market  capitalization 
of  $766.9  million.  Wliat  pow- 


McCAW  is  the  top  asset 


erhouse  lies  behind  these  rich 
figures?  Not  a  very  big  one 
yet.  Nextlink's  1996  revenues 
totaled  $25.7  million,  and  the 
company  lost  $71.1  million  last 
year.  A  market  value  of  30 
times  earnings  is  considei'ed 
pricey — 30  times 
revenues  is  al- 
most unheard  of. 

Of  course,  the 
potential  is  huge. 
Local  and  long 
distance  revenues 
were  about  $183 
billion  last  year. 
And  Nextlink  is 
growing  rapid- 
ly— its  customer 
access  lines  more 
than  doubled,  to  17,409,  in 
the  fii'st  six  months.  The  real 
question  for  McCaw,  who  is 
seeking  investors  for  an  also 
dicey  Teledesic  venture:  Is  he 
spreading  his  golden  name  a 
bit  too  thin?    Peter  Elstrom 


DEJA  VU 

GALLING  ALL 
JUNK  JOCKEYS 

WHERE  ARE  THE  JUNK  BOND 

hotshots  when  you  need 
them?  With  issuance  at 
record  levels  of  these  high- 
yield,  risky  bonds — topping 
$100  billion  so  far  tliis  year — 
Wall  Street  is  desperate- 
ly seeking  analysts, 
traders,  and  in- 
vestment 
bankers  to 
handle  the 
business. 

"The  tal- 
ent pool  is 
thin  as  can 
be,"  says  ex- 
ecutive reci-uitei' 
Brian  Sullivan,  president  of 
Sullivan  &  Co.,  which  spe- 
cializes in  financial-service 
placements.  This  is  mainly 
because  junk  bonds  were  out 
of  favor  for  years  after 
several  of  their  promi- 
nent proponents,  including 


Michael  Milken,  ran  afoul  of 
the  law. 

The  talent  shortage  has  put 
a  premium  on  people  at  finris 
still  active  i:i  junk  bonds:  Gold- 
man Sachs;  Donaldson,  Lufkin 
&  Jem'ette;  and  Mennll  Lynch. 
It  also  has  turbocharged  ca- 
reers of  refugees  from  de- 
fimct  Drexel  Bm-nham  Lam- 
bert. For  instance.  Chase 
Seciuities  recently  Iwed 
high-yield  ana- 
lyst Les  Levi 
from  Merrill. 
And  Joe 
Benciven- 
ga,  onetime 
head  of  re- 
search at 
Drexel,  just 
taited  a  high- 
yield  Barclay's  De 
Zoete  Wedd  Secuiities.  Natu- 
rally, these  ex-Masters  of  the 
Universe  don't  come  cheap. 
Joan  Zimmerman,  a  head- 
hunter  at  G.  Z.  Stephens,  es- 
timates that  Bencivenga  pulls 
in  between  $3  million  and  $4 
million  a  year.  Lisa  Sanders 


DRAWN  &  QUARTERED 


MAD  AVE 

BOOB  TUBES 
IN  EVERY  AISLE 

WITH  ALL  THE  BRANDS  LINING 

supermarket  shelves  and  all 
the  advertising  done  to  pro- 
mote them,  many  marketers 
these  days  feel  they  don't 
stand  out  from 
the  crowd.  Their 
solution:  more  ad- 
vertising. But 
this  time,  they 
plan  to  get  con- 
sumers where 
they  really  shop. 

Testing  in 
three  Southwest- 
em  supemiai'kets  next  month 
will  be  AdEdge,  networked 
video  monitors  installed  on 
shelves,  promoting  the  likes 
of  Kj-aft  Foods  and  Ralston 
Purina.  The  10-inch  color 


NO  ESCAPE:  Mart  ad 


screens,  installed  on  the  i: 
shelf,  will  feature  recipi 
household  tips,  and  pitehes.i 
check  out  store  deh  count 
or  bakeries,  comte.sy  of  i 
marketers  or  the  supermi 
kets  themselves.  No  word 
on  the  price  tag.  Screens  ) 
be  silent  at  first,  until  1| 
public  gets  used  to  the  id 
—  "I  says  Heki 
[4       Monat    of  | 
*M       telledge  in  Lcii 
bard,   III,  4 
Edge's  parei^ 
But  shoppers  li 
look  for  soi| 
when  AdEci 
rolls  out  natijt 

 ally  in  1998.  i 

Experts  predict  that  c| 
sumers  will  respond  visc?^ 
ally.  "You'll  either  love  itaj 
hate  it,"  says  futurist  W£3i 
Wacker.  But,  he  says,  it  ' 
be  noticed.    Elle7i  Neubo 


THE  BIG  PICTURE 


GOLDEN  AGE 

Demand  for  gold  hit 
record  levels  in  this 
year's  first  half.  India, 
historically  the  world's 
largest  consumer,  is  an 
active  buyer  as  well  as 
other  developing  nations 
in  Asia,  the  Middle  East, 
and  Latin  America.  Most 
popular  uses?  Jewelry 
and  investment. 


FOOTNOTES  Sales  of  disposable  cameras  worldwide,  1987:  4  MILLION;  1997:  22  MILLION 


FIDELITY  BROKERAGE.®  FULL-SERVICE  VALUE  AT  DISCOUNT  PRICES 


FOR  ACCESS  TO  EXTENSIVE  RESEARCH, 
CALL  A  FULL-SERVICE  BROKER. 

FOR  LOWER  FEES, 
CALL  A  DISCOUNT  BROKER. 

FOR  BOTH,  CALL  US. 


1-800-544-2898 


Access  to  IPOs 

$28.95  Per  Online  Stock  Trade 

Access  to  Extensive 
Independent  Research 

24  Hour  Customer  Service 
And  Account  Access 

Deep  Discounts 
For  Active  Traders 


Fidelity  Brokerage  provides  access  lo  independent  research 
and  other  brokerage  resources  you  need  to  help 
you  make  inlormed  decisions  about  your  money. 
And  you'll  get  those  products  and  tools  at  a 
discount  broker  price- 
That  includes  a  full  range  of  investment 
choices.  Like  stocks,  fi.xed-income  in\'estments 
and  options.  Even  access  to  IPOs  and  other 
public  offerings.  All  available  by  phone,  online 
or  through  one  of  our  82  Investor  Centers. 

And  we  offer  all  this  at  a  competitive 
price.  As  low  as  $28.95  per  online  stock  trade 
up  to  1,000  shares.'  With  even  deeper  discounts 
lor  active  traders. 

When  you  open  a  Fidelity  Brokerage 
account  today,  you'll  also  receive  a  complimen- 
tary copy  of  'The  Stock  Shop  with  Peter  L)Tich,"'"  an  educational 
CD-ROM.' 

High  value.  Low  price.  You  can  call  it  the  best  ol  both 
worlds.  We  call  it  Fidelity  Brokerage. 


Fidelity 


Inuesiments' 


OPEN  A  FIDELITY 
BROKERAGE  ACCOUNT 
TODAY  AND  RECEIVE 
A  CD-ROM, 
"THE  STOCK  SHOP 
WITH  PETER  LYNCH." 


1-800-544-2898 


www.fidelity.com 


TDD  Service:  1-800-544-0118  for  the  deaf  and  hearing  impaired  9  a.m.  -  9  p.m.  ET. 

For  Slock  trades  placed  online  \aa  the  Web  or  Fidehly  On-Lme  Xpress+'",  pay  S28,95  for  trades  of  1,000  shares  or  less  For  trades  between  1 ,001  and  4,9'J9  shares, 
pay  $28,95  plus  $  03  per  share  over  1,000  For  trades  of  5,000  or  more  shares,  pay  S28  95  plus  S.02  per  share  over  1.000  For  stocks  priced  under  SI ,  the  max- 
imum charge  will  not  exceed  3%  of  the  principal  amount  Minimum  commission  $28  95,  -'The  Stock  Shop  with  Peter  Lynch"  is  a  trademark  of  FMR  Corp  and 
a  product  of  Strategic  Advisers,  Inc  ,  a  registered  investment  adviser  and  a  Fidefity  fnvestments  company  This  CD-ROM  offer  is  available  to  those  who  open  a  new  Ultra 
Service  Account*  with  at  least  $10,000  in  assets.  Retirement  accounts  do  not  qualify  Once  assets  have  been  received  by  Fidelity,  please  allow  4-6  weeks  for  delivery  The 
Fidelity  Ultra  Semce  Account  is  a  service  of  Fidehty  Brokerage  Services,  Inc  Member  NYSE.  SIPC.  38626  001 


Work  ty  Picasso  in  our  lotties, 


)  ata  ports  for  tlie  work  on  your  laptop 


TRULY  STATE  OF  THE  ART 


hoose  a  hotel  that  elevates  business  travel       access  charges  for  credit  card  calls.  Of  course. 


to  an  art.  Welcome  to  Hyatt. 


youll  also  find  a  data  port  for  your  laptop. 


At  Hyatt,  the  satisfaction  of  being       So  you  can  stay  in  your  network  even  when 


productive    is    enriched  by 


experiences  like  waking  up  to 


a  really  great  cup  of  coffee 


you're  out  of  the  office. 

When  staying  at  Hyatt,  you 


can  earn  free  travel  on  one  of 


delivered  to  your  room.  Enjoying 


an  invigorating  workout  in  a 


well-equipped  fitness  center. 


Or  finding  interesting  regional 


fax 


our  12  global  airline  partners  or 


in  Gold  Passport,  our  worldwide 


frequent  traveler  program. 


Next  time  you  travel  on 


specialties  and  other  innovative 


business,  choose  the  hotel  that 


cuisine,  right  in  the  hotel. 


brinies  out  everyone's  best  work. 


By  choosing  Hyatt  Business  Plan,  you  For  reservations  call  Hyatt  at  1-800-233-1234, 
get  an  ample  desk,  continental  breakfast,       contact  your  travel  planner,  or  visit  us  at 


free  local  calls,  and  waived 


H  YATT 


www.hyatt.com. 


 Feel  the  HyauToiich'  

avel  with  the  American  E.xpress'  Card  and  enjoy  Cardmeniber  privileges  hke  Assured  Reservations  to  guarantee  your  room,  even  if  you  arrive  late  '  With 
ore  than  1.700  Travel  Ser\'ice  locations  in  over  130  countries,"  the  American  E.xpress  worldwide  network  can  also  assist  you  witii 
!vel  arrangements,  letter  pick-up,  and  American  Express  Travelers  Cheques.  It's  smart  hnsmess  to  make  the  American  Express  Card 


AlVlERICftNl 

ur  constant  travel  companion.  To  apply  for  the  Card,  call  l-SOO-THE-CARD.  or  ris/Y  us  at  wwwamericane.xpress.com.'Ask  your  MeXbbess 

ivel  planner  for  details.* ' Not  all  serx'ices  a\'ailable  at  all  liawl  Ser\'ice  locations  and  are  subject  to  local  laws  and  cash  availability.     •.IHHHi  C3rds 

art  Howls  atul  Resorts'  ettnonipussfs  hotels  niotiageii.  franchtsed.  or  openileil  hy  two  scforotc  groups  ot  coritpunies  ~  Hyatt  (.'orporation  iimi  its  iifplmti's  ititii  affiliates  of  Hyatt  hitctnarional  Corporation  '"I'^sfy  f-lyoii  (  orp 


IPS 


r  t  h 


The  new    \^    I'Mle  ^frit'S. 
With  AS/400e  series 
you  get  double  the  power 
for  your  money. 


Solution-  for  a  ?mdll  plaru'l' 
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WHY  THE  AIRLINES 
STILL  FLY  LOW 


In  1991.  then-Secretar\'  of  Tra 
portation  Samuel  K.  Skinner  comn  f 
sioned  a  study  into  the  malaise  afflict 
the  airline  industry.  In  my  report 
identified  the  main  issue:  that 
wages  and  incomes  had  fallen  sincJt 
1980s  boom  and  had  not  recovei  P 
("Sharing  prosperity,"  Cover  Storj-,  S( 
1).  Those  in  the  discretionarj^  mar' 
that  made  up  more  than  80%  of 
travel  by  volume  could  no  longer  afi 
to  fly,  and  an  industn.-  that  had  basecjf 
structure  and  costs  on  1980s  reve: 
demographics  would  stiU  be  trouble^f 

After  several  years  of  industry 
trenchment  and  despite  the  growth  _ 
the  economy  since  1991.  consumer 
aii-Une  incomes  ai'e  only  now  recover! 
Jobs  created  in  the  continuing  econo: 
expansion  simply  do  not  create  spend 
power  commensurate  with  their  gi 
nim:ibei-s.  And  it  reinforces  the  need 
the  airline  industiy  to  restracture  ft 
changed  marketplace. 

Bob  Ml 
R.W.  Mann  & 
Poit  Washington.  N 


DID  UPS  BEAT  THE  TEAMSTERS 
AFTER  ALL? 


The  one  issue  in  the  United  Pa 
Service  Inc.  deal  that  affected  mosi  6i 
the  workers  was  pay  raises.  In  its  S  k 
1  issue.  BUSINESS  WEEK  said  the  rajK 
would  average  1-5 '7c  over  five  yeai*s 
wake-up  call  for  business,"  Xe\^"s:  An 
sis  &  Commentaiy.  Sept.  1).  WTiy  is 
described  as  a  \\in  for  the  union  wlfei 
in  fact,  a  S'^c-per-yeai'  i*aise  for  the  r  i; 
five  years  is  expected  at  best  onlj  u 
match  inflation'' 

The  \Ainner  in  the  UPS  strike 
clearly  the  company. 

Richard  Strozin  : 
Fremont,  C 

PAYING  ATTENTION  TO 
HYPERACTIVITY  DISORDER 


Having  been  diagnosed  with  ati 
tion  deficit^\'peracti\ity  disorder  (AT 
at  age  28,  I  was  eager  to  read  "\ 
Johnny  can't  sit  still"  (Personal  B 
ness.  Aug.  18-25).  zVlthough  the  title 
plies  that  adhd  is  the  reason  for  J( 
ny's  fidgetiness,  the  article  itself  su^ 
that  ADHD  is  an  over-diagnosed  di 
der  that  "most  children  will  outgro\ 

Getting  myself  and  my  adhd  ta 
seriously  by  family,  friends,  co-work 
and  society  is  difficult  enough  alra 
suggesting  that  there  is  a  "stra 


je  of  hyperactivity  in  the  U.  S." 
tes  any  effort  to  make  ADHD  un- 
;ood  and  accepted. 

Els  Sipkes 
San  Diego 

le  timing  of  your  article  on  adhd 
perfect:  It  was  a  sort  of  psychiatric, 
-to-school  special.  Then  again,  some 
ricans  believe  that  adhd  is  not  a 
der,  but  a  multifaceted  industry, 
irents  should  ask  why  U.  S.  con- 
)tion  of  methylphenidate  (Ritalin) 
increased  enormously  in  recent 
5.  Why  are  the  overwhelming  ma- 
/  of  those  who  are  afflicted  school- 
boys? Where  was  this  mysterious 
,dy  when  their  parents  were  in 

5l? 

earning  differences  have  become 
ing  disabilities  on  a  grand  and  prof- 
3  scale. 

Michael  F.  Parry 
Mercer  Island,  Wash. 

IT  TO  KEEP  TAXES  SIMPLE? 
UCT  DEDUCTIONS  

low  that  we've  made  taxes  more 
)lex,  let's  simplify  them"  (Washing- 
])utlook,  Sept.  1)  continues  the  old 
that  to  simplify  taxes,  they  must 
at.  The  complexity  of  the  tax  sys- 
does  not  arise  fi'om  its  progi'essiv- 
)ut  from  the  deductions  that  can 
aken.  Once  you  have  arrived  at 
taxable  income,  it  only  takes  a 
seconds  to  look  it  up  in  a  table  to 
)ute  the  tax.  As  the  article  points 
the  complexity  comes  from  the  so- 
ingineeiing  that  is  embodied  in  the 
ictions. 

jrhaps  we  should  attack  the  prob- 
in  a  new  way.  Stop  using  the  tax 
3m.  as  a  way  to  give  financial  I'e- 
All  income  is  added  up  and  taxed  at 
progressive  rate.  No  deductions. 
IRS  could  shiink  maybe  90%.  Then 
e  government  wants  to  help  people 
icially,  it  mails  them  a  separate 
k.  This  would  also  have  the  benefit 
roviding  accurate  and  visible  ac- 
iting  of  how  much  is  being  spent 
tiese  progi'ams. 

John  Page 
Saratoga,  Calif. 
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CORRECTIONS  &  CLARIFICATIONS 

In  "Got  an  AT&T  credit  card?  Don't  go  bank- 
rupt" (Finance,  Sept.  15)  we  incorrectly  said 
that  GE  Capital  will  pay  $178  million  to 
more  than  17,000  bankrupt  customers.  The 
$178  million  should  have  referred  to  a 
record  settlement  that  Sears,  Roebuck  &  Co. 
agreed  to  pay  its  debtors  and  that  did  not 
involve  GE  Capital.  Separately,  GE  Capital 
has  returned  money  to  bankrupt  customers 
who,  without  a  lawyer,  signed  agreements 
reaffirming  their  credit  obligation  to  GE 
Capital.  The  company  expects  to  handle  the 
matter  without  a  problem  to  its  earnings. 

in  "Want  to  put  your  money  where  your  con- 
science is?"  (Personal  Business,  Sept.  8),  a 
table  showed  incorrectly  that  the  American 
Trust  Allegiance  Fund  and  the  Cruelty-Free 
Value  Fund  trailed  the  Standard  &  Poor's 
500-stock  index.  From  the  time  they  were 
created  earlier  this  year  until  Aug.  15,  both 
funds  outperformed  the  S&P  index. 

"Is  it  prime  time  for  cable?"  (Media,  Sept. 
8)  overstated  the  WB  Network's  losses  for 
1996,  The  Time  Warner  Inc.  unit  lost  $98 
million,  not  $130  million. 

"Still  full  of  knots"  (International  Business, 
Sept.  8)  misstated  MCI  Communications' 
1996  revenues.  They  were  $18.5  billion. 


You  report  that  the  "moral  hazard" 
theory  explains  why  10%  to  15%  (let's 
call  it  12.5%)  more  American  League 
batters  are  hit  by  pitched  balls  than 
their  National  League  counterparts 
("Fast  and  loose  on  the  mound,"  Eco- 
nomic Ti'ends,  Aug.  18-25). 

This  has  nothing  to  do  with  moral  haz- 
ard or  any  other  economic  theory.  It  is 
simply  the  outcome  of  having  nine  "tine" 
hitters  in  the  Ameiican  League  hneup, 
versus  eight  in  the  National  League. 

For  these  batters,  pitchers  must  es- 
tablish dominance  by  throwing  toward 
the  inside  of  the  strike  zone  (increasing 
the  chance  of  a  hit  batsman).  There- 
fore, for  every  nine  hitters  in  the 
American  League  worthy  of  being 
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THE  NUMBERS  ON 
THOSE  BRUISED  BATTERS 


Books 


pitched  closely  to,  there  are  only  eight 
worthy  opponents  in  the  National 
League.  Simple  mathematics  gives  you 
the  statistical  answer:  Nine  is  12.5% 
more  than  eight. 

Bill  Corsini 
Lawi-enceville,  N.J. 

BERKELEY  IS  A  VALLEY 
WELLSPRING.  TOO  

As  a  proud  Berkeley  grad,  I  have  to 
point  out  that  the  stoiy  "A  wellspring 
called  Stanford"  (part  of  "Silicon  Val- 
ley: How  it  really  works,"  Cover  Stoiy, 
Aug.  18-25)  unfairly  slights  the  contii- 
bution  to  Sihcon  Valley  of  the  Universi- 
ty of  California  at  Berkeley. 

Not  all  of  the  valley's  founders  are 
alums  of  Stanford  University.  Apple 
Computer  Inc.'s  Steve  Wozniak  and 
Marimba  Inc.'s  Kim  Polese  are  Berkeley 
gi'ads.  A  Berkeley  progeny  chart  would 
begin  with  Intel  Inc.  (Gordon  Moore 
and  Andi-ew  Grove)  and  include  other 
prominent  companies. 

Wilham  Liu 
New  York 


FINDING  US  ONLINE 


BusinessWee 


The  full  text  of  Business  Week,  the  Business  Week 
Daily  Briefing,  and  six  years  of  BW  archives  are 
available  on  the  World  Wide  Web  at: 
www.businessweek.com 

and  on  America  Online  at  Keyword:  BW. 
To  sign  up  for  BW  on  AOL,  call  (800)  641-4848 
and  mention  Business  Week. 
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Shopping  for  computer  equipment'  Visit  Maven,  our 
online  Computer  Buying  Guide,  for  continuously 
updated  ratings  and  price  information 
Go  to  Keyword:  Maven  on  America  Online, 
or  to  the  World  Wide  Web  at. 
www.maven.businessweek.com 
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AMERICA  IN  BLACK  AND  WHITE 
One  Nation,  Indivisible 

By  Stepfian  Tfiernstrom  and  Abigail  Thernstrom 
Simon  &  Schuster  •  704pp  •  $32.50 


A  NEW  GROUND  ZERO 
IN  THE  RACE  DERATE? 


Slavery  is  America's  original  sin.  It 
inocked  young  America's  promise 
of  equality  and  justice,  and  it  pre- 
cipitated a  bloody  civil  war  Even  now, 
more  than  130  years  after  slavery  was 
abohshed  and  more  than  40  years  after 
Southern  segi-egation  laws  began  to  be 
overt m-ned,  its  lingering  effects  weaken 
and  divide  the  nation. 

Can  this  stain  ever  be  washed 
away — and  by  whom?  President  Clin- 
ton is  considering  making  an  apology 
for  slavery.  Would  this  inspire  whites 
to  apologize  for  racism  and 
acknowledge  the  historic  ad- 
vantages affoi'ded  the  white 
race?  And  if  so,  what  then? 
Will  blacks  swallow  theii-  re- 
sentment and  pledge  to  car- 
ry on  as  if  decades  of  inferi- 
or education,  housing,  and 
employment  will  have  no  ef- 
fect on  future  generations? 
Can  the  two  races  agree  on 
some  just  r'emedy? 

Race  is  the  key  issue  in 
U.S.  domestic  politics.  But 
most  politicians  and  self-styled  civil  rights 
leaders  avoid  rational  discussion,  employ 
code  wor-ds  to  disguise  their  intellectual 
cowar'dice,  and  r'efuse  to  r-ecognize  the 
considerable  progress  that  has  occurred. 
"Elusive  definitions  of  racism  that  fail 
to  pinpoint  actual  harms  invite  r-emedies 
that  provide  no  genuine  r'elief,"  say 
Stephan  and  Abigail  Thernstrom  in 
America  in  Black  and  White:  One  Na- 
tion, Indivisible.  He  is  a  distinguished 
Hai-vard  University  historian.  She  is  an 
authority  on  race  and  American  history 
at  the  Manhattan  Institute,  a  conser'va- 
tive  think  tank.  In  convincing  statistical 
detail,  they  demonstrate  that  economic 
and  social  cir-cumstances  for  African 
Americans  have  improved  markedly. 
Well-written  and  thoughtful,  the  book 
never  stoops  to  the  exagger-ation  and 
bombast  that  plague  much  of  the  cur- 


ir"e  whrtes     tion  and  i 

AMERICA  IN 
BLACK  AND  WHITE 

One  .Million.  Iiuliri^ihlc 


rent  debate  on  race.  Most  controvei 
will  be  their  contention  that  the  bul] 
improvement  for  black  Americans  ci 
in  the  three  decades  following  W( 
War-  II — before  affir-mative  action  be 
har'dening  into  a  spoils  system. 

The  Thernstroms  first  recount 
history  of  racial  segregation  and 
civil  rights  movement.  Next,  they  dc 
an  impressive  record  of  black  progi 
temper-ed  by  liigh  levels  of  crime  anc 
failure  in  primary  and  secondary  edi 
tion  and  in  family  stability.  Then, 
husband-and-wife  team 
amines  which  racial  re 
dies  have  wor-ked  and  wl 
ones  have  failed. 

Their  analysis  shows  t 
blacks  have  enjoyed  a  rc 
lutionary  advance  since  tl 
lar'ge  northward  migral 
in  the  1940s.  "No  etl 
group  in  American  hist 
has  ever  improved  its  p 
tion  so  dramatically  in 
short  a  period,  thougl 
must  be  said  in  the  SJ 
br-eath  that  no  other-  gr-oup  had  so  fa 
go."  For  example,  the  percentage 
black  families  in  poverty  fell  to  269 
1995,  down  ft-om  a  horrific  87%  in  l 
In  1940,  just  1.3%  of  black  adults  w 
college  gr'aduates;  today  the  figun 
13.2%.  In  1940,  60%  of  employed  bl 
women  were  household  ser-vants.  Td 
that  same  percentage  is  in  white-cc 
jobs.  And  the  median  income  of  bl 
women  has  increased  fr"om  33%  of  w 
women's  then  to  90%  today. 

This  achievement  is  not  widely  rei 
nized,  particulariv  by  blacks,  the  autl 
note.  Half  of  U.S.  blacks  in  a  1991  Ga 
poll  said  they  believed  that  thr'ee-fou; 
of  theh-  number  were  both  poor  and 
ing  in  mner  cities.  The  reality:  Only  (j 
fifth  are  (though  there  are  many  i\ 
blacks  outside  the  cities).  But  why 
lingering  ster-eotyjoe  of  failur-e?  "It 


BLACKS'  PROGRESS  HAS  BEEN 


DRAMATIC— AND  FAST 
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The  new  AS/400e  series.  Remarkably  easy  to  install,  manage  and  grow. 

AS/400e  series  is  so  easy,  everything  you  need for  e-bitsiness  is  built-in:  coinnninications 

and  Internet  function'i,  security,  database,  operating  system  and  more.  Plus,  it's   ~  ~ 

rirtually  maintenance-free,  so  you  don't  need  a  large,  dedicated  ITstaff  to  manage         — -=^-='^=-, 

it.  Sound  easy?  Call  1 800 IBM-7777,  ext.  BA221,  or  visit  hhh  .as400.ibm.com  Solutions  for  a  small  planet" 
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made  us  a  world  leader  i 

It  helps  you  find  better 
financial  solutions. 

As  a  world  leader  in  insurance  and  investment 
management  ($450  billion),  we  have  some 
assets  that  might  interest  you.  Like 
100,000  professionals  in  more  than  50 
countries.  Like  a  unique  combination  of  local 
knowledge  and  global  perspective.  In  the 
US,  where  we  manage  $230  billion  in  assets, 
you  know  us  as  Equitable.  We  lead  the  industry 
in  the  number  of  agents  who  qualify  as  both 
Chartered  Life  Underwriters  (CLU)  and 
Chartered  Financial  Consultants  (ChFC), 
key  measures  of  professionalism.  That's  why, 
more  than  ever,  we  can  say: 

Go  ahead  you  can  rely  on  us 


INSURANCE  &  INVESTMENT 

WITH  OUR  US  MEMBER.  EQUITABLE  COMPANIES 

Please  visit  our  Web  site:  http://wwT.v.axa.com 
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Technology  &  You 


BY  STEPHEN  H.  WILPSTROM  

PC,  TAKE  A  LETTER 
TO  MR.  JONES 


Two  new  programs 
offer  a  breakthrough 
in  dictation  software: 
You  can  talk  naturally 

I've  been  talking  to  my 
computers  for  years.  Re- 
cently, they've  stalled  lis- 
tening. New  softwai'e  lets  pes 
understand  spoken  words 
well  enough  that  dictating  is 
becoming  an  alternative  to 
ty]jing.  The  progi'ams  remain 
a  bit  cmde.  But  you  can  see 
the  potential  when  you  speak, 
and  yoiu'  words — or  most  of 
them — appear  on  the  screen. 

I  spent  a  good  amount  of 
time  with  two  new  Windows 
products,  Natm'allySpeaking 
from  Dragon  Systems  and 
Via  Voice  fi'om  IBM,  that  are  a 
breaktlu'ough.  Until  now,  I've 
had  trouble  with  dictation 
progi'ams  that  expected  me 
to  make  a  distinct  pause  be- 
tween words.  These  new  pro- 
grams support  "continuous" 
speech,  which  lets  you  speak, 
well,  naturally. 
SLIGHT  EDGE.  This  is  not 
software  that  you  can  install 
and  immediately  start  using. 
First,  you  have  to  spend  a 
tiresome  half-hour  or  so 
reading  text  off 
the  screen  so  the 
program  can  train 
itself  to  your 
voice.  I  much  pre- 
ferred Dragon's 
offering  of  a  chap- 
ter of  Dave  Bar- 
ry in  Cyberspace 
to  IBM's  deadly  text. 

After  training,  both  pro- 
grams are  surprisingly  accu- 
rate at  converting  spoken 
words  to  text,  though  I'd 
give  a  slight  edge  in  accui'acy 
to  Dragon.  There  are  things 
you  can  do  to  improve  the 


results.  First,  use  a  good, 
noise-cancehng  headset  mi- 
crophone. I  like  the  Andrea 
AXC-500,  available  for  around 
.$40.  Running  the  text  of  sev- 
eral of  my  columns  through 
both  progi-ams  provided  an- 
other gain  in  accuracy  by  in- 
corporating words  I  t\qDically 
use  into  their  vocabularies. 
The  programs  also  learn 
as  you  correct  mis- 
takes. And  finally,  I 
modified  my  speak- 
ing style  to  avoid 
swallowing  words 
and  letting  my 
voice  trail  off  at  the 
end  of  sentences. 

The  two  products 
also  share  one  big 
drawback.  You  can 
dictate  only  into  the 
rudimentary  word 
processors  thev 


sheets,  or  other  apphcations 
for  some  time. 

There's  a  big  difference  in 
style  between  Naturally- 
Speaking  and  Via  Voice.  IBM 
seems  to  assume  that  the 
folks  who  dictate  have  secre- 
taries. So  Via  Voice  lets  you 
pass  rough  dictation  on  to  an 
assistant  for  corrections.  To 
deal  with  the  inexitable  flubs, 
the  file  includes  your  voice 
recording,  any  section  of 
which  can  be  played  back. 
But  navigating  through  the 


gram  highhghted  the  gail* 
for  me  to  correct  either  J 


^6. '"e . 


provide  or,  in 
the  case  of  Via- 
Voice,  Microsoft 
Word.  To  send  an  E- 
mail  message,  for  example, 
you  fii'st  speak  the  text  into 
the  dictation  progi'am,  then 
use  your  mouse  to  cut-and- 
paste  it  into  youi"  mail  appli- 
cation. To  address  the  mes- 
sage,  you   have   to  type. 


TWO  Nim  DICTATION  PROSRAMS 


DRAGON 

NATURALLYSPEAKING 
IBM  VIAVOICE 

•48  MB  FOR  WINDOWS  NT 


MINIMUM  REQUIREMENTS 
PROCESSOR      MEMORY     DISK  SPACE 

133  MHZ  32*MB 


STREET 
PRICE 


MB  $199 


166  MHZ  MMX  32*MB     125  MB  $99 
DATA:  IBM.  DRAGON  SYSTEMS 


Future  versions  will  work 
better  with  existing  pro- 
gi'ams, and  the  next  update 
of  Lotus  SmartSuite  will 
have  Via  Voice  support  built 
in.  But  don't  expect  seamless 
integration  of  voice  technolo- 
gy into  your  E-mail,  spread- 


file  to  make  cor- 
rections must  be 
done  by  mouse  or 
keyboard. 

Natiu-allySpeak- 
ing  is  better  suit- 
ed for  folks  like  me  who  pro- 
duce their  own  finished  copy. 
For  example,  in  one  dictation 
session,  I  said:  "A  long  wait 
makes  it,"  and  the  progi'am 
understood:  "Along  Lake 
Mesa."  When  I  said:  "Select 
'along  Lake  Mesa,' "  the  pro- 


speaking  or  typing.  If 
make  yom'  own  correcti( 
I  think  the  Dragon  proc 
is  well  worth  the  extra  $ 
it  costs. 

I  found  the  programs'  i 
ability  to  recognize  spe 
very  impressive.  But  the  i 
fulness  of  these  products 
remain  limited  until  they 
low  you  to  speak  into  any 
phcation.  Another  import 
feature  is  letting  you  con 
the  programs  by  voice, 
This  will  take  a  complete 
thinking  of  how  people 
softw^are.  Just  replac 
mouse  chcks  with  talli 
''^^   youT  w^ay  thi'ough  exist 
.^^t?   menu  trees,  as  some 
pensive  programs  do  nav 
not  much  of  an  improvemi 
Instead,  programs  have 
learn  to  deal  with  commai 
such  as  "boldface  the  sec 
pai'agi'aph  and 
dent  it." 

Systems 
can  do  this 
on  the  w'ay, 
in  computers 
at  those  horr 
telephone-call 
ters  that  expect 
to  remember  that  yoi 
supposed  to  press  1  to  or 
widgets  and  7  to  inqi 
about  wickets.  Compai 
such  as  Registry  Mi 
and  Applied  Langu 
Technologies  are 
ning  prototx^Des  that 
place  keypad-ba 
menus  with  natural 
guage  understand] 
These  systems  are  m 
simpler  than  most  PC  s 
ware  because  they  deal  v 
a  limited  range  of  speech: 
airline's  call  center  doe; 
have  to  take  a  pizza  on 
But  they  help  develop  o 
puter  systems  that  really 
derstand  human  beings. 

For  most  people,  spo' 
language  is  both  the  rid 
and  easiest  way  to  commi 
cate.  Once  you  can  talk 
your  computer  naturallj' 
every  sense,  a  huge  bar, 
between  man  and  macl 
will  be  gone. 


aUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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ISDN  iModem  2-Way  Pager  Router 
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What  yon  never  thought  possible^ 


Economic  Viewpoint 


BY  ROBERT  KUTTNER 


BROADEN  THE  WEALTH:  AN  IDEA 
EVEN  CONSERVATIVES  LOVE 


NON-ISSUE: 

Forget  about 
redistribution. 
The  keys  to  a 
more  stable 
democracy 
are  home 
ownership, 
shareholding, 
and  workforce 
education 


Robert  Kuttner  is  co-editor  of  The 
American  Prospect  an6  author  of  The 
End  of  Laissez-Faire 


The  recent  doubling  of  the  stock  market 
has  added  some  $2  trilHon  to  personal 
wealth.  Wliile  millions  of  middle-class 
families  and  pensioners  have  benefited,  the 
lion's  share  has  further  enriched  the  already 
rich — leading  to  asti'onomical  compensation 
bonuses  for  CEOs,  oveiTiight  entrepreneurial 
billionaires,  and  a  new  gilded  age.  Since 
wealth  is  far  more  highly  concentrated  than 
income — half  the  population  holds  no  stock — 
the  nmup  compoimds  oiu*  economic  extremes. 

This  conundmm  recalls  Sir  James  Meade's 
classic  of  three  decades  ago.  Efficiency, 
Equality,  and  the  Ownership  of  Property.  Sir 
James,  a  Nobel  laureate,  noted  that  a  mai'ket 
economy  has  three  ways  to  achieve  a  socially 
tolerable  income  distribution.  First,  it  can 
contrive  a  redistributive  welfare  state.  This 
works  for  a  time,  Meade  wi'ote,  but  the  state 
must  strain  ever  harder  to  temper  the  mar- 
kets' extremes  of  wealth  and  income.  That 
act,  in  turn,  recjuires  ever  higher  tax  rates 
and  social  outlays.  Eventually,  the  scheme 
reaches  its  fiscal  and  political  limits;  stagnation 
and  rebellion  ensue.  Sir  James  was  prescient 
indeed. 

JEFFERSONIAN  NOTION.  Second,  WTote  Meade, 
a  capitalist  democracy  can  rely  on  strong 
unions.  These  promote  equality  by  bargaining 
for  a  share  of  capital's  rising  wealth.  But 
the  risk  is  that  unions  get  too  strong.  In- 
dustry appeases  them  with  wage  increases 
that  outstrip  productivity  gi'owlh  and  cause 
inflation.  Here,  Sir  James  mistakenly  ex- 
trapolated from  class-riven  Britain  in  the 
1960s.  Inflationary  wage  settlements  may 
have  characterized  unions  in  their  heyday, 
but  the  opposite  dilemma  now  applies.  Most 
unions  are  too  weak  to  be  serious  counter- 
weights to  rising  inequality. 

The  third  remedy  was  Meade's  favorite. 
He  called  it  "a  property-owning  democracy." 
If  property  wealth  is  broadly  distributed,  we 
get  a  more  stable  political  democracy,  and 
we  need  less  economic  redistribution  after 
the  fact.  (This  thought  had  also  oecuiTed  to 
Aristotle  and  Thomas  Jefferson;  Meade's  con- 
tribution was  to  apply  it  to  the  modem  wel- 
fare state.) 

In  Jefferson's  day,  of  course,  most  wealth 
was  land.  A  property-owning  democracy  was 
simply  one  of  yeoman  fanners.  Not  that  this 
wasn't  controversial:  Fierce  political  battles 
raged  over  whether  federal  land  should  be 
sold  wholesale  to  speculative  real-estate  com- 


panies or  parceled  out  to  fanners  who  wo 
actually  work  the  land.  Jefferson,  advoc 
of  the  freeholder,  won  that  battle.  The  ic 
resonated  half  a  century  later  when  the  I 
coin  Administration  championed  the  Hoi 
stead  Acts  and  Reconstnictionists  promii 
ft'eedmen  40  acres  and  a  mule. 

But  how  to  achieve  a  property-own 
democracy  today,  when  less  than  3%  of  An 
icans  are  farmers?  Looking  back  at  the  N 
Deal/Great  Society  era  thi-ough  Meade's  k 
it  wasn't  all  redistribution.  Many  measu 
aimed  at  economic  uplift  relied  on  Jeffersor 
wealth-broadening. 
BLUEPRINT.  For  example,  programs  promot 
fii'st-time  home  ownership,  the  Gi  Bill, 
panded  public  education,  tax-favoritism 
pensions,  mutual  life  insui'ance — all  were 
the  sphit  of  Jefferson  and  Meade.  Building 
that  tradition,  if  we  conceive  of  human  cap 
endowTtients  as  the  Infonnation  Age  equi 
lent  of  40  acres,  then  lifetime  leaiTiing  bro 
ens  democratic  property  wealth.  Moreo' 
the  ideal  of  a  "stakeholder"  corporation, 
which  employees  are  not  just  wage-work 
but  co-property  owners  with  definite  rights 
nicely  Jeffersonian. 

The  New  Deal  and  Great  Society  b 
broadened  wealth  and  redistributed  inco: 
Today,  the  more  redistributive  aspects  of  t 
era  are  under  siege.  1  would  continue  to 
fend  Social  Seciuity  and  Medicai'e  as  reme( 
for  market  failure,  and  also  unionism, 
clearly,  if  libei'als  like  me  are  to  get  off 
defensive  and  i-esimie  progi'ess  toward  a  m 
egalitarian  democracy,  it  won't  be  via  furt 
redistribution  but  thi'ough  wealth-broader 
in  the  spiiit  of  Jefferson  and  Meade.  This 
proach  appeals  to  many  conservatives, 
Who  could  be  against  more  universal  hoi 
ownership,  or  broader  distribution  of  shi 
holding,  or  a  better-educated,  flexible  wc 
force? 

One  can  debate  the  details.  Some  id 
parading  under  this  banner  (tax-favored 
vate  savings  for  a  vaiiety  of  purposes  and 
cessive  privatization)  would  thi'ow  everyth 
on  the  individual — social  Dai-vvanism  in  r 
form.  Conversely,  public  subsidies  to  g 
stakeholders  then-  start  may  strike  some  ( 
servatives  as  disguised  tax-and-spend.  ] 
the  nature  of  a  property-owning  democr 
offers  a  more  constructive  debate  than 
over  redistribution.  Jefferson,  happily,  is 
figure  we  can  all  claim  as  our  own. 
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ommitment  to  100%  success 


-oducts:  The  backbone  of  TeamSAP  is 
e  most  powerful  business  software  m  the 
Drld.  SAP™  R/3™  and  us  components, 
e  unmatched  at  integrating  and 
iproving  business  practices.  With  over 
n  thousand  installations  and  hundreds 
complementary  hardware  and  software 
ppliers.  SAP  R/3  is  the  recognized 
isiness  solution  standard,  worldwide. 


TeamSAP:  Just  like  a  successful  business, 
Te  a  m  S  A  P  puts  the  best  o  f  p  e  o  p  1  e . 
processes  and  products  to  work  for  your 
success.  It's  a  completely  new  and 
integrated  approach.  One  based  on  our 
commitment  to  meeting  your  needs.  If 
you  want  your  business  to  do  better 
business,  give  us  a  call  and  put  us  to  the 
test.  Our  team  won"t  let  you  down. 


For  more  i  n  t  o  r  m  a  1 1  o  n  ,  visit  us  at 
www.sap.com  or  call  1 -S88-.5y6- 1  SAP. 
TeamSAP.  Success  assured,  rest  assured. 


A  Belter  Retimi  On  lujoYiiiatioiv 


Economic  Trends 

 .  .  —  .   -  M 


BY  GENE  KORETZ 

AMERICAS  EDGE 
IN  CAPITAL  GOODS 

It"s  sparking  an  export  boom 

If  there's  any  doubt  that  the  U.  S. 
economy  is  becoming  more  and  more 
tied  to  the  global  economy,  consider  the 
follo\\ing:  Expoits  and  impons  of  goods 
and  senices  in  the  second  quaiter  were 
equal  to  a  record  of  gross  do- 

mestic product,  up  fi-om  in  1996 

and  less  than  21*^  five  yeai*s  ago. 

But  the  real  sui-prise  in  Americas 
expanding  trade  sector  in  recent  quai-- 
ters  has  been  the  outstanding  perfor- 
mance of  U.  S.  exports.  Economist 
Stephen  S.  Roach  of  ^Morgan  Stanley, 
Dean  Witter.  Discover  &  Co.  points  out 
that  fully  42'~f  of  the  economy's  4.3'~c 
gro^^th  rate  since  last  fall  was  thanks  to 
a  24*^-  siu'ge  in  goods  expoits. 

By  way  of  compai-ison.  Roach  notes 
that  the  enormous  consumer  sector. 

EXPORTS  HELP  DRIVE  U.S.  GROWTH 

SHARE  OF  SROWTH  OF  GROSS  DOMESTIC  PRODUCT 
OVER  PAST  THREE  QUARTERS' 


Expons 

(MERCHNIOISE) 


AKRCENT 

•FOIEIH  QUARI0?  1996  THROUGH  SECOND  QUA.^7ES  !S9? 

which  represents  6S'^c  of  the  economy, 
accounted  for  ol'i  of  gl•o^rth  diuing  the 
same  period — only  a  bit  more  than  the 
merchandise  export  sector  that  is  less 
than  one-seventh  its  size. 

The  secret  of  America's  newfound 
trade  prowess  lies  in  its  strong  com- 
petitive edge  in  capital  equipment,  es- 
pecially high-tech  items.  Some  78"^  of 
the  recent  increase  in  real  merchandise 
exports  reflects  rising  sales  of  capital 
goods,  mainly  computei"s.  chips,  and  pe- 
ripherals but  also  industrial  and  con- 
strtiction  machineiy  and  ci\"ilian  auTi"aft. 

With  Eiu-ope's  economies  finally  perk- 
ing up  and  gi-o\nh  in  Canada  and  Latin 
America  accelerating,  the  outlook  for 
continued  export  gains  would  appeal-  to 
be  good.  The  only  cloud  on  the  hoiizon 
seems  to  be  the  lisk  of  widening  tui-moil 
in  Southeast  Asia.  But  the  principal 
coimtries  affected  so  far  accoimt  for  less 
than  109c  of  U.  S.  exjwrts.  and  most  ob- 
sen^ers  don't  see  a  big  thi'eat  develop- 


ing yet.  Thus,  if  Asian  problems  don't 
spread  and  EtU'ope's  prospects  continue 
to  improve,  U.  S.  capital-goods  exports 
should  strengthen  even  more. 

"As  coimtiy  after  countiy  rashes  to 
squeeze  operating  expenses  by  substi- 
tuting capital  for  labor."  says  Roach. 
"America's  competitive  leadei-ship  in  the' 
global  technology-  business  promises  to 
power  the  U.  S.  economy  fonvai-d  well 
into  1998." 


WHY  MARRIED 
WOMEX  WORK 

Not  just  to  boost  family  income 

The  conventional  economic  wisdom 
is  that  the  main  reason  so  many 
manned  women  have  entered  the  work- 
place in  recent  decades  is  to  shore  up 
family  incomes  in  an  era  of  scant  wage 
gi*o\nh — a  response  augmented  by  shift- 
ing gender  roles  and  aspu-ations. 

In  a  new  study,  however,  economist 
Allen  M.  Parkman  of  the  University  of 
New  Mexico  suggests  this  is  fai-  from 
the  whole  stoiy.  For  one  thing,  he  notes 
that  many  working  \nves  now  come 
fi'om  higher-income  households,  and  a 
big  chunk  of  theii*  added  earnings  is  of- 
ten eaten  up  by  taxes,  child  cai-e,  and 
work-related  expenses — shai-ply  reduc- 
ing the  immediate  economic  gain. 

Reseai"chei-s  also  find  that  while  mai-- 
ried  women  now  put  in  more  total  work 
hours  (in  their  jobs  and  doing  home 
tasks)  than  they  used  to,  theii'  husbands 
don't.  "If  ^^ives  are  working  harder," 
asks  Pai'kman.  '"why  ai-en't  theii'  hus- 
bands helping  out  more  at  home"?" 

The  answer,  according  to  Parkman. 
is  related  to  how  the  high  incidence  of 
divorce  in  America  has  affected 
women's  work  decisions.  Before  the  ad- 
vent of  no-fault  divorce,  he  ai-gues,  the 
need  to  secure  the  cooperation  of  a 
spouse  to  obtain  a  divorce  provided 
nonworking  \\ives  with  strong  lever- 
age to  secure  decent  divorce  settle- 
ments. As  no-fault  divorce  laws  swept 
the  nation  in  the  1970s  and  1980s  and 
the  divorce  rate  surged  higher,  that 
leverage  weakened,  and  many  \\ives 
sought  outside  work  to  protect  them- 
selves from  economic  hardship  in  the 
event  of  a  divorce. 

To  prove  his  point.  Pai'kman  analj-zed 
nationwide  s  ui'\-ev  data  ft'om  1981.  He 
found  that  manned  women  in  states  with 
no-fault  divorce  law?  were  not  only  more 
likely  to  be  employed  outside  the  home 
than  theu"  peei'?  in  states  lacking  such 
laws  but  that  they  also  tended  to  put  in 


hek- 


significantly 
more  hom*s  of 
total  work — 
some  4-A  houi-s 
a  week. 

Thus,  con- 
cludes Park- 
man,  with  no- 
fault  divorce 
now  the  na- 
tional noi-m, 
many  manied 
women  are 
taking  jobs  at 
least  in  part 
as  insurance 
against  the 
possible  ad- 
vei*se  financial 
effects  of  di- 
vorce. And  the  fact  that  many  husbar 
ai*e  not  pitching  in  more  at  home  si 
gests  an  impUcit  awai'eness  that  mc 
than  "family  welfai'e"  is  prompting  th 
wives  to  earn  that  extra  paycheck. 


REAL  RATES  DON'V 
ALWAYS  STING  ' 

Tlie  economy  proves  veiy  adaptab! 

The  real  inflation-adjusted  fede: 
funds  rate  is  now  ninning  abc 
3. 1*7  (5..5'~<-  minus  a  2.4'T-.  12-month  r 
in  core  consumer  prices).  Since  thafi  ^ 
percentage  point  above  its  historical  i 
erage.  some  financial  tj-pes.  includi 
membei's  of  the  Federal  Reseixe's  Op  f 
Mai'ket  Committee,  have  ai'gued  tl  _ 
monetaiy  policy  is  too  restrictive. 

Economist    Joseph  LaVorgna 
Deutsche  Morgan  GrenfeU.  however, ; 
gues  that  it's  not  the  level  of  real  int  ' 
est  rates  but  significant  changes  in  ra' 
that  mattei'?.  From  December.  1993, 
December.  1994,  the  real  funds  n 
swung  from  -0.18^  to  2.8'^.  a  net  sh  ' 
of  thi'ee  percentage  points.  As  a  rest 
economic  growth  decelerated  fro: 
3.3<~f  pace  in  late  1994  to  just  1.6 
yeai"  later. 

But  after  the  real  funds  rate  stsy^ 
stable  in  1995.  the  economy  reaccel 
ated  to  a  3.3<~f  gi-owth  pace  by  the  el 
of  1996  and  4.3^r  in  the  fii'st  half  of  f 
-And  though  the  rate  has  crept  up  ^ 
half  a  percentage  point  this  yeai*.  theit'- 
stiU  no  sign  of  a  slowdown  ahead,  fc 
In  short,  says  La\  orgna,  the  econoi  j^ 
has  essentially  accUmated  itself  to  <  j, 
level  of  real  rates  pixxluced  by  the  Fe  . ' 
tightening  a  few  yeai"^  ago  and — b; ; 
ring  outside  shocks — is  unlikely  to  sll"- 
until  rates  move  significantly  higher.jr' 
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ERE  COMES  SANTA  CLAUS, 
ERE  COMES  SANTA  CLAUS 

'ong  job  markets  and  fat  wallets  should  keep  the  Grinch  away 


us.  ECONOMY 


HiRD-OUARTER  AUTO 
ALES  BURN  RUBBER 

DOMESTIC  AND  FOREIGN 
CARS  AHO  LIGHT  TRUCKS'  " 


Christmas?  Wait  a  minute.  It's 
only  September.  But  if  you're 
tailer,  you're  already  laying  in  goods  and  thinking 
it  merchandising  plans.  And  any  retailer  that  looks 
md  at  the  economy  right  now  has  got  to  be  mighty 
mistic  about  business  prospects  for  the  holiday 
ing  season. 

eading  into  autumn,  the  data  paint  the  most  vibrant 
are  of  consumer  fundamentals  in  not  just  years, 
in  decades.  Amid  the  strongest  labor  markets  since 
1970s,  workers  are  shedding  their  job  insecurities, 
their  confidence  soars,  they  are  shelling  out  big 
cs  for  homes,  cars,  and  other  big-ticket  iteins.  All 
while,  low  inflation  is  boosting  buying  power,  and 
k  market  gains  are  increasing  the  wealth  and  bor- 
ing clout  of  many  households.  The  best  part:  Thei-e 
;tle  on  the  horizon  to  suggest  that  any  of  this  is  go- 
to change  anytime  soon. 

After  taking  a  break  in  the 
second  quarter,  consumers  are 
back,  and  they  are  already  fu- 
eling economic  growth  in  the 
second  half.  Back-to-school 
buying  in  August  was  strong 
— the  best  in  eight  years,  by 
some  estimates.  Buoyant  home 
sales  ai'e  lifting  outlays  for  re- 
lated goods.  And  car-buying  is 
going  gangbusters,  helped  by 
incentive  programs  (chart), 
iles  of  domestic  and  imported  cai's  and  light  tnicks 
:  to  an  annual  rate  of  15.6  million  in  August,  above 
's  15.4  million  pace  and  up  shai-ply  fi'om  14.5  inillion 
Tie  second  quarter  Through  August,  the  thu-d  quar- 
1  sales  rate  was  the  highest  in  nine  years.  Auto 
s  are  on  track  to  add  nearly  a  percentage  point  to 
i-quarter  consumer  spending,  which  appears  to  be 
ving  at  an  annual  rate  of  better  than  4%. 

;  REAL  POWER  BEHIND  CONSUMERS  is  the  in 

sing  dynamism  of  the  labor  mai-kets,  as  seen  in  the 
;ust  employment  report,  and  strong  demand  will 
inue  to  support  gains  in  output  and  jobs  in  coming 
iths.  The  August  job  data  were  skewed  by  the 
ce  at  United  Pai-cel  Service  Inc.,  but  they  show  that 
gi-owth  remains  strong,  labor  markets  ai-e  tight,  and 
manufacturing  sector  is  gaining  momentum, 
he  UPS  stnke  showed  up  in  transportation  services, 


.       Ill     IV  II 

6!   11  ■'HI 

III' 

;RCtNT  CHANGE,  ANNUAL  RATE 
ILY  AND  AUGUST  AVERAGE 

iTAr  COMMERCE  OEPT,  BUSINESS  WEEK 


FACTORY  PAYROLLS 
ARE  PICKING  UP 
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where  August  employment  dropped  by  160,000.  As  a 
result,  total  payrolls  in  the  month  rose  only  49,000. 
Excluding  all  strike  effects,  such  as  additional  hiiing  by 
UPS  competitors  and  the  end  of  two  other  strikes  in  the 
auto  and  steel  industries,  the  Labor  Dept.  said  that 
overall  payrolls  would  have  increased  by  192,000. 

Moreover,  Labor  revised 
July  employment  up  by  neai-ly 
50,000,  resulting  in  a  monthly 
gain  of  365,000  jobs,  the  most 
in  a  year  and  a  half.  That 
means,  so  far  in  the  third 
quarter,  monthly  job  growth 
is  averaging  279,000,  faster 
than  the  first-half  pace  of 
233,000.  Even  excluding  recent 
boosts  from  education  payroUs, 
which  appear  to  be  distortions 
reflecting  Labor's  seasonal-adjustment  process,  growth 
in  private-sector  payrolls  is  averaging  199,000  per 
month  so  far  this  quarter,  not  much  below  their  212,000 
clip  in  the  fii'st  half. 

The  most  sui'prising  news  in  the  August  job  report 
was  a  47,000  increase  in  manufactiuing  payrolls  (chart). 
That  was  the  largest  monthly  gain  in  seven  years,  and 
combined  with  an  increase  in  the  workweek,  to  41.9 
houi's  from  41.8  houi's  in  July,  it  means  that  August  in- 
dustrial production  will  post  a  strong  advance  when  the 
numbers  come  out  on  Sept.  16. 

Robust  hiring  and  output  strongly  suggest  that  the 
first-half  buildup  in  business  inventories  was  mostly 
intentional  and  that  it  is  not  crimping  second-half  pro- 
duction. Indeed,  while  factoiy  inventories  rose  0.5% 
in  July,  sliipments  jumped  1.7%,  pushing  the  ratio  of  in- 
ventories to  sales  to  a  record-low  1.34.  And  the  ratio  in 
wholesaling  retreated  after  June's  sharp  rise. 

STRONG  LABOR  DEMAND  has  stretched  the  job  mar- 
kets unusually  thin.  Wliile  that's  great  for  consumer 
spending  prospects,  it  may  be  bad  for  inflation  and  in- 
terest rates.  The  unemployment  rate  edged  up  to  4.9% 
in  August,  from  4.8%  in  July,  but  if  employment  and 
the  labor  force  continue  to  grow  at  the  paces  recorded 
so  far  this  year,  joblessness  will  drop  further,  close  to 
4.5%  by  yearend. 

Such  tightness  is  changing  workers'  perceptions  of 
the  labor  market.  In  AugTist,  13.7%  of  all  unemployed 
people  voluntarily  left  their  last  jobs,  many  of  them  on 
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their  way  to  another,  perhaps  higher-paying,  job.  That 
percentage  has  risen  shaiply  in  recent  months  to  the 
highest  level  in  seven  years.  Also,  the  trend  in  the 
average  time  that  workers  are  unemployed  is  declining. 
These  signs  of  greater  turnover  suggest  that  workers 
are  increasingly  secure  about  job  prospects. 

They  also  imply  that  upward  pressure  on  wages  will 
continue  to  biuld,  at  least  gradually.  In  August,  average 
hourly  earnings  of  production  workers  rose  0.4%,  and 
were  up  3.6%  from  a  year  ago.  That  means  August  per- 
sonal income  probably  scored  another  solid  gain.  But  re- 
cent pay  hikes  in  key  industries  bear  watching.  Manu- 
factiuing  pay  in  August  jiunped  0.8%,  while  earnings  in 
finance  rose  0.9%-,  and  pay  in  wholesale  trade  soared 
1.1%.  The  inflationary  threat  from  the  combination  of 
strong  consumer-led  demand  and  unusually  tight  la- 
bor markets  may  well  be  moving  the  Federal  Resei-ve 
a  step  closer  to  raising  interest  rates  later  this  year. 

OF  COURSE,  PAY  GAINS  that  are  offset  by  produc 
tivity  are  not  inflationary.  And  in  the  second  quarter, 
nonfarm  output  per  houi'  worked  increased  at  a  2.7% 
annual  rate,  the  best  quarterly  showing  in  3^  years 
(chart).  The  gain  was  revised  upward  substantially, 
from  the  0.6%  increase  originally  reported,  reflecting  the 
large  upward  revision  to  the  quarter's  gi'oss  domestic 
product.  Still,  that  leaves  productivity  gi'owth  from  a 
year  ago  at  1.2%,  about  the  same  as  its  trend  rate 
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PRODUCTIVITY  GROWT 
PICKED  UPLASTOUARTI 
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A  PERCENT  CHANGE  FROM  PREVIOUS 
QUARTER,  ANNUAL  RATE 
DATA'  U80R  OEPT 


since  the  expansion  began  in  1991,  which  is  below  1 
1.4%  achieved  during  the  expansion  years  of  the  198 

In  a  Sept.  5  speech  at  Stan- 
ford University,  Federal  Re- 
serve Chairman  Alan  Green- 
span left  no  doubt  that  he 
beheves  that  the  official  num- 
bers are  understating  produc- 
tivity growth.  However,  he 
drew  a  key  distinction  be- 
tween that  point  and  anoth- 
er. "Nonetheless,"  he  said, 
"the  still  open  question  is 
whether  productivity  growth 
is  in  the  process  of  picking  up.  For  it  is  the  answer 
this  question  that  is  material  to  the  current  debate 
tween  those  who  argue  that  the  economy  is  enterinj 
'new  era'  of  greatly  enhanced  sustainable  growth  s 
unusually  high  resource  utilization,  and  those  who 
not."  This  latter  question  is  the  one  that  is  crucial 
future  poHcy  decisions. 

If  the  Fed  does  decide  to  raise  interest  rates, 
would  no  doubt  roil  the  financial  markets,  which  c 
rently  appear  somewhat  inured  to  a  status  quo  poli 
However,  a  rate  hike  would  not  likely  change  the  ec 
omy's  bright  outlook  between  now  and  the  holidays, 
as  any  retailer  would  remind  you:  Only  86  more  sb 
ping  days  'til  Christmas. 


\ 


A  RATE  HIKE  WON'T  SLOW  THIS  JUGGERNAUT 


With  domestic  demand  firing 
on  all  cylinders,  thanks  to 
very  low  interest  rates,  the  Bank 
of  Canada  is  close  to  raising  rates 
for  the  second  time  this  year. 
Canada's  real  gross  domestic 
product  rose  at  a  4.9% 
annual  rate  in  the  sec- 
ond quarter,  the 
strongest  advance  in 
2y.  yeai's,  and  econo- 
mists now  think  sec- 
ond-half gi-owth  will 
exceed  4%.  Growth  is 
faster  than  the  BOC  ex- 
pected, and  it  is  ab- 
sorbing excess  output 
capacity  more  I'apidly 
than  anticipated. 

With  long-term  interest  rates 
having  fallen  ft-om  more  than  9% 
in  1994  to  only  4.5%,  and  with 
confidence  in  the  job  markets  ris- 
ing, consumer  spending  on  hous- 


JOB  GROWTH  KICKS 
INTO  A  HIGHER  GEAR 
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ing  and  big-ticket  goods  such  as 
autos,  furniture,  and  appliances  is 
leading  the  groM^th  surge.  With 
new-home  inventory  at  a  10-year 
low,  homebuilding  is  expected  to 
rise  19%  this  year.  Capital  spend- 
ing is  up  20%  from  a 
year  ago,  and  invento- 
ries generally  are 
skimpy  relative  to  de- 
mand. In  July,  a 
record  19%  of  facto- 
ries said  inventories 
were  too  low. 

The  economy's  vig- 
or is  taking  up  the 
slack  in  the  job  mar- 
kets. Employment  in 
August  rose  by  55,000,  led  by  ser- 
vices, transportation,  communica- 
tions, and  manufacturing.  Since 
January,  payrolls  have  jumped  by 
277,000,  the  largest  six-month 
gain  in  three  years  (chart).  The 


jobless  rate  dipped  to  9%  last 
month,  down  a  percentage  point 
from  a  year  ago  and  the  lowest  i 
seven  years. 

A  key  problem:  Strong  demanc 
is  sucking  in  im^ports.  The  trade 
surplus  is  only  half  its  year-ago 
level,  and  the  current  account, 
which  includes  services  and  cer- 
tain financial  flows,  is  in  a  deficit 
putting  downward  pressure  on 
the  currency.  And  the  weak  Can; 
dian  dollar  has  made  monetary 
policy  even  more  accommodative 

With  overnight  r-ates  currently 
at  3.5%  and  July  inflation  at  only 
1.9%,  real  rates  are  a  low  1.6%, 
compared  with  the  3%  long-term 
average.  With  growth  so  strong, 
the  economy  will  use  up  its  spare 
capacity  by  the  end  of  next  year, 
or  before,  and  the  BOC  will  move 
policy  gi'adually  to  a  more  neutn 
stance  before  that  happens. 
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INTRODUCING 


THE  PERFECT 


SfOTEBOOK  FOR 


1997.  AND  1998. 


AND  1999... 


AST®  introduces  the  long-term  notebook  solution. 

It's  very  simple  The  Ascentia  "  M  Series  from  AST 
provides  a  full  range  oj  powerful  technoloijies  designed 
to  support  shared  peripherals  So,  now  you  don't  have 
to  worry  about  which  docking  station  goes  with  what 
notebook,  because  docking  stations  and  peripherals 
are  common  throughout  the  line,  including  the  next 
lUneration  oj  Ascentia  notebooks  The  result  is  a 
simplified  notebook  solution  that  will  make  your  job 
easier  today  and  tomorrow  Visit  us  at  www  ast  com 
for  more  information  about  AST  Ascentia  M  note- 
books featuring  Intel'"^  Pentium'"  processors  with 
A4A4X'"  technology.  Or  call  us  at  1-800-945-2278. 


Ascentia  M 

Up  to  235  MHz 
Intel  Pentium  processor 
with  MMX 


12  1"  DSTN  to  13  r  XCA 
TFT  Active  Matrix  screen 

U  to  64  MB  RAM 
expandable  to  1  28  MB 

512  KB  L2  cache 

Upto4  0CB  UltraDMA 
hard  disk  drive 

2UX  maximum  speed  CD-ROM 


Universal  Serial  Bus 
and  CardBus 

Lilon  battery 

Three  dockmg  solutions 


Choice  of  Microsoft*  Windows"  95 
or  Windows  NT'  4  (J 
operating  systems 


COMPUTER 
Working  jor  your  business' 
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News:  Analysis  &  Commentary 


THE  INTERNET 


ANSWERED  PRAYERS 
AT  AMERICA  ONLINE 


After  a  series  of 
setbacks,  AOUs 
WorldCom  deal 
charms  investors 

All  of  a  sudden,  the  company  that 
could  do  nothing  right  is  once 
more  the  darling  of  Wall  Street. 
On  Sept.  8,  shai'es  of  America  On- 
line Inc.  jumped  9%,  to  close  at  76^, — 
more  than  double  the  level  the  stock 
was  trading  at  in  January.  The  propel- 
lant:  In  one  complex  transaction,  aol 
managed  to  unload  an  expensive  and 
hai'd-to-manage  data  network  operation, 
boost  its  audience  by  neai'ly  30%,  beef 
up  its  overseas  operations — and  still 
come  out  $250  million  ahead.  "The  deal 
is  a  big  positive  for  aol,"  says  Jonathan 
Cohen,  a  managing  director  at  UBS  Se- 
curities. "It  represents  a  significant 
step"  toward  aol's  goal  of  recasting  it- 
self as  a  media  company. 

It's  also  a  reprieve  for  Stephen  M. 
Case,  aol's  39-year-old  CEO,  who  had 
been  catching  a  lot  of  flack  on  Wall 
Street  and  from  customers  for  the 
shortcomings  of  the  No.  1  online  ser- 
vice. "We've  made  a  lot  of  progi'ess  by 
successfully  reinventing  and  refoeusing 
the  company  and  rebuilding  momen- 
tum," he  says.  With  his  Sept.  8  deal — in 
which  AOL  agreed  to  give  WorldCom 


Inc.  aol's  communications  operation 
(ANS  Communications)  in  exchange  for 
the  subscribers  of  CompuServe's  ser- 
\ice  that  WorldCom  is  buying  fi-om  H&R 
Block — Case  convinced  investors  and 
industry  analysts  that  he  can  tum  the 
sti-ugghng  online  giant  around. 

In  the  past  year,  aol  has  suffered  a 
series  of  setbacks  and  embarrassing 
gaffes.  Last  September,  after  years  of 
assuring  skeptical  analysts  that  aol's 
accounting  methods  were  pnident.  Case 
shocked  Wall  Street  by  amiouncing  that 
the  company  would  move  to  a  more 
consei"vative  way  of  accounting  for  mai'- 
keting  costs — a  change  that  effectively 
wiped  out  previous  profits.  In  Januaiy,  a 
shortage  of  network  modems  left  irate 
AOL  subscribers  unable  to  log  on.  aol 
laid  another  egg  in  July  when  it  an- 
nounced plans  to  sell  subscriber  Hsts  to 
mass  mailers.  A  storm  of  protest  forced 
the  company  to  drop  the  plan. 
SHIFTING  CUSTOMERS.  Customers  may 
still  be  wary.  Imleed,  AOL  is  trying  to 
assure  technically  savvy  CompuServe 
users  that  their  service  won't  be  con- 
verted to  the  more  entertainment- 
oriented  AOL  format.  On  Sept.  9,  Case 
spent  the  day  in  Columbus,  Ohio,  hud- 
dling with  CompuServe  execs  to  dis- 
cuss how  to  assimilate  customers  with- 
out angering  them. 

If  Case  can  pull  it  off,  liis  latest  deal 
sets  the  stage  for  aol  to  prove  that  its 
long-held  vision  of  cyberspace  as  the 
next  gi'eat  mass  medium  is  coirect — and 
profitable.  Instead  of  deiiving  revenue 


fi'om  the  monthly  fees  of  an  ever  grc 
ing  pool  of  subscribers,  the  company  -v 
now  derive  gi'owth  from  advertising  e 
transaction  fees,  wliich  were  just  5.6% 
sales  in  fiscal  1996  and  12.4%  in  1997 
By  shedding  the  ans  unit,  which  h 
died  the  mind-boggling  task  of  Knk 
some  9  milhon  customers  to  aol's  hi 
ch'eds  of  content  ai-eas,  Case  can  now 
cus  on  building  his  mass-media  mod* 
"They  were  managing  too  many 
businesses  with  too  many 
moving  parts,"  says  cnet 
CEO  Halsey  Minor.  Under 
a  five-year  contract,  aol 
will  buy  network  ser- 


CEO  CASE: 

Mass-))iedia 
mogtd? 


AA  M  E  Ryl^C  A 


WHAT  AOL  GETS 


M 


More 


subscrib) 


By  trading  its  ANS  Communications 
network  business  to  WorldCom,  AOL 
moves  closer  to  becoming  a  pure 
media  company,  providing  online 
content  supported  by  advertising 
and  E-commerce  revenues. 


In  return  for  ANS,  WorldConriS 
handing  over  CompuServe's  \1 
service,  which  has  2.6  millic  ' 
subscribers.  That  brings  AOI;' 
membership  to  11.5  million- 
mass-market  range.  j 
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>s  from  WorldCom,  a  long-distance 
ipany  that  runs  the  woi'ld's  largest 
jmet-access  network.  The  price,  says 
rldCom,  is  little  more  than  what  aol 
)aying  with  ans  in-house.  And  the 
1  frees  AOL  ft'om  having  to  invest  in 
ivork  improvements.  WorldCom  also 
?w  in  $175  miUion. 

The  other  key  aspect  of 
the  deal  is  aol's  acquisi- 
tion of  CompuServe's 
2.6-million  customer 
base — a  move  that 
wlU  put  the  AOL  au- 
dience at  11.6  mil- 
ion.  Suddenly, 
Case  has  the  crit- 
ical mass  of  sub- 
scribers and  the 
cori^orate  structui'e 
to  pursue  his  mass- 
media  strategy.  Af- 
ter the  World- 


Com  deal  is  concluded,  aol  will  com- 
mand 54%  of  the  U.  S.  online-service 
mai'ket,  up  from  45%  today,  according  to 
International  Data  Corp.  By  contrast, 
second-place  Microsoft  Network  has  just 
2.3  million  subscribers,  "aol  was  already 
very,  very  far  ahead  of  us  in  the  Inter- 
net-access business,  even  without  Com- 
puServe," concedes  Laiu^a  Jennings,  vice- 
president  of  Microsoft  Network. 
HOOKING  ADVERTISERS.  But  while  AOL 
has  left  its  longtime  online  rivals  in  the 
dust,  new  ones  have  shown  up  to  chal- 
lenge its  mass-media  plan.  Yahoo!,  Ex- 
cite, and  other  Internet  search-engine 
companies  have  begim  offering  gobs  of 
content  on  everything  from  sports  to 
local  entertainment  listings — much  of  it 
with  advertising  support.  Even  more 
threatening  may  be  such  rivals  as  Mi- 
crosoft Corp.'s  WebTV,  which  is  tiying  to 
bring  the  Web  to  the  masses  via  TV 
(page  96).  On  Sept.  22,  Internet  startup 
CNET  will  launch  Snap!  Online,  a  free 
Net  sei-vice  aimed  dii'ectly  at  aol. 

To  succeed,  aol  has  to  Hne  up  the 
progi'amming  to  keep  12  million  cus- 
tomers glued  to  their  PCs — and  get 
advertisers  to  pay  for  access  to  those 
"eyeballs."  Already,  advertisers  are 
warming  to  the  prospects  of  such  a 
massive  online  audience.  "With  fresh 
V     consumers  going  to  online  services 
and  the  Internet,  AOL  will  be 
powerful,  and  it  vdll  proba- 
bly be  a  smart  place  to 
target  consumers,"  says 
Julie  M.  Bauer,  an  ex- 
ecutive vice-president 
at  ad  agency  Saatchi 
&  Saatchi,  which  had- 
n't considered  aol  a 
top  venue  before. 

To  keep  advertisers 
coming.  Case  needs  to 
invest  in  new  progi'am- 
ming.  That's  why  the 
$250  million  from  the 
Sept.  8  deal  is  so  welcome. 
aol  had  less  than  $200  mil- 
lion in  cash  on  hand  before 
the  deal,  and  to  fund  develop- 
ment, it  had  been  trying  to  sell 
eqviity  stakes  in  existing  proper- 
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ties.  AOL  won't  comment  on  its  plans 
for  those  placements  now. 

AOL  already  has  been  spiffing  up  its 
content.  This  fall,  the  company  will  pre- 
view a  software  update  code-named 
Casablanca  that  it  says  will  be  easier  to 
use  and  that  incoiporates  TV-like  "video 
streaming."  New  programming  will  in- 
clude a  site  for  celebrity  chats,  news 
on  films  and  TV  shows,  and  behind-the- 


RNATIONAL  REACH 

is  850,000  CompuServe 
s  in  Europe  on  top 
00,000  it  already  has.  In 
,  AOL  picks  up  an 
al  300,000  CompuServe 
s  elsewhere  in  the  world. 


CASH 


REfiULATORS'ATTEIITION 


WorldCom  also  gives  AOL 
$175  million  in  cash  as  partial 
payment  for  ANS,  and  Bertelsmann 
is  giving  AOL  $75  million  in  cash 
for  its  half  of  CompuServe's  Euro- 
pean business. 


All  this  activity  will  attract  the 
attention  of  the  Justice  Dept.  It 
had  already  made  inquiries  while 
AOL,  the  No.  1  online  company, 
was  considering  a  bid  for 
CompuServe,  No.  3  in  the  U.S. 
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scenes  looks  at  movies  in  the  making. 
AOL  also  has  in  the  works  a  site  for 
women,  called  Electra,  and  it  will  offer  a 
new  service  called  Driveway,  which  lets 
users  get  custom  news  feeds. 

One  measure  of  aol's  success  in  con- 
tent is  how  subscribers  use  the  system, 
which  has  become  one  of  the  most  pop- 
ular gateways  to  the  World  Wide  Web. 
The  comj3any  says  users  still  spend  35% 
of  their  time  in  aol's  proprietaiy  con- 
tent areas — places  such  as  Love@AOL,  a 
romance-oriented  site,  and  Motley  Fool, 
an  investment-advice  comer.  (Business 
Week  Online  appears  on  aol). 

Still,  to  boost  ad  revenues,  aol  must 
continue  to  improve  progi'amming  to 
keep  Net  siufers  in  the  ad  space  it  con- 
trols. "What  aol  is  up  against  is  bil- 
hons  of  dollars  throwm  at  development 
of  seiTices  on  the  Net,"  says  David  Si- 
mons, managing  director  of  Digital 
Video  Investments,  a  research  boutique. 
INFLUX.  The  nen'  deal  will  present  aol's 
managers  witl.  /resh  challenges,  too.  It 
won't  be  a  long  tenn  coup,  for  instance,  if 
aol  loses  the  CompuServe  audience. 
Case  maintains  that  he  won't  mess  with 
CompuSei'\"e's  foiTnula  and  will  keep  the 
systems  separate  for  now — except  for 
when  he's  selling  ads.  "The  combination 
of  the  two  audiences  togethei"  make  it  a 
more-than-attractive  buy  for  some  ad- 
vertisers— the  way  cable  companies  sell 
packages  of  networks  together." 

aol  will  also  have  to  work  hard  to 
hold  the  CompuSei-v'e  customers  it  in- 
herits in  Europe.  Tlie  influx  makes  aol 
the  largest  online  coinjjany  in  the  mai'- 
ket,  with  1.5  million  subscribers.  In 
Britain,  aol  will  have  a  stronghold  with 
48%  of  the  market,  says  Nick  Gibson, 
an  Internet  analyst  at  Durlacher  Re- 
search in  London.  But  in  many  other 
countries,  aol  faces  fonnidable  competi- 
tion from  national  phone  companies  in 
Intemet  senice. 

Back  in  the  U.  S.,  Case  may  face  reg- 
ulatoi-y  hurdles.  The  Justice  Dept.  has 
already  said  it  will  look  into  aol's  deal 
with  WorldCom  and  WorldCom's  buy  of 
CompuServe,  aol  insiders  say  Justice 
began  asking  questions  when  it  learned 
that  the  company  might  bid  for  Compu- 
Sei^ve  earlier  this  year  Theu*  likely  con- 
cerns: that  aol's  heft  could  enable  it  to 
control  prices  in  the  online  market  and 
that  WorldCom's  size  would  allow  it  to 
do  the  same  for  Intemet  access.  Case 
predicts  that  his  deal  will  close  within 
sLx  months  with  httle  interference  fi-om 
the  trustbustei's.  "The  Internet  is  an 
extraordinarily  competitive  marketj)lace 
with  thousands  of  providers,"  he  says. 
All  with  their  eyes  on  him. 

By  Catherine  Yang  in  Washington, 
with  Paul  M.  Eng  in  New  York,  Linda 
Himelstein  in  San  Francisco,  and  bu- 
reau reporis 


MEDIA 


PLAYING 
FOR  KEEPS 

The  sky's  the  hmit  as  media 
moguls  bid  for  sports 
assets  to  hook  their 
lucrative  audiences 


As  a  sports  fan,  Rupert  Mur- 
doch might  not  know  a  pitch 
from  a  punt.  But  Murdoch 
may  have  set  the  world's 
record  for  speed-dialing  when  he 
heard  from  investment  bankers  in  Jan- 
uaiy  that  Peter  O'Malley,  owmer  of  the 
Los  Angeles  Dodgers,  was  putting  the 
storied  ball  club  up  for  sale.  The  Aus- 
tralian-born mogul,  who  built  an  em- 
pire on  deals,  had  another  trophy  in  his 
sights.  On  Sept.  5,  he  bagged  it,  agree- 
ing to  pay  $350  million  for  the  Dodgers, 
nearly  double  the  $193  miUion  the  Bal- 
timore Orioles  fetched  four  years  ago. 

Thi-ee  years  after  upsetting  the  bal- 
ance of  TV  sports  with  a  $1.58  biUion 
deal  for  National  Football  League 
games,  Murdoch  has  blitzed  his  way 
through  the  U.  S.  sports  scene  like  an 
all-pro  linebacker.  Mui'doch,  who  con- 
trols one  network  and  two  cable  chan- 
nels, now  has  contracts  to  show  virtual- 
ly eveiy  pro  or  college  sport  in  the  land. 
And,  with  deals  pending  to  buy  the 
Dodgers  and  part  of  the  New  York 
Knickerbockei"s  and  New  Yoi'k  Rangei-s, 
he  has  joined  the  fastest-gi-owing  team 
in  America  as  well:  media  moguls  who 
collect  teams  and  TV  rights  to  sporting 
events  to  attract  an  audience  for  their 
ever-expanding  broadcast  empires. 
SUREFIRE  STRATEGY.  You  might  want 
to  check  your  lineup  card  (table).  Time 
Warner  Inc.  owns  baseball,  basketball, 
and  hockey  teams.  Walt  Disney  Co. 
owTis  the  Mighty  Ducks  of  Anaheim  and 
the  Anaheim  Angels.  Even  tiny  Adel- 
phia  Communications  Corp.,  a  cable 
company  with  1.9  miUion  subscribers  on 
the  East  Coast,  owns  a  25%  stake  in 
the  Buffalo  Sabres  hockey  team.  Today, 
52  public  companies  own  at  least  a  piece 
of  the  130-odd  major  sports  teams  in 
America,  says  Paul  J.  Much,  managing 
director  of  investment  banker  Houlihan, 


TV  Sports: 
Who's  on  First 


TIME  WARNER  IT 

TNT,  CNN-SI  cable  channels,  WTBS  SP 
station;  Atlanta  Braves,  Atlanta  Ha\ 
Atlanta  Thrashers  hockey  franchise 


1^ 


NEWS  CORP. 

Fox  Network,  Fox  Sports  Net  (joint 
owned  with  Telecommunications  Ir 
fx  cable  channel  Qointly  owned  wit 
Los  Angeles  Dodgers  (deal  pending 
World  Football  League  Qointly  owni 

Lokey,  Howard  &  Zukin  Investme 
Management  Inc.  At  least  a  third  a 
media  companies.  For  them,  "sporjt 
ft'anchises  are  software,  something 
put  thi'ough  theii'  distribution  pipeline 
says  Much. 

Media  companies  snap  up  spoi 
teams  and  progi'amming  for  one  si: 
pie,  hugely  compeUing  reason:  In  t 
fragmenting  American  TV  audienc 
sports  is  the  only  sui'efire  way  to  lane 
substantial  and  predictable  audiem 
And  that  can  make  all  the  different 


'iational  Football  League),  New 
ks  and  Rangers  (deal  pending 
wership  with  TCI) 

NEY  CO. 

:SPN  (80%  ownership),  Disney 
Mighty  Ducks  of  Anaheim, 
Angels  (25%  ownership  and 
rights  with  option  to  buy 
I  stake) 

ELECTRIC 

lovk,  MSNBC;  Madison  Square 
Jew  York  Knicks,  New  York 
15%  owned) 


TRIBUNE  CO. 

WGN  superstation,  Chicago  Cubs 
COMCAST  CORP. 

Cable-television  systems,  SportsNet 
sports  channel;  Philadelphia  76ers, 
Philadelphia  Flyers  (66%  owned) 

CABLEVISION 

Cable-television  systems,  regional 
sports  channels  (45%  owned); 
Madison  Square  Garden,  New  York 
Knicks,  New  York  Rangers 
(45%  ownership) 
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ask  Ted  Turner.  Until  he  paid  $496 
on  for  cable  rights  to  nfl  games 
391,  his  TNT  was  just  a  second-rate 
s  channel  running  old  movies.  Now 
vies  with  usA  Networks  for  top 
:  among  cable  channels, 
ootball  catapulted  Fox  into  the  big 
ues  as  well.  The  $1.58  billion  it  paid 
the  NFL  contract  also  brought  it  a 
;h  of  CBS  affiliates,  which  defected  to 
)  the  games  that  CBS  used  to  have, 
le  wonder,  then,  that  when  the  nfl 
;  its  TV  contracts  up  for  renewal 


soon,  the  bidding  is  expected  to  take 
in  nearly  $7  billion.  Murdoch's  fx  cable 
channel  is  inmored  to  be  after  the  tnt 
contract;  CBS  could  take  on  abc  Monday 
Night  Football. 

"Sports  progi'amming  sells  anywhere, 
anytime,"  says  News  Coip.  Co-chief  Op- 
erating Officer  Chase  Carey:  "It's  un- 
predictable, unscripted."  It's  also  big 
business,  with  $3.7  billion  in  network 
ad  sales  last  year,  according  to  Com- 
petitive Media  Reporting.  Sports  is  es- 
pecially powerful  on  cable,  where  foot- 


ball and  World  Wrestling  Federation 
matches  usually  head  the  ratings  list. 

Even  oldies  sell:  Classic  Sports,  a 
thi'ee-yeai-old  renm  network  that  reach- 
es only  11  million  homes,  went  for  a 
steep  $175  million  on  Sept.  3.  The  win- 
ner was  ESPN,  which  is  80%  owned  by 
Disney.  The  losers:  a  consortium  that 
included  Fox  Sports  and  Cablevision. 
Disney  plans  to  air  Wide  World  of 
Sports  and  other  shows  from  the 
archives  of  Disney's  abc  unit. 
PAYBACKS?  Increasingly,  though,  media 
companies  find  it  cost-effective  to  own 
the  teams  that  draw  the  audience.  An 
owner  may  lose  money  at  the  gate,  but 
gets  some  back  by  paying  himself  for 
broadcast  rights.  That's  why  Philadel- 
phia-based Comcast  Corp.  last  spring 
bought  a  majority  stake  in  the  Spectiiun 
arena,  the  Philadelphia  76ers  basketball 
team,  and  Flyers  hockey  team  for  $250 
million.  On  Oct.  1,  Comcast  will  send  its 
newly  created  SportsNet  channel  to  as 
many  as  2.6  million  cable  subscribers. 
"In  today's  biz  it  takes  everything,  it 
takes  the  teams,  the  building,  and  the 
network,"  says  Jack  L.  Williams, 
SportsNet's  president  and  ceo. 

As  media  moguls  move  to  snap  up 
more  sports  franchises  there  will  be  no 
dearth  of  sellers.  Many  team  owners 
are  losing  millions  a  year  paying  their 
stars'  hefty  salaries.  Media  companies, 
however,  can  run  the  teams  as  loss 
leaders  and  more  than  make  up  the  dif- 
ference on  ad  and  subscription  fees. 
"There  will  be  increasing  migi-ation  of 
sports  to  regional  cable  opei'ators,"  says 
Dennis  J.  FitzSimons,  president  of  Tri- 
bune Broadcasting  Co.  Tribune,  which 
owns  the  Chicago  Cubs  and  canies  theii- 
games  on  its  wgn  cable  superstation, 
might  look  at  teams  in  other  markets, 
says  FitzSimons. 

Even  with  healthy  advertising  and 
cable  revenue,  paybacks  may  be  elusive 
at  today's  prices.  Mui'doch  is  expected  to 
pay  $350  million  for  the  Dodgers,  a 
hefty  25  times  the  team's  expected  earn- 
ings this  year.  But  the  Dodgers  have  a 
multinational  lineup  that  includes  star 
players  fi-om  Mexico,  Korea,  and  Japan. 
And,  while  cuirent  Major  League  Base- 
ball niles  proMbit  indi\idual  teams  fi"om 
selling  TV  rights  overseas,  Murdoch  no 
doubt  is  betting  that  he'll  someday  have 
a  chance  to  bounce  signals  fi-om  Dodger 
Stadium  to  his  sateUites  hovering  over 
Asia,  Latin  America,  and  elsewhere. 
That's  the  kind  of  sport  that  Rupert 
Murdoch  likes  best. 

By  Ronald  Grover  in  Los  Angeles, 
with  Amy  Barrett  in  Philadelphia, 
Richard  A.  Melcher  in  Chicago,  and 
Nicole  Harms  in  Atlanta 
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FREER  TRADE  GETS  AN  UNFRIENDLY  RECEPTION 


President  Clinton  kicked  off  his  cam- 
paign to  secure  "fast  track"  authority 
to  negotiate  trade  deals  on  Sept.  10. 
His  objective  is  to  expand  existing  free- 
trade  deals  such  as  the  North  American 
Free  Trade  Agreement.  Americans,  how- 
ever, don't  think  much  of  fast-track  power,  and  they 

FOR  AND  AGAINST 

Do  you  favor  or  oppose  NAFTA,  the  North  American  Free  Trade 
Agreement  signed  by  Canada,  Mexico,  and  the  United  States? 

APRIL '95  SEPT. '97 

Favor  48%  42% 

Oppose  39%  36% 

Don't  know  13%   22% 

WHO  BENEFITS? 

Do  you  think  Mexico,  Canada,  and  the  United  States  have 
benefited  from,  been  harmed  by,  or  have  not  been  much 
affected  by  NAFEA? 

BENEFITED        HARMED  NOT  DON'T 


Mexico 

April  '95   51%  13% 

Sept.  '97   57%  7% 

Canada 

April  '95   29%  8% 

Sept.  '97   29%  5% 

United  States 

April  '95   23%  30% 

Sept.  '97   26%  34% 


AFFECTED 

...  22% .. 
....15%.. 


KNOW 


.40% 
.34% 

.35% 
.23% 


.14% 
.21% 

.23% 
32% 

12% 
17% 


PERSONAL  EFFECTS 

Do  you  think  you  have  personally  benefited  from,  been  harmed 
by,  or  not  been  much  affected  by  NAFTA? 

Have  benefited  7% 

Have  been  harmed  12% 

Not  been  affected  71% 

Don't  know  10% 


IS  BIGGER  BEHER? 

President  Clinton  wants  to  extend  NAFTA  to  include  other 
Latin  American  countries.  Do  you  favor  or  oppose  this  plan? 

Favor  34% 

Oppose  54% 

Don't  know  12% 

FAST-TRACK  FACTOR 

President  Clinton  is  asking  Congress  to  renew  fast-track 
authority  for  him,  so  he  can  negotiate  trade  deals  with  other 
countries.  Should  Congress  renew  fast-track  authority  for  the 
President  or  not? 

Should  renew  fast-track  authority  36% 

Should  not  renew  fast-track  authority  54% 

Don't  know  10% 

SMALL  PRINT  ~~~~  ~ 

NAFTA  includes  side  deals  covering  envirorunental  and  labor 
standard  protections  in  Mexico  and  Canada.  Do  you  think  such 


Americans. 


don't  want  freer  trade.  Most  support 
NAFTA  as  is,  although  they  say  it  hasn't 
affected  them  personally.  They  worry 
that  future  deals  will  hurt  jobs  and  eat 
into  wages.  Support  for  Clinton's  plan  is 
strongest  among  younger,  better-educated 
Overall,  Democrats  oppose  expanding  NAFTA. 


side  deals  should  be  included  in  any  extensions  of  NAFEA  to 
other  Latin  American  countries  or  not? 

Should  be  included  49% 

Should  not  be  included  40% 

Don't  know  11% 

ENVIRONMENTAL  ISSUES 

In  your  opinion,  should  U.S.  free-trade  agreements  with  other 
countries  seek  to  protect  the  environment  or  not? 

Should  seek  to  protect  environment  87% 

Should  not  seek  to  protect  environment  10% 

Don't  know  3% 

UBOR  LOVE 

Should  free-trade  agreements  with  other  countries  aim  to 
lift  the  labor  standards  for  workers  in  other  countries  or 
not? 

Should  aim  to  lift  labor  standards  73% 

Should  not  aim  to  lift  standards  20% 

Don't  know  7% 

JOB  GENESIS 

Do  you  think  that  expanded  trade  leads  to  an  increase  or 
decrease  in  the  number  of  U.S.  jobs? 

Increase  in  jobs  37% 

Decrease  in  jobs  56% 

Don't  know  7% 

POCKETBOOK  POWER 

Do  you  think  that  expanded  trade  leads  to  lower  wages  or 
higher  wages  for  Americans,  or  does  it  make  no  difference? 

Higher  wages   17% 

Lower  wages   40% 

Makes  no  difference  38% 

Don't  know  5% 

COMPARING  PERILS 

Which  of  these  four  is  the  biggest  threat  to  American  jobs — 
technological  change,  too  much  regulation,  cheap  foreign 
labor,  or  competition  with  imports? 

Technological  change  12% 

Too  much  regulation  15% 

Cheap  foreign  labor  56% 

Competition  with  imports  17% 

EDITED  BY  KEITH  H.  HAMMONDS 

Survey  of  1,010  adults  conducted  Sept.  3-7,  1997,  for  business 
WEEK  by  Louis  Harris  &  Associates  Inc.  For  complete  results  of  this 
poll,  go  to:  www.businessweek.com  or  America  Online,  Keyword:  BW 
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PEN  WARFARE 
/ER  OPEN  SKIES' 

lines  bicker  about  how  hard  to  press  Japan 


5  classic  trade-war  rhetoric.  One  side 
jcuses  the  other  of  orchestrating  a 
ick  PR  campaign  designed  to  inflame 
jnalism.  The  other  derides  its  oppo- 
;s'  stance  and  says  the  long-term 
th  of  an  entire  industry  is  at  stake, 
ut  there's  a  twist.  The  two  sides 
I't  feuding  nations.  They're  differ- 
camps  within  the  U.  S.  airline 
istry  bickering  over  how  the 
ton  Administration  should  ne- 
ate  a  new  aviation  pact  with 
m.  Northwest  Aii'hnes  Inc.  is 
iring  off  against  U.  S.  rivals,  in- 
ing  American,  Continental,  and 
;ed,  in  a  lobbying  war  that  will 
le  the  market  for  one  of  the 
t  lucrative  air  routes  in  the 
Id  (table).  Passengers  on  those 
es  are  expected  to  double  in 
iber  over  the  next  dozen  years 
isia  becomes  the  destination  for 
e  than  half  the  world's  flights, 
orthwest,  the  dominant  U.  S. 
er  in  the  market,  is  pushing 
hington  to  insist  on  an  all-out 
i-skies  agreement  that  would 
N  U.  S.  carriers  to  build  more 
from  Japan  to  other  Asian 
inations — something  the  Japa- 
;  have  begun  to  restrict.  But 
ted  Airlines  Inc.,  the  No.  2 

carrier,  is  lining  up  with  oth- 
irlines  that  see  an  incremental 
ling  of  air  routes  to  Japan  as 
best  deal  now,  one  that  would 
:hem  start  expanding  transpa- 

operations  immediately. 
I4G  TENSIONS.  Northwest  warns  ['fr}? 

Japan  would  use  a  compromise 

to  resist  fully  opening  its  skies 
le  future.  Negotiator's  ai"e  set  to 
lown  again  on  Sept.  22  in  Tol^yo, 

airline  executives  and  U.  S.  of- 
,1s  say  the  two  countries  are 
e  to  a  compromise  that  would 
ificantly  enlarge  the  $10  billion 
ket — but  stop  well  short  of  the 
m  skies"  that  Northwest  is 
lung.  If  U.  S.  negotiators  "stub- 
ily  insist  on  open  skies,  there  will  be 
)rogress,"  wanis  Jii"o  Hanyu,  deputy 
etor  general  of  Japan's  Civil  Aviation 
eau. 

Jorthwest's  best  hope  may  be  the 
ng  wave  of  U.  S.-Japan  trade  ten- 
is,  which  could  make  it  tougher  for 
sident  Clinton  to  compromise.  With 
U.  S.'s  monthly  trade  deficit  with 


Japan  swelling  beyond  $4  billion,  ten- 
sions are  rising.  On  Sept.  4,  Washington 
slapped  fees  on  Japanese  container  ships 
in  retaliation  for  Japanese  restrictions  on 
U.  S.  vessels.  On  Sept.  9,  Ti-easuiy  Sec- 
retary Robert  E.  Rubin  said  that  Japan 
faced  "a  substantial  challenge"  to  boost 
its  economy  through  domestic  demand 


cess  to  Northwest,  Japan  AirUnes,  and 
Pan  American.  In  1985,  United  bought 
Pan  Am's  routes — but  it's  forbidden  fi'om 
offering  a  lai'ge  number  of  flights  fi-om  its 
Chicago  and  Denver  hubs.  Most  other 
carriers  have  almost  no  access.  Delta  Air 
Lines  Inc.,  for  example,  can't  fly  from 
its  Atlanta  hub  to  Japan  and  flies  fewer 
than  two  flights  a  day  from  the  U.  S.  to 
Tokyo.  The  r-esult:  Northwest,  .jal,  and 
United  fly  more  than  75%  of  round  trips 
between  the  two  countries. 

But  the  impetus   


for  the  current 
round  of  talks  came 
not  from  North- 
west's rivals  but 
from  Federal  Ex- 


FLYING  SOLO? 

Northwest  stands 
alone  in  seeking 
an  unrestricted 
Japanese  market 


UNFRIENDLY  SKIES 

Airlines  have  different  goals  in  the  battle  over  landing  rights: 

NORTHWEST  The  biggest  player  in  the  market  opposes  a  compromise  deal  that 
would  introduce  more  competition  from  Japan  without  giving  Northwest  new 


UNITED  The  No.  2  player  among  U.S.  carriers  wants  the  right  to  fly  more  often 
from  its  Chicago  and  Denver  hubs  to  Japan,  even  if  that  means  more  competition 

AMERICAN,  CONTINENTAL,  DELTA  Would  allow  more  competition  if  their  cur- 
rent meager  rights  expanded,  particularly  from  hubs 

ALL  NIPPON  AIRWAYS  Seeks  to  become  the  second  Japanese  carrier  with  broad 
landing  rights  in  the  U.S. 

JAPAN  AIRLINES  Wants  the  right  to  land  in  one  U.S.  city  and  continue  on  to 
others. 


rather  than  through  exports — a  warning 
that  roiled  ciuTency  markets.  Ah'  travel, 
in  which  the  U.  S.  enjoys  a  $5  billion 
annual  trade  surplus,  ranks  as  "the  sin- 
gle biggest  trade  dispute  we  have  vdth 
Japan,"  says  a  U.  S.  official. 

U.  S.-Japanese  air  travel  is  gover-ned 
by  a  1952  agr'eement,  updated  periodi- 
cally, that  gave  virtually  imr'estricted  ac- 


press  Cor]).,  which  wants  to  ship  pack- 
ages between  Japan  and  China.  Beijing 
gave  FedEx  the  go-ahead  for  service 
starting  on  Jan.  1,  and  FedEx  wants 
Tokyo's  appi'oval  so  the  company  can 
start  mar'keting.  Air-line  execs  say  Japan 
is  holding  approval  of  the  FedEx  plan 
hostage  to  a  new  landing-rights  deal. 
Northwest  is  the  most  visible  cam- 
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COMMENTARY 

By  John  A.  Byrne 


GOVERNANCE:  CEOs  CATCH  UP 
WITH  SHAREHOLDER  ACTIVIST  I 


paigner  on  the  landing-rights  issue.  It 
has  taken  out  full-page  newspaper  ads 
calling  an  interim  deal  a  "sellout"  that 
would  jeopardize  other  industries.  And 
it  has  lined  up  Midwestern  senators  and 
the  CEOS  of  General  Motors  Corp.  and 
Chrysler  Corp.  in  its  lobbying  effort. 
"We're  making  as  much  noise  as  possi- 
ble to  make  it  as  uncomfortable  as  pos- 
sible for  U.  S.  negotiators  to  capitulate," 
says  Northwest  ceo  John  Dasburg. 

Competitors  dismiss  Northwest's 
stance  as  a  way  to  preserve  its  Japan 
fi'anchise,  from  which  it  gets  30%  of  its 
$9.9  billion  in  annual  revenue.  It's  "just 
their-  way  of  saying,  'We  like  the  status 
quo,' "  says  Continental  Airlines  Inc. 
President  Gregory  D.  Brenneman.  Says 
Cyril  D.  Murphy,  United's  vice-presi- 
dent for  international  affairs:  "North- 
west is  resorting  to  rather  unseemly 
emotional  appeals." 

The  compromise  being  discussed 
would  give  United  and  Japan's  All  Nip- 
pon Aii"ways  the  same  kind  of  rights  en- 

Rising  trade  tensions 
could  make  it  hard  for 

the  White  House  to 
swallow  a  compromise 

joyed  by  Northwest  and  jal.  Other  U.  S. 
carriers  could  see  their  weekly  flights 
double.  "The  question  is  whether  you're 
going  to  take  the  deal  that  is  acliievable 
and  very  valuable  for  the  U.  S.,"  says 
David  A.  Schwarte,  American's  managing 
director  for  international  affair's,  "or 
whether  you  forgo  that,  hoping  to  attain 
a  deal  you  know  you'll  never  reach." 

Mor-e  contentious  ar-e  discussions  over- 
U.  S.  air-lines'  r'ights  to  land  in  Japan, 
pick  up  new  passengers  and  car-go,  and 
fly  on  to  other  Asian  nations.  Japanese 
regulators  have  hmited  flights  thr'ough 
Japan  into  Asia's  emer-ging  economies. 

But  to  tap  into  lucr-ative  Japan  routes, 
most  U.  S.  car-r-iers  seem  r-eady  to  forgo 
some  of  those  rights.  They  also  hope 
"beyond"  rights  will  matter  less  if  Japan 
and  the  U.  S.  allow  more  "code-shar- 
ing"— the  practice  of  listing  connecting 
flights  fi-om  sepai-ate  airlines  under  one 
carrier's  code  in  reservation  systems. 
That  would  leave  both  U.  S.  and  Japan- 
ese carriers  scrambling  for  par-tner-s.  So 
even  a  compr-omise  will  heat  up  the  air- 
lines' battle  for  the  Pacific. 

By  David  Leonhardt  in  Chicago,  with 
Wendy  Zellner  in  Dallas  and  bureau 
reports 


For  mor-e  than  a  decade,  Nell 
Minow  has  been  at  the  forefront 
of  shareholder  activism.  The 
principal  of  investment  fund  Lens 
Inc.  has  lobbed  more  than  her  fair 
share  of  verbal  gr-enades  at 
entrenched  managements  and  their 
boards  of  directors,  charging  they 
aren't  sufficiently  responsive  to 
shar-eholders. 

So  it  comes  as  a  surprise  that 
Minow  finds  herself  in  genei-al  agi'ee- 
ment  with  Big  Business.  That's  the 
upshot  of  the  Sept.  10  release  of  the 
Business  Roundtable's  statement  on 
corporate  governance.  Says  Minow: 
"I'm  not  on  the  fringe  anymore." 

Indeed,  the  biggest  news  in  the 
Roundtable's  repor-t  may  be  that 
once  radical  ideas  about  corporate 
governance  are  now  fir-mly  in  the 
mainstream — and  ai-e  accepted  by  a 
gr-oup  made  up  of  200  CEOs  of  the 
nation's  largest  corporations  and 
headed  by  the  chieftains  of  Caterpil- 
lar, Johnson  &  Johnson,  Chase  Man- 
hattan, and  Gener-al  Motors. 
STOCKHOLDERS  FIRST.  The  document 
offers  httle  in  the  way  of  new  ideas 
about  governance.  But  it  acknov/1- 
edges  that  "the  paramount  duty"  of 
management  and  the  board  is  to  the 
shareholders  and  not  to  such  other- 
stakeholders  as  employees,  cus- 
tomers, supphers,  and  the  communi- 
ty. It  also  urges  that  boards  be  com- 
posed of  a  "substantial  majority"  of 
outside  directors  and  that  they  meet 
at  least  once  a  year  without  the  ceo 
or  other  inside  director-s  present. 

Parts  of  the  document  even  sound 
as  if  they  could  have  come  from  a 
speech  by  Minow  or  governance  guru 
Ir-a  M.  Millstein,  who  in  1996  headed 
a  panel  of  the  National  Association  of 


Corpor-ate  Dir-ector-s  that  issued  its 
own  guideUnes.  The  Roundtable  now 
agrees  that  it's  up  to  the  board — not 
the  CEO  alone — to  nominate  new  di- 
rectors and  that  a  board's  nominatinj 
committee  should  include  only  outsid 
dir-ectors.  It  calls  for  boards  to  evalu 
ate  CEO  perfor-mance  every  year. 

The  last  time  the  Roundtable  tacl 
led  the  subject  of  governance  was  in 
1990.  Then,  its  recommendations 
were  so  general  as  to  be  nearly 
meaningless.  Few  expected  better  ii 
1997.  "That  group  creating  guideline 
for  gover-nance  is  like  a  group  of  fox 
es  creating  i-ules  for  r-ushing  into  th< 
henhouse,"  says  Charles  M.  Elson,  a 
governance  expert  and  a  professor  a 
Stetson  University  School  of  Law. 

This  time  around,  however,  a  task 
foi-ce  headed  by  Chase  Manhattan 
Chairman  Walter  V.  Shipley  brought 
the  Roundtable  to  many  positions 
long  advocated  by  activists.  Still,  th< 
group  shies  away  from  endorsing 
"best  practices"  as  a  rigid  tool  for 
governance.  "The  substance  of  corpc 
rate  govei-nance  and  how  it  works  i£ 
mor-e  important  than  the  i"oi-m  or 
sti-uctiu-e  of  it,"  insists  Shipley. 

Undoubtedly,  some  corpoi*ate-gov- 
ernance  experts  will  say  the  dii-ec- 
tives  don't  go  far  enough.  For  exam 
pie,  the  Roundtable  opposes  term 
limits  for-  directors,  a  popular  tech- 
nique for  keeping  companies  open  t( 
new  ideas.  But  Minow  and  other  ac- 
tivists find  plenty  to  applaud.  With 
top  American  CEOs  calling  for  re- 
form, gover-nance  is  achieving  the 
prominence  on  management's  agendi 
it  has  long  deserved. 


Senior  Writer  Byrne  covers  corpo 
rate  governance. 
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MARKETING 


UH,  LET'S  THINK 
ABOUT  THAT... 

Weight  Watchers'  Duchess  of 
York  campaign  goes  on  hold 

The  timing  could  hardly  have  been 
worse.  Just  days  before  Princess 
Diana's  fatal  car  crash,  Weight 
Watchers  International  Inc.  sent  direct- 
mail  pieces  to  two  million  dieters  in  the 
U.  S.  In  them,  Diana's  formei'  sister-in- 
law,  Sarah  Ferguson,  the  Duchess  of 
York,  playfully  proclaimed  that  losing- 
weight  was  "hai'der  than  outnmning  the 
paparazzi." 

Weight  Watchers  had  high  hopes  for 
the  new  diet  the  ads  promoted.  Known 
as  1,  2,  3  Success,  the  progi-am  was  al- 
ready a  hit  in  Europe  and  seemed  just 
the  thing  to  reinvigorate  the  company's 
slumping  U.  S.  business.  But  after  Di- 
ana's death,  officials  at  Weight  Watchers, 
a  $1  bilhon  division  of  H.J.  Heinz  Co., 
hurried  to  yank  similar  TV  ads  that 
were  part  of  a  $10  million  campaign. 
NEW  EMPATHY.  Weight  Watchers  now 
plans  to  film  new  ads  involving  the 
duchess.  Her  one-year  contract,  which 
som'ces  peg  at  roughly  $1  miUion,  ex- 
pu'es  Dec.  81.  But  they  face  a  cjuandaiy: 
How  do  you  mai'ket  a  duchess  in  mourn- 
ing? "It's  a  dilemma  we're  all  wrestling 


with,"    says    Wayne  MAKEOVER 

PeiTa,  Weight  Watch-  tt       i  i  • 

ers'  general  manager  HoW  cio  yOU  market  a 

for  marketing.  They  duchCSS  in  mOUming? 

plan  to  ditch  the  iokes  iit  •  i  .  ttt  .   i  ^ 

and  replace  Fergie's  Weight  Watchers  pians  a 

customaiy  broad  smile  _  niore  SOmber  lOOk 
with  a  more  somber 
look.  The  new  Fergie, 
who  will  appear  in  ads 
in  the  next  several 
weeks,  say  people  in- 
volved, will  likely  ex- 
press empathy  with 
people  afflicted  by 
obesity  and  eating 
disorders. 

The  timing  of  the 
relaunch  is  still  tricky, 
though.  Weight  Watch- 
ers wants  to  push  its 
new  regime  soon  be- 
cause many  Americans 
start  diets  in  early  faU, 
but  give  up  around  the  holidays. 
But  if  the  ads  start  too  soon  after  Di- 
ana's death,  consumers  may  resent  the 
cjuick  turn  from  gi'ief  to  commerce. 

For  Weight  Watchers,  these  compli- 
cations are  an  unwelcome  obstacle  to  a 
turnaround  that  has  been  a  long  time 
coming.  Since  the  late  '80s,  its  frozen 
foods  have  been  in  a  price  war  with 
ConAgra  Inc.'s  Healthy  Choice  and 
Nestle's  Lean  Cuisine.  Meanwhile, 
Americans  have  gi'own  fatter:  Roughly 
one-third  are  now  obese.  Some  six  mil- 
lion of  them  turned  to  diet  drugs, 


which  promised  ea 
weight  loss — ai 
which  Weight  Watc 
ers  never  offere 
The  result:  Sin 
1993,  Weight  Watc 
ei-s'  attendance  wor 
wide  has  tumbL 
from  4.5  million 
3.9  million,  whi 
sales  plunged  frc 
$1.6  billion  to 
bilhon. 

This  summer,  relf 
seemed    to  be 
sight.  Dieters  by  t 
thousands  abandon 
weight-loss  dioigs  i 
health  concerns,  a^ 
news  reports  in  / 
gust  linked  some 
the    most  popul 
Redux  and 
"phen-fen"  mixture 
phenteiTiiine  and  fi 
fluramine,  to  heart  disease  and  bn 
damage.  Meanwhile,  Weight  Watch( 
reported  a  near  doubhng  of  class  att( 
dance  in  Britain  and  Eiu'ope  with  1,  2 
Success,  which  assigns  numbers  to 
ferent  foods  and  lets  dieters  compc 
their  ovm  menus  within  numerical  lira 
At  meetings  across  the  U.  S.,  1,  2 
Success  is  ah-eady  used.  But  untO  Weij 
Watchers  detennines  the  best  time  a 
tone  for  Fergie's  pitch,  it  will  have 
rely  on  word-of-mouth  marketing. 

By  Stephen  Baker  in  Pittsbur 


RETAILING 


IS  SAKS  FRAYING 
AT  THE  SEAMS? 

Weak  results  plus  aggressive 
expansion  spell  trouble 

Sej^tember  has  been  one  tough  month 
at  Saks  Holdings  Inc.  The  company's 
president  and  chief  merchandiser. 
Rose  Marie  Bravo,  stepped  down  on 
Sept.  4,  Saks  reported  disappointing  Au- 
gust sales,  and  its  stock,  at  22' X..,  is  out  of 
fashion  on  Wall  Street,  ti-ading  near  its 
all-time  low.  But  Saks'  chairman  and  CKO, 
Philip  B.  Miller,  is  as  cool  and  collected  as 
a  mannequin.  "I  don't  want  to  sound  cav- 
alier about  missing  our-  plans,  because 
we  paid  a  [mai'ket]  penalty  on  that  that  I 
vdsh  we  hadn't  had  to  pay,"  he  says. 
But,  he  adds:  "We  i'eel  we  ai"e  on  a  much 
better  footing  going  into  fall  than  we 
were  in  the  spring." 


Miller  belirr  m  iight.  Saks  began 
stalling  last  spring  when  some  of  its 
merchandise  flopped.  The  gaffe  in  its 
core  business  came  when  the  $1.9  billion 
fashion  chain  was  launching  new  stores, 
extending  a  discount-store  operation,  and 


FIFTH  AVENUE 
DISPLAY:  Luxury 
store  sales  slowed 

reworking  its  catal 
business.  The  com 
nation  of  disappoi: 
ing  results 
aggressive  grow 
plans  is  a  red  fli 
says  analyst  Rob( 
¥.  Buchanan 
NatWest  Securit 
Corp.:  "I'm  won 
ing."  Miller  has  to 
suage  Wall  Street( 
— and  also  plea 
Investcoip,  the  Bi 
rain-based  holdi 
company  that  is  Sa 
largest  shareholde 
Last  December,  Miller  outlined  a  n 
gi'owth  plan  for  Saks.  He  said  he  woi 
open  20  new  stores  and  remodel  12 
90  existing  ones  by  the  end  of  19 
Markets  slated  for  expansion  incli 
Texas,  home  of  rival  Neiman  Mard 
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Group  Inc.  The  company  is  also  planning 
smaller  units  for  resorts  and  small  but 
affluent  markets.  "The  resort  and  Main 
Street  stores  are  a  very  logical  way  to 
grow,"  says  Arnold  Aronson,  a  consul- 
tant at  Kurt  Salmon  Associates  who 
was  CEO  of  Saks  fi-om  1979  to  1983. 

Another  Miller  strategy  is  to  expand 
the  company's  Off  5th  discount  stores, 
which  have  gi'own  ft"om  two  units  in 
1993  to  38  now,  accounting  for  12%  of 
sales.  Analysts  worry  the  Off  5th  outlets 
dilute  Saks'  upscale  image  and  divert 
management's  attention  fi-om  the  core 
luxmy-store  business.  Saks  also  has  had 
difficulty  maintaining  consistent  levels  of 
popular  merchandise  in  the  stores.  "As  a 
clearance  outlet  for  the  main  stores,  I 
think  it's  a  perfectly  good  idea.  When  it 
gets  to  be  a  major  strategy  initiative,  I 
think  it's  problematic,"  says  Isaac 
Lagnado,  principal  at  Tactical  Retail  So- 
lutions Inc.,  a  retail  consulting  fii-m. 
LEARNING  CURVE.  Miller  concedes  the 
stores  have  had  problems.  "We  ai"e  in  a 
very  rapid  rollout  phase,"  he  says.  "We 
are  obviously  going  up  a  leai'ning  cui-\'e 
as  we  go  through  that  rollout  phase." 
He  insists  an  updated  store  design  and 
a  new  distribution  center  for  Off  5th 
merchandise  will  help,  and  he  says  the 
stores  are  a  source  of  rapid  growth. 
But  analysts  want  the  problems  fixed 
now.  "If  Off  5th  has  a  bad  fall  season, 
they  should  think  about  slowing  it 
down,"  says  Janet  J.  Kloppenburg,  an 
analyst  at  Robertson  Stephens  &  Co. 

At  the  same  time,  Saks  is  tiying  to 
improve  Folio,  its  catalog  business, 
which  accounts  for  about  4%  of  rev- 
enues. The  company  has  hacked  off  this 
year  after  aggi'essively  maiUng  catalogs 
in  1996.  Miller  has  added  managers  with 
direct-marketing  experience,  and  given 
the  unit  its  own  merchandising,  opera- 
tions, and  telemarketing  groups. 

The  gi'owth  plans  had  already  given 
Miller  a  huge  workload.  Now,  he's  tak- 
ing on  Bravo's  merchandising  role,  too. 
Miller  says  he  can  handle  the  added 
work  because  he  spent  most  of  his  ca- 
reer in  merchandising  at  places  such  as 
Marshall  Field's  and  Neiman  Marcus. 
And,  he  preceded  Bravo  in  the  mer- 
chandising role  at  Saks.  Besides,  he 
says,  "the  [expansion]  strategy  is  in 
place,  so  that  work  is  done." 

Still,  retail  experts  say  Miller  is 
spread  too  thin.  "He's  got  to  bring  in  a 
top  general  merchandise  manager,"  says 
Howard  Davidowitz,  chaiiTnan  of  New 
York  consultants  Davidovritz  &  Associ- 
ates Inc.  "He  can't  handle  all  this."  If 
such  fears  prove  right,  September  won't 
be  the  last  cruel  month  for  Saks. 

Bij  Lori  Bongionio  in  New  York 


DETROIT 


THE  SMALL-CAR 
WARS  ARE  BACK 

Japan  regains  market  share 
from  the  worried  Big  Three 


Ihe  news  raised  eyebrows  from 
Detroit  to  Tokyo.  On  Sept.  2,  em- 
ployees at  General  Motors  Corp.'s 
SatiuTi  small-car  division  were  told  that 
the  company  would  cut  production  by 
17%  because  of  slumping  sales.  The 
next  day,  Honda  Motor  Co.  reported 
that  August  sales  of  its  Civic  subcom- 
pact  were  the  highest  for  any  month 
since  the  car  was  first 
sold  in  the  U.S.  25 
years  ago. 

Are  the  Big  Three 
losing  the  battle  in  the 
small-car  market  to 
the  Japanese?  It  sure 
looks  that  way. 
Thi'ough  August,  Civic 
sales  are  up  18%  and 
Toyota  Corolla  sales 
have  risen  8%.  Yet 
Saturn  is  down  8%; 
Escort,  4%;  and  Neon, 
a  staggering  24% 
(chart).  "The  small-car 
market  is  shrinking,  but  that  hasn't 
slowed  down  Honda  and  Toyota,"  says 
Christopher  W.  Cedergi'en  of  auto-con- 
sulting firm  Nextrend  in  Thousand 
Oaks,  Calif. 

This  wasn't  what  Motown  expected 
when  (;m  rolled  out  the  Satum  in  1990 
and  Chi-ysler  Corp.  introduced  the  Neon 
four  years  later.  These  models,  Detroit 
execs  promised,  were  the  import-fightei"s 
that  would  reclaim  the  small-car  turf 


INSPECTING  A  SATURN:  The  niarketi 
novelty  has  long  since  worn  off 


STALLING  IN  DETROIT 

1 937  SALES  THROUGH  AUG.  31 ,  PERCENT 
CHANGE  COMPARED  WITH  YEAR  EARLIER 


SATURN 

NEON* 

 ^  n 

FORD  ESCORT 

HONDA  CIVIC 

TOYOTA  COROLU 
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•NEON  SALES  COMBINE  DODGE  AND  PLYMOUTH  NEON. 
WHICH  ARE  IDENTICAL  CARS 

DATA:  WARD'S  AUTOmm REPORTS.  AUTO  COMPANIES 


that  the  Japanese  grabbed  in  the  19' 
and  '80s.  Both  Satum  and  Neon  tc 
off  fast,  then  saw  sales  erode  as 
cars  aged.  And  a  1996  redesign 
Ford's  small-car  warhorse,  the  Escc 
hasn't  attracted  more  buyers. 

Just  before  Saturn  decided  to 
production  at  its  Spring  Hill  (Ten 
plant,  Chrysler  shut  down  its  Neon  i 
tory  for  two  weeks — the  fourth  ti 
this  year  that  flagging  sales  idled 
plant.  Admits  James  R  Hold 
Chrysler's  executive  vice-president 
sales  and  marketing:  "We  should  be 
ing  a  lot  better  with  Neon  than  we  ar 
What's  the  problem?  gm  Chaim 
John  F.  Smith  Jr.  blames  a  weaker  y 
At  Martin  "Hoot"  Mclnemey's  Deti 
area  megadealersh 
you  can  get  a  no-m 
ey-down,  three-y( 
lease  on  a  new  Toy 
Corolla  for  $250 
month.  A  Neon  at 
Dodge  store,  by  cc 
parison,  leases 
about  .$300. 

But  competifc 
counter  that  the  i 
issue  is  the  cars  thi 
selves.  "The  Big  Th 
think  we  do  this  w 
smoke  and  mirroi 
says  Richard  CoIUa 
American  Honda's  executive  vice-pn 
dent  of  sales.  "They  can't  or  don't  wi 
to  believe  that  we  have  good  produ 
at  a  good  price." 
WHAT  COUNTS.  The  fact  is.  Big  Tk 
cars  don't  have  their  Japanese  comp 
tors'  reputation  for  dependability.  T 
gives  the  Japanese  another  edge: 
perior  quality  translates  into  higher 
sale  prices,  which  lets  Honda  and  Toj 
offer  lower  lease  payments  because  tl 
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pentium®n 


Introducing  Kayak  from  HP. 
The  world's  fastest  PC  Workstation. 

It  isn't  merely  fast.  It  has  twice  the  graphics  performance  of  Sun's  "  Ultra"'2 
UNIX®  Workstation.  (At  nearly  half  the  price.)  And  twice  the  graphics 
performance  of  any  Intel-based  machine.  In  fact,  Kayak  is  a  whole  family  of 


PC  Workstations,  starting  at  under  $3000.*  They  have  features  you  won't  find 
on  much  more  expensive  machines. 


SIM'    Like  AGP  graphics  and  FastRAID  r-r-  

Kayak  XU  Kayak  XA 

SCSI  accelerators.'  Imagine  rendering  3.4  million  25-pixel  triangles  per 


second.  Imagine  getting  home  on  time  for  a  change.  But  we're  not  just 


a  leader  in  speed;  we're  the  leader  m  Windows'  NT  PC  Workstations. 


And  don't  forget  our  NT/UNIX  interoperability  backed  by  our  strong 


UNIX  heritage.  Of  course  we  could  go  on,  but  you've  been  waiting  long 


enough.  For  a  quick  Kayak  preview,  visit  ivivw.hpresource.com/kayak 


'Ljm  HEWLETT 
HM  PACKARD 


lacturer's  suggested  retail  price.  tOn  select  models  only  Intel  Pentium  ll-based  PC  Workstation  Sun  and  Ultra  are  trademarks  ot  Sun  Microsystems,  Inc  in  the  US  and  other  countries  UNIX  is  a  registered  trademark  in  the  US  and  other 
5S,  licensed  exclusively  through  X/Open  Co.  Ltd  The  Intel  Inside  logo  and  Pentium  are  registered  trademarks  and  MMX  is  a  trademark  of  Intel  Corp  Windows  NT  is  a  U  S-  registered  trademark  of  Microsoft  Corp  ©1997  Hewlett-Packard  Company  PPG472 


News:  Analysis  &  Commentary 


cars  hold  their  vahie  longer  than  De- 
troit's models. 

Detroit  is  fighting  back,  for  now,  with 
hefty  rebates.  Chrysler  offers  a  $2,000 
rebate  on  the  Neon,  and  Ford  Motor 
Co.  has  a  $1,000  rebate  on  the  Escort. 
Saturn,  meanwhile,  clings  to  its  one- 
price,  no-haggling  sales  pitch  and  re- 
jects incentives. 

The  bigger  battles  will  be  fought  with 


new  models.  Neon  will  be  redesigned 
for  next  year,  and  Chiysler  is  consider- 
ing building  a  small  sport-utility  and  a 
micro  van  off  the  same  platfomi.  Satum 
plans  to  roll  out  a  redesigned  subcom- 
pact  in  2000,  but  will  introduce  a  larger 
sedan  in  the  interim. 

Despite  the  surge  in  Japanese  small- ' 
car  sales  this  year,  Detroit  makes  no 
apologies.  "There  isn't  anybody  I'd  want 


to  trade  places  with,"  says  Satui'n  sail 
chief  Joseph  Kennedy.  "Even  Tigl 
Woods  finally  missed  a  cut."  Like  t| 
superstar  golfer,  Satum  knows  what 
like  to  be  a  young  phenom  in  a  bruta 
competitive  industry.  What  Detroit  h 
to  do  now  is  prove  it  can  bounce  ba 
fi-om  its  subpar  performance. 

By  Bill  Vlasic  and  Keith  Naught 
in  Detroit 


COMMENTARY 


By  Howard  Gleckman 


CENSUS  2000:  MATH,  NOT  POLITICS,  PLEASE 


During  campaigns, 
politicians  bet  their 
careers  on  the  relia- 
bility of  polls.  But  now 
that  the  Census  Bureau 
wants  to  use  the  same 
statistical  sampling  tech- 
niques to  improve  the 
accuracy  of  the  2000 
Census,  irate  Republi- 
cans want  to  block  the 
practice  in  a  move  that 
is  both  bad  pohcy  and 
shortsighted  politics. 

Getting  290  million 
people  to  respond  to  offi- 
cial surveys  is  impossible 
in  an  age  when  citizens 
are  distrustful  of  govern- 
ment and  already  buried 
under  a  blizzard  of  junk 
mail.  In  1990,  only  61%  of  households 
bothered  to  answer  a  census  ques- 
tionnaire they  got  in  the  mail. 

The  GOP  leaders  are  fixated  on  pol- 
itics, not  math.  Census  data  are  used 
to  redraw  congressional  districts,  and 
RepubUcans  insist  the  Chnton  Ad- 
ministration will  manipulate  the  re- 
sults to  reduce  the  number  of  GOP 
House  seats. 

FEAR  OF  THE  POOR.  But  the  GOP's 
real  fear  is  that  a  precise  tally  may 
more  accurately  count  poor  people 
and  minorities,  who  tend  to  vote 
Democratic.  Thus,  the  GOP  demands 
Census  only  count  heads,  even 
though  it  knows  that  doing  so  will 
mean  that  many  heads — of  the  home- 
less or  families  doubled  up  illegally 
in  apartments — will  be  missed. 

This  could  backfire  for  the  gop.  In 
1990,  for  example,  one  of  the  most 
undercountfd  gi'oups  was  not  urban 
minorities,  but  the  rural  poor,  hardly 
a  Democratic  bloc.  Also,  many  of  the 
underrepresented  minorities  over- 


THE  HOMELESS:  New  sampling  techniques  could  count  them 


looked  in  an  old-style  head  count 
would  be  Hispanics — who  are  recep- 
tive to  the  GOP's  conservative  social 
agenda. 

An  inaccurate  census  would  also 
punish  business.  The  census  provides 
a  wealth  of  demographic  detail  that 
companies  depend  on  for  marketing 
and  planning.  The  housing  industry, 
for  instance,  gets  infonnation  on 
everything  from  population  density 
to  trends  in  the  number  of  bath- 
rooms in  homes. 

The  1990  census,  which  missed 
1.6%  of  the  population,  showed  that 
mailing  surveys  and  banging  on 
doors  just  wasn't  working.  So  the 
Census  Bureau  came  up  with  a  new 
approach  for  2000 — aiming  for  a  total 
response  rate  of  90%.  It  would  mail 
brief  questionnaires  to  82%  of  house- 
holds and  send  a  more  detailed  sur- 
vey to  the  rest.  A  sample  of  all  those 
that  do  not  respond  would  get  a  visit 
from  a  census  taker  The  biggest 
change:  Census  would  survey  a  mas- 


sive sample  of  750,000 
households  to  check  the 
accuracy  of  the  tradition- 
al count. 

Not  if  House  Republi- 
cans can  help  it.  It  has 
become  an  article  of  faith 
among  some  GOP  mem- 
bei's  that  if  sampling 
were  used,  their  party 
would  lose  up  to  30  seats 
in  a  post-2000  redistrict- 
ing.  Much  of  this  thinking 
emerged  after  GOP  con- 
sultant Clark  Bensen  re- 
leased a  study  on  the 
subject  in  1996.  But 
while  Bensen  did  predict 
that  as  m.any  as  two 
dozen  districts  would  be 
affected,  he  acknowl- 
edged it  was  impossible  to  figure  out 
whether  the  changes  would  help 
Democrats  or  Republicans. 
A  BOTCHED  COUNT?  Nonetheless,  Re- 
publicans want  to  squelch  sampling 
in  a  Census  spending  bill  soon  to 
reach  the  House  floor.  They  would 
bar  Census  fi-om  even  planning  for  a 
sample  in  2000  and  would  prohibit 
the  agency  from  spending  three- 
fourths  of  the  survey's  $382  million 
budget  until  Congress  approves  its 
methods. 

The  longer  Congress  squabbles, 
the  gi-eater  the  chance  for  a  botched 
count.  The  National  Academy  of  Sci- 
ences, National  Research  Council, 
American  Statistical  Assn.,  and  Con- 
gress' own  watchdog,  the  General 
Accounting  Office,  all  consider  sam- 
phng  credible.  Republicans  should 
back  off  and  let  the  Census  Bureau 
do  its  job. 


Gleckman  covers  economic  trends 
from  Washington. 


Every  business  starts  out  small. 

fThe  smart  ones  |v 
leave  themselves 
room  to  g*row.  . 


Pacific  Bell  Gentrex.  Expanding  a 
business  doesn't  just  happen.  You  have  to 
plan  for  it.  Right  down  to  the  phones.  A 
Centrex  system  is  designed  to  work  with 
just  a  few  hnes,  or  a  few  thousand,  and  can 
change  size  as  often  as  you  do.  :     .-  v 

Centrex  is  mana-'ed  off-site  by  Pacific  Bell, 
so  there's  no  need  to  buy  or  install  any 
switching  equipment  in  your  office. 
Upgrades,  new  features,  and  additional 
options  like  Pacific  Bell  Voice  Mail  are 
handled  remotely  and  seamlessly.  It's  the 
easiest,  most  flexible  system  available. 

Save  $75  on  each  Centrex  line  before 
Oct.  10.  Call  1-800-888-9882  ext. 160 


PACIFIC^BELL 

www.pacbell.com 


You  spend 


Half  on 

administration. 
And  the  other 
half  answering, 
questions. 


And  that's  not 
the  half  of  it. 


Introducing  high-tech  solutions 
to  make  managing  your 
company's  health  plan  easier. 

We  understand  that  iiiana,i;ini;  the  com- 
|ian\  health  phin  eaii  feel  like  a  job  and  a 
hall.  That's  \vh\  I'lliie  dross  of  California  is 
nsin.i;  the  latest  technolo.nical  advances  to 
ilcvelop  wavs  to  hel|i  von, 

llealtlil-'are,  ■  our  neu  software  |iacka,i;e. 
will  allow  you  to  handle  enrollinenl  elecli'on- 
icalK  and  ;^ive  you  quick  and  easy  re|)ortin;4. 
Our  unique  Call  Care  service  electronically 


connects  our  customer  seiiice  representati\'es 
to  our  nieniber  database.  This  enables  them 
to  answer \()ur  employees'  c|Liestions  immedi- 
ateh'.  We  also  have  a  Web  site  that  gives  vour 
employees  online  access  to  provider  lists, 
locations  and  maps.  And  this  is  just  the  stail 


Because  Blue  ( j'oss  is  committed  to  finding 
new  and  better  ways  to  help  you  get  twice  ;is 
much  done  in  half  the  time,  it's  also  one 
more  way  we  hel|)  you  face  life's  challenges 
Call  l-SOO-.i^S-^j'iOO  or  your  Blue  ('ross  agent 
bi'oker  or  considtant  tor  more  information. 


Wt  Blue  Cross  of  California 


Forevery  life  there  is  a  plan. 


wwu.liUiecrossca.com 


Health  Plans  for  Individuals,  Seniors,  Large  and  Small  Businesses  Options  for  Dental,  Life,  Pharmacy  and  Workers'  Compensation. 
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n  Business  This  Week 


ITED  BY  KELLEY  HOLLAND 


ILUMBIA'S  PAIN 
THE  EARNINGS 

,UMBIA/HCA  HEALTHCARE  IS 

ing  a  trip  to  the  E.  R.  On 
)t.  9,  the  hospital  giant  said 
*d-quari;er  earnings  would 
lower  than  expected  due 
the  effects  of  a  sweeping 
eral  probe  of  the  company 
I  related  legal  expenses, 
umbia  said  quarterly  eam- 
s  would  fall  between  $123 
lion  and  $167  milhon,  or 
to  25(2  a  share,  fi'om  $311 
lion,  or  46?  a  shai'e,  a  yeai* 
1.  Most  of  the  drop  was  at- 
)uted  to  falling  patient  ad- 
jsions  and  a  $60  million 
rge  for  legal  costs  and  sev- 
nce  payments  for  ousted 
)  Richard  Scott  and  other 
!cutives  who  fled  after 
)mas  Frist  Jr.  took  over  on 
y  25.  Frist  says  Columbia 


CLOSING  BELL 


EYESTRAIN 

August,  Oakley  CEO  Mike 
srneii  said  Wall  Street  esti- 
ates  of  third-quarter  earn- 
igs  were  reasonable.  Three 
eeks  later,  on  Sept.  8,  the 
jnglass  maker  made  Parnell 
ce-chairman  and  named  a 
5W  CEO.  The  following  day,  he 
3id  weak  sales  would  pull  net 
icome  "substantially  below" 
nalysts'  expected  160  a 
lare.  Shares  fell  U,  or  9.7%, 
I IIX.  Oakley  traces  its  prob- 
!ms  to  late  1996,  when  Sun- 
lass  Hut  International,  which 
ccounts  for  more  than  half  its 
ales,  canceled  orders  just 
efore  the  holidays. 


SEPT.  2.  '97  SEPT  9 
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is  working  hai'd  to  respond  to 
the  probe  and  striving  to  put 
patient  care  first. 


THE  LEVITZ  STORY. 
CHAPTER  11 

CUSTOMERS  didn't  LOVE  IT  AT 

Levitz — at  least  not  enough 
to  keep  it  out  of  bankiaiptcy. 
Levitz  Furniture  filed  for 
Chapter  11  protection  on 
Sept.  5.  The  retailer  opened 
its  first  store  in  1910  and  pi- 
oneered the  warehouse-show- 
room concept  in  the  '60s. 
Revenues  for  fiscal  1997  were 
$967  milhon.  But  it  has  been 
hurt  by  sliding  sales,  heavy 
debt,  and  stale  merchandise. 
CEO  Michael  Bozic,  hired  in 
1995,  failed  to  tum  the  com- 
pany around.  Levitz  will  pull 
out  of  seven  markets  entu-ely 
and  close  two  other  stores, 
cutting  300  jobs. 

A  GIANT  SLAP  AT 
LEVI  STRAUSS 

FAMILY-FRIENDLY  LEVI  STRAUSS 

got  a  spanking  on  Sept.  9 
when  an  El  Paso  judge  held 
that  it  illegally  discriminated 
against  five  disabled  workers. 
The  fme:  $600,000  in  compen- 
satoiy  damages — plus  $10  mil- 
lion in  punitive  damages. 
Plaintiffs'  attorney  James 
Schen-  claims  participants 
in  a  Levi  Strauss  "reen- 
try progi'am" — intend- 
ed to  channel  disabled 
employees  back  into  the 
workforce — were  ex- 
posed to  various  fonns 
of  harassment,  including 
being  ridiculed  as  "fakers, 
invalids,  and  liars."  A  spokes- 
man says  Levi's  "beUeves  the 
award  was  outrageous"  and 
intends  to  appeal. 


CAMPBELLS 
HIGHER-MARGIN  DIET 

NO  MORE   SOUP-TO-NUTS  AT 

Campbell  Soup.  On  Sept.  9, 
the  new  CEO,  Dale  Morrison, 
announced  that  Campbell 


HEADLINER:  DOUGLAS  IVESTER 


MINDING  THE  SODA  FOUNTAIN 


When  Coca-Cola 
announced  on  Sept.  8  that 
Chairman  and  ceo  Rober- 
to Goizueta  was 
being  treated  for 
a  lung  tumor, 
investors  began 
giving  heir 
apparent  Dou- 
glas Ivester  a 
closer  look. 
Coke's  board 
wants  Goizue- 
ta, 65,  to  hold  the 
CEO  slot  indefinitely 
past  his  retirement.  But 
industry  observers  pre- 
dicted when  Ivester  was 
named  president  in  1994 
that  he  would  eventually 
get  the  nod. 

Ivester,  50,  is  a  veteran 
The  former  accountant 
crunched  numbers  as 
Coke's  chief  financial  offi- 


cer, ran  the  European  divi- 
sion, and  headed  U.  S. 
operations  beginning  in 
1990.  But  he  really 
made  his  mark 
when  he  creat- 
ed the  "49% 
solution"  in 
1986.  Coke 
consolidated 
dozens  of 
independent 
bottlers  and 
took  a  49% 
stake  in  the  new 
outfit,  giving  Coke  con- 
trol while  reducing  its 
debt.  Coke  turned  this 
into  a  corporate  strategy, 
creating  megabottlers 
around  the  world.  Says 
one  large  bottler:  "Coke 
won't  miss  a  beat  with 
Ivester  at  the  helm." 

By  Nicole  Harris 


would  be  spinning  off  seven 
businesses  that  generate  $1.4 
billion  in  annual  sales,  nearly 
one-fifth  of  the  company's  to- 
tal revenues.  Those  being 
shed  include  Swanson  fi'ozen 
foods  and  Vlasic  pickles. 
Morrison  says  that  the 
move  will  allow  Campbell  to 
focus  on  higher-margin 
businesses  including 
soups,  sauces,  and 
baked  goods.  The 
news  came  a 
day  after  Camp- 
bell announced 
that  fourth-quarter 
earnings  rose  6%,  to 
$192  million,  on  sales  of 
$1.72  billion. 


A  $20  MILLION 
NEEDLE  FOR  THE  AMA 

THE      AMERICAN  MEDICAL 

Assn.  just  wanted  out  of  its 
controversial  on-again,  off- 
again  agi'eement  to  give  its 
seal  of  approval  to  some  Sun- 
beam products.  But  Sunbeam 


ChaiiTnan  Albert  Dunlap  isn't 
giving  the  AMA  an  easy  out. 
On  Sept.  8,  just  over  two 
weeks  after  the  ama  re- 
nounced the  deal,  Dunlap 
stinck  back:  He  filed  suit  in 
federal  comt  in  Chicago  seek- 
ing up  to  $20  million  in  dam- 
ages. Says  Dunlap:  "What  if 
we  said,  'Nah,  we  don't  want 
to  do  this'?  How  long  would 
it  take  for  them  to  sue  us?" 
Thomas  Reardon,  chairman 
of  the  ama's  board,  says  the 
AMA  has  offered  to  pay  Sun- 
beam's deal-related  expenses. 

ET  CETERA . . . 

■  The  Senate  voted  95-3  to 
repeal  a  $50  billion  tax  break 
for  tobacco. 

■  Mutual  Life  Insurance  of 
New  York  is  converting  to 
public  ownership. 

■  Smith  Barney  is  forming  a 
mutual-fund  partnership 
with  Hansberger  Global. 

■  Boeing  may  spend  $1  bil- 
hon  to  develop  larger  ver- 
sions of  its  747. 
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THE  CHRISTIAN  COALITION:  DARKER  DAYS 
WITHOUT  ITS  GUIDING  LIGHT? 


Over  the  past  eight  years,  poUtical  wunderkind  Ralph 
Reed  has  transformed  the  Christian  Coahtion  from  an 
outgi-owth  of  reUgious  broadcaster  Pat  Robertson's  1988 
Presidential  quest  into  one  of  the  consei-vative  movement's 
most  potent  forces.  But  now,  the  36-year-old  Reed  has  left  to 
become  a  political  consultant.  And  the  powerhouse  he  built  is 
facing  a  struggle  to  retain  its  clout. 

The  official  start  of  the  new  era:  Sept.  12-13,  when  repre- 
sentatives of  the  1.9-million  member  Coalition  meet  in  Atlanta 
to  plot  strategy  and  honor  Reed.  With  Newt  Gingi-ich,  Steve 
Forbes,  Lamar  Alexander,  and  three  other 
Republican  Presidential  wannabes  dropping 
by  to  make  their  pitches,  it  would  seem  that 
the  group  still  has  its  edge.  But  the  loss  of 
Reed's  gi'assroots  genius  could  prove  costly. 
"The  Coalition  is  facing  some  serious  organi- 
zational challenges,"  says  FuiTnan  University 
political  scientist  James  L.  Guth. 

Despite  its  success  in  electing  allies  to  office 
and  taking  control  of  some  20  state  gop  orga- 
nizations, the  Coahtion's  membership  gi-owth 
has  slowed.  It  has  tried  to  broaden  its  base  of 
white  evangehcals  by  reciaiiting  Cathohcs  and 
Aft-ican  American  Protestants,  but  the  going 
has  been  rough.  "The  Coalition  seems  pretty 
close  to  its  potential  membership  peak,"  says 
Georgetown  University  professor  Clyde  Wilcox. 

At  the  same  time,  the  Coalition  faces  aggTessive  challenges 
on  both  flanks.  Other  social  consei-vatives  complain  that  Robert- 
son's creation  is  too  pragmatic— willing  to  trade  principle  for 
legislative  success — and  too  concerned  about  secular  issues 
such  as  tax  cuts  and  balanced  budgets.  Reed's  backing  of  Bob 
Dole,  for  example,  stOl  i-ankles  many  on  the  hard-core  Right.  At 
the  other  end  of  the  GOP  spectrum,  liberal  Republicans,  such  as 
ex-Massachusetts  Governor  WiUiam  F.  Weld,  accuse  Coahtion 
members  of  being  intolerant  and  extreme. 

Then  there  are  potential  legal  woes.  The  Coalition  claims 


REED:  Political  hired  gun 


tax-exempt  status  as  a  nonpartisan  group.  But  the  Feder 
Election  Commission,  Internal  Revenue  Sei-vice,  and  Sena 
Governmental  Affau-s  Committee  are  all  examining  the  Coa 
tion's  close  ties  to  Republican  candidates  in  an  attempt  to  d 
termine  whether  the  group  has  abused  its  tax  status. 

Not  suprisingly.  Reed  downplays  the  problems.  "The  Chri 
tian  Coalition  is  a  strong  grassroots  organization,  a  significa 
player  on  Capitol  Hill,  and  a  defender  of  principled  religioi 
values,"  he  says.  New  Executive  Director  Randy  Tate,  31,  ■< 
ex-congi'essman  from  Washington  State,  predicts  that  tl 
Coalition  will  thrive  by  following  Reed's  fo 
mula.  "It  works,"  he  brags. 

To  a  point.  Under  Reed,  the  Coahtion  su 
^^^^^  cessfully  infiltrated  the  GO?  structure,  electi 
^^^^H  state  and  local  candidates,  and  shaped  the  R 
■^^^^  publican  Party  platform.  But  its  efforts  to  i 
fluence  Presidential  races  has  fallen  short: 
has  yet  to  back  a  winning  horse. 
TRAINING  TAPES.  For  now,  Tate  is  focusing  ( 
o)'ganization.  He  hopes  to  double  membershi 
to  nearly  4  million,  by  tapping  into  neighborho* 
gi'oups  involved  in  social  disputes,  such  as  figh 
over  local  school  cuiricula.  To  hone  his  troop 
poUtical  skills,  Tate  is  pushing  a  new  series 
video  and  audio  training  tapes  and  workbool 
His  goal  is  to  have  10  foot  soldiers  in  eve: 
precinct  in  America.  His  troops  will  be  tested  when  the  Coa 
tion  faces  its  fii'st  major  challenge  without  Reed:  the  '98  ek 
tions.  A  strong  tiu-nout  of  Coahtion  backers  could  help  tl 
GOP  regain  some  of  the  congressional  seats  it  lost  last  year. 

The  really  big  showdown  comes  in  2000.  Tate  says  tl 
Coalition  wants  to  have  a  "significant  role"  in  the  President 
election,  though  it  doesn't  plan  to  unite  early  behind  a  sing 
candidate.  "We  want  our  voice  to  be  heard,"  he  says.  B 
without  Reed's  leadership,  the  Christian  Coahtion  may  find 
self  wandering  in  the  political  wilderness. 

Bij  Richard  S.  Dunha 


CAPITAL  WRAPUP 


IS  KERREY  WARMING  UP? 

►  Vice-President  Al  Gore  has  been 
casting  a  nervous  glance  over  his  left 
shoulder  at  House  Minority  Leader 
Richard  A.  Gephardt  (D-Mo.).  But 
another  potential  Democratic  Presi- 
dential contender  for  2000  is  making 
a  splash  on  the  right:  Senator  Bob 
Kerrey  of  Nebraska.  The  centrist  ex- 
businessman  and  war  hero  will  try 
to  recast  the  national  debate  over 
economic  inequality  in  high-profile 
speeches  at  the  National  Press  Club 
on  Sept.  17  and  in  Colorado  on 


Sept.  20.  Kerrey  will  argue  that 
America's  gulf  between  rich  and  poor 
is  caused  not  by  an  income  gap  but 
by  the  growing  disparity  in  assets 
between  those  who  can  take  advan- 
tage of  booming  financial  markets  and 
those  who  can't  afford  to  invest. 
Kerrey's  solution:  establish  Social 
Security  investment  accounts  for  all 
individuals  from  birth.  By  talking  up 
the  wealth  gap,  Kerrey  can  position 
himself  between  traditional  Demo- 
crats, who  harp  on  boosting  wages, 
and  Republicans,  whose  mantra  is  tax 
relief. 


GOP  RECRUITMENT  SETBACK 

►  House  GOP  hopes  of  widening  its  11 
vote  margin  in  '98  have  been  hurt  by 
Nebraska  Representative  Jon  Chris- 
tensen's  decision  to  run  for  governor. 
The  two-term  lawmaker  will  be  bow- 
ing out  as  chief  House  candidate 
recruiter  at  the  peak  of  sign-up  sea- 
son. His  departure  raises  the  number 
of  open  Repubhcan  seats  to  seven. 
That's  significant  given  the  gop's  sliin 
majority.  Political  analysts  say 
Democrats  could  have  a  shot  at  five  o 
those  seats,  including  Christensen's 
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siness 


MALAYSIA 


DAMAGE 
CONTROL 

Can  Mahathir  get  back  on  course? 


It  has  been  one  of  the  most  impres- 
sive balancing  acts  in  Asia.  For  the 
last  decade,  Malaysian  Prime  Minis- 
ter Mahathir  Mohamad  has  skillfully 
secured  the  support  of  local  voters,  for- 
eign investors,  and  regional  leaders. 
Malaysians  loved  his  vig- 
orous outbursts  against 
the   corruptions   of  the 
West.  His  fellow  rulers 
looked  to  him  as  a  vision- 
aiy  for  Asian  gi'ow-th.  And 
in  a  paradoxical  twist, 
Western  investors  found 
they  could  brash  off  Ma- 
hathir's   barbs  because 
they  knew  he  would  d" 
everything    possible  to 
keep  the  country's  gi-owtli 
engine     humming.  He 
would  court  outside  in- 
vestment, create  a  finan- 
cial center  for  Southeast 
Asia,  and  tui'n  his  country 
into  a  technology  hub  for 
the  region.  On  the  way  to  party  discontent 
making  Malaysia  richer, 
foreigners  would  benefit,  too. 

So  it  wasn't  surprising  that  in  late 
August,  Mahathir  responded  to  the  cur- 
rency turmoil  and  slide  in  Malaysia's 
markets  by  blaming  foreigners,  in  par- 
ticular financier  George  Soros.  People 
had  come  to  expect  as  much.  What  was 
shocking,  though,  was  the  way  he  fol- 
lowed up  his  rhetoric  with  action — 
abraptly  curbing  stock  trading  and  an- 
nouncing preferential  treatment  for 


UNDER  PRESSURE 

The  Premier  faces 


Malaysians  hurt  by  the  market's  fall. 
Foreign  investors  quickly  fled,  pushing 
the  market  down  14%  in  one  week. 
Malaysia  watchers  were  left  scratching 
their  heads.  What  was  driving  a  man, 
who  had  worked  so  hard  to  raise 
Malaysia's  international 
profile,  to  take  an  action 
that  cost  his  countiy  bil- 
Uons  and  possibly  its  liigh- 
tech  ambitions? 
BADLY    BURNED.    A  key 
reason    for  Mahathir's 
colossal  blunder  was  do- 
mestic politics:  He  was 
feeling  the  heat  from  his 
increasingly  agitated  pow- 
er base.  No  longer  poor 
Muslim  farmers,  teachers 
and  civil  servants,  the  ral- 
ing  party  backers  are  now 
stock  market  players  and 
corporate  leaders,  includ- 
ing well-connected  groups 
such  as  Renong  that  have 
binged  on  easy  money  and 
run  up  huge  debts.  They 
"had  their  fingers  burned  badly"  by  the 
bourse  plunge,  says  Lim  Kit  Siang,  Sec- 
retary-General of  the  opposition  Demo- 
cratic Action  Party.  Having  seen  the 
devastation  in  Thailand,  Mahathii-  faced 
pressure   to   prevent   a   repeat  in 
Malaysia.  "The  private  sector  must  have 
approached  him  [and  said]  we're  all  in 
trouble,"  says  Daim  Zainuddin,  a  top 
Mahathir  economic  adviser 

Mahathir's  troubles,  however,  extend 


V 


far  beyond  pols  panicking  over  the 
portfoHos.  He's  facing  discontent  witl  i 
his  party  and  resurgent  Islamic  func- 
mentalism.  Those  pressures  will  on' 
intensify  in  the  months  ahead  as  t? 
economy  slows  and  companies  suff' 
fi-om  the  ringgit's  plunge  and  a  propc- 
ty  bust.  And,  after  the  actions  that  i 
spooked  foreigners  in  August  and  Se- 
tember,  Mahathir's  reputation  as  i 
strongTnan  who  can  get  things  done  m« 
be  tai'nished  beyond  repair. 

Mahathir  is  not  known  for  consultif 
technocrats  when  making  decisions,  > 
stead  relying  on  a  few  key  advisers,  h 
eluding  Daim.  Many  analysts  belie} 
that  the  Prime  Minister  consulted  a  ftr 
insiders  and  then  issued  his  edict  agair: 
short-selling  in  late  August  without  u;- 
derstanding  how  investors  would  ret; 
to  a  sudden  rule  change.  "You  can't  i 
that  when  you're  dealing  with  mtf- 
national  market  forces,"  says  E.  Teren? 
Gomez,  a  visiting  Malaysia  expert  i 
England's  University  of  Leeds.  ': 


MAHATHIR  MOHAMAD 


Age:  7  i  His  visionaiy  projects 
have  put  Malaysia  on  the  world 
map,  but  his  anti-West  actions 
may  have  soured  investor  senti- 
ment just  when  his  legitimacy 
depends  on  economic  growth. 


ANWAR  IBRAHIM 


age:  50  Mahathir's  Finance 
Minister  and  designated 
successor.  Lacking  a  power  base 
to  threaten  his  boss,  he  is  in  line 
to  become  Prime  Minister  at  a 
time  of  Mahathir's  choosing. 


DAIM  ZAINUDDIN 


Jlge:  59  As  Mahathir's  economic 
adviser,  he  is  behind  Malaysia's 
sustained  high  economic  growth^ 
He  hopes  to  reassure  foreign 
investors  and  bring  down  the 
current  account  deficit. 
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^f' M  MARKING  INDEPENDENCE 

The  Malaysian  gov-  .    ,  , 

iment  now  seems  to  Mahathir's  grip  depends 


ve  launched  a  charm  on  rapid  growth 
ensive  to  win  back 
^estor  confidence.  Daim  says  foreign 
restors  should  not  get  rattled  when 
ihathir  calls  foreign  investors  "racists" 
d  "criminals."  "When  there  are  seri- 
3  discussions  with  foreign  funds,  for- 
71  investors,  we  made  it  veiy  clear  to 
ixn  [they]  are  welcome,"  says  Daim. 
The  damage  may  be  more  difficult  to 
aair  within  his  mling  party,  the  Unit- 
Malays  National  Organization  (UMNO), 
he  regime's  legitimacy  is  based  on 
momic  gi'owth,"  says  Bridget  Welsh,  a 
ilaysia  expert  at  Hofstra  University 
New  York.  "Any  downturn  in  the 
jnomy  has  immediate  impUcations  for 
3  ruling  party." 

Even  though  Mahathir,  71,  acted  to 
otect  party  fat  cats  from  the  ravages 
the  market,  many  in  UMNO  would  like 
see  change  at  the  top.  Finance  Min- 
er Anwar  Ibrahim  has  been  Ma- 
thir's  designated  successor  since  1995, 
d  Malaysians  are  starting  to  wonder 
len  Mahathii'  will  hand  over  the  reins, 
^legates  at  the  umno  party  conference 
early  September  didn't  dare  criticize 
e  Prime  Minister,  but  in  private  they 
igled  out  Mahathir  allies  for  attack, 
'he  popular  perception  is  that  pubhc 
nds  will  be  deployed  to  prop  up  the 


financial  interests  of 
the  politically  well  con- 
nected," says  Jomo 
K.  S.,  economics  profes- 
sor at  the  University 
of  Malaya  in  Kuala  Lumpur. 

A  wild  card  is  the  increasingly  pow- 
erful Islamic  movement.  Mahathir  has 
tangled  with  it  over  the  legality  of  beau- 
ty pageants,  women  wearing  cosmetics, 
even  whether  Israeli  sports  teams 
should  be  allowed  into  the  coimtiy.  Ear- 
lier this  year,  the  Islamists  embaiTassed 
the  Prime  Minister  by  organizing  a  vio- 
lent demonstration  in  the  capital  to 
protest  the  Israelis'  visit. 

To  be  sure,  Mahathir  is  still  fii-mly 
in  charge  and  his  term  as  party  leader 
lasts  until  1999.  But  his  ability  to  man- 
age the  economy  in  more  challenging 
times  vrill  be  tested.  The  countiy  faces  a 
chronic  labor  shortage,  with  manufac- 
turing wages  rising  15%  per  year.  Ma- 
hathir's pohtically  potent  projects,  such 
as  the  Multimedia  Super  Comdor  out- 
side Kuala  Lumpur,  will  be  much 
tougher  to  complete  with  a  weakened 
cuiTency  and  slower  gi-owth.  And  for- 
eign investors  and  local  business  execs 
alike  will  be  watching  to  see  how  one  of 
Asia's  most  powerful  old-school  politi- 
cians adapts  to  a  new  world. 

By  Michael  Shari  in  Kuala  Lumpur 
and  Bnice  Einhom  in  Hong  Kong,  with 
Sheri  Prasso  iyi  New  York 


SHAKEOUTAT 
MALAYSIA  INC. 

Renong's  woes  illustrate 
everything  the  nation  must  fix 

Looking  for  a  way  to  describe  her 
company,  Loong  Chun  Nee,  dii"ector 
for  gi-oup  management  at  Malaysia's 
Renong,  hits  on  an  apt  metaphor: 
"We're  like  a  big  octopus."  Indeed, 
Renong  seems  involved  in  every  aspect 
of  Malaysian  Hfe.  More  than  100  compa- 
nies operate  under  Renong's  17  sub- 
sidiaries in  construction,  banking, 
telecommunications,  and  other  busi- 
nesses. Blessed  with  superb  connections 
to  Prime  Minister  Mahathir  Mohamad's 
inner  cu'cle,  Renong's  execs  have  landed 
the  fattest  contracts  for  the  countiy's 
grandest  public-works  projects.  Its 
shares  and  the  shares  of  its  publicly 
listed  subsidiaries  are  mainstays  of  the 
Kuala  Lumpur  exchange,  where  local 
and  foreign  investors  have  long  seen 
Renong  as  a  proxy  for  Malaysia's  ambi- 
tious plans  to  catch  up  with  the  West. 

But  with  the  region's  mai'kets  still  re- 
covering fi'om  their  tremendous  plunge, 
Renong  is  turning  into  an  object  lesson 
of  what's  wrong  with  the  Malaysian  way 
of  doing  business.  Analysts  fear  that 
Renong  has  become  a  scarily  overlever- 
aged  company  dependent  on  projects 
that  may  not  pan  out.  More  than  that, 
concern  is  gi'owing  about  Renong's  prac- 
tice of  pledging  shares  in  subsidiaries  as 
collateral  for  loans  needed  to  finance  proj- 
ects and  acquisitions.  Shares  in  Renong 
and  vaiious  subsidiaiies  have  all  slumped 
since  Febniaiy. 

LOAN  CRISIS?  Renong  is  not  alone  in 
this  practice:  Other  big  developers  also 
use  shares  as  collateral  for  loans.  If  the 
stocks  of  all  these  companies  drop  much 
further  and  thus  violate  loan  agree- 
ments, local  banks  may  be  compelled  to 
call  in  the  loans,  precipitating  a  pohtical 
and  economic  crisis  at  the  heart  of 
Malaysia  Inc.  Little  wonder,  then,  that 
analysts  believe  members  of  Mahathir's 
party,  the  United  Malays  National  Or- 
ganization (UMNO)  urged  Mahathb-  to  in- 
tervene in  the  markets  to  prop  up 
Renong's  shares. 

The  company  was  a  low-profile  tin- 
mining  concern  until  umno  got  involved. 
In  1988,  Renong  became  a  holding  com- 
pany for  various  businesses,  many  of 
them  big  money-losers,  run  by  party 
cronies.  "They  didn't  know  how  to  man- 
age," says  Daim  Zainuddin,  umno  trea- 
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sui'er  and  economic  adviser  to  Mahathii". 

Daim  nominated  several  close  associ- 
ates to  manage  the  new  Renong.  Halim 
Saad,  who  was  linked  to  Daza,  a  compa- 
ny under  Daim's  control,  became  execu- 
tive chaimian  of  Renong.  Halim's  wife, 
Norani  Zolkiffli,  became  a  dii'ector.  Daim 
ally  Mohd  Zakhir  Siddiqy  Sidek  became 
managing  director. 

Those  connections  kept  the  company 
growing  as  Mahathii-  pui'sued  his  goal  of 
pushing  Malaysia  into  the  ranks  of  de- 


subsidiaiies  reached  $1  billion.  The  stock 
jumped  sixfold  from  1992  to  1996. 

Then  came  this  summer's  attacks  on 
Southeast  Asia's  currencies,  which  led 
Mahathir  to  take  drastic  measures 
against  short-sellers.  The  market  slump 
exposed  the  potential  fragility  of  Re- 
nong's  boiTowing  practices.  One  example: 
The  company  has  pledged  shares  of  its 
subsidiary,  Time  Engineering,  as  collat- 
eral for  a  $262  million  loan  to  acquire  a 
telephone  company.  Time's  share  price 


veloped    nations    by  KUALA  LUMPUR  RAILS 

2020.  Renong  won  con-  r>  i        •  ^ 

tracts  to  build  a  $187  Renong  s  projects  are  Still 
million  sports  complex,  Oil  track,  but  its  debt  may 
a  $413  million  bridge  be  dangerouslv  high 

between  Johor  and  Sin- 
gapore, a  $172  million  aiiport  tenninal,  a 
$413  million  toll  road  to  the  new  air- 
port, and  the  $1.2  billion  Kuala  Lumpm* 
rail  system.  A  subsidiaiy  built  the  lofty 
Petronas  Towers  complex. 

Not  even  a  scandal  slowed  down  the 
action.  In  1995,  Chairman  Halim  di- 
vorced his  wife  and  kicked  her  off  the 
board.  The  usually  docile  Malaysian 
press  reported  all  the  goiy  details,  such 
as  Norani  hiring  a  mystic  to  bewitch 
Halim's  socks  and  undenvear.  Despite 
the  uproar,  Renong  kept  gi'owing.  The 
holding  company's  revenues  reached  $iM 
million  last  yeai-,  seven  times  1992  levels. 
Revenues  ft-om  all  of  its  partly  owned 


has  tumbled  to  86c.  Un- 
less it  recovers  to  $1.70  in 
two  years,  the  banks  may 
demand  extra  collateral. 

Renong  officials  believe 
the  company's  lenders  will 
roll  it  over  instead.  But  since  Renong 
cannot  issue  more  stock  in  a  depressed 
mai'ket.  the  company  could  face  a  cash 
cmnch.  according  to  a  report  by  Hong 
Kong-based  brokerage  W.  I.  Can*.  United 
Engineers  Malaysia  (UEM).  a  Renong 
subsidiaiy,  has  ah'eady  delayed  plans  to 
list  its  Plus  Highway  di\ision,  while  Time 
Engineering  has  delayed  an  initial  public 
offering  of  its  subsidiaiy.  Time  Telecom. 

Another  problem  is  that  much  of  the 
debt  Renong  has  issued  is  ofi"  its  balance 
sheet,  say  brokers  in  Kuala  Lumpur. 
The  CaiT  report  warns  that  debts  in- 
cuired  to  expand  Renong's  subsidiaiies, 
develop  real  estate  in  .Johor  State,  and 


acquire  a  50%  stake  in  national  railwa 
company  ktm,  could  exceed  $2  biUioi 
The  company's  officially  listed  shor 
term,  debt  is  $1.2  biUion.  A  Malaysia 
brokerage  says  Renong's  overseas  affi 
iates  may  be  raising  debt  through  of 
shore  vehicles. 
SELLING  ASSETS.  Amiin  Awaluddin,  st 
nior  general  manager  for  finance 
Renong,  rejects  Carr's  warnings  as 
worst-case  scenario"  and  insists  'it's  m 
that  critical."  Indeed,  Merrill  Lynch 
Co.  predicts  that  Renong's  stock  wi 
soon  start  to  rise  incrementally  wit 
the  market  and  that  the  holding  con 
pany's  earnings  could  rise  by  13%, 
$182  million,  in  the  fiscal  year  ending 
June  30,  1998. 

Amrin  says  Renong  is  preparing 
raise  cash  by  selling  assets,  includir 
some  prime  residential  property  acroi 
the  water  from  Singapore.  Chairma 
Hahm  recently  told  Renong  executiv( 
to  prepai'e  for  a  massive  consolidation 
the  company's  businesses. 

The  pressing  question  is  how  muc 
Renong  can  raise  in  a  pinch.  The  re 
estate  mai'ket  is  in  decline  across  Souti 
east  Asia — even  in  Singapore,  whoi 
developers  Renong  had  hoped  to  luj 
to  Malaysia  with  promises  of  low  price 
And  it  win  take  months,  if  not  years,  fi 
Malaysia's  stock  market  to  recover 
levels  where  it  will  make  sense  for 
company  to  raise  funds  through  equit 

Renong  can  still  rely  on  Mahath 
himself.  He  has  promised  to  pump  $1 
billion — a  thii'd  of  it  pledged  by  the  si 
tan  of  Brunei — into  the  stock  mark 
through  state  pension  funds.  Broke: 
say  100  blue  chips,  starting  wil 
Renong,  will  be  the  first  beneficiarii 
of  the  stock-purchase  campaign. 

But  keeping  Renong  afloat  doesr 
solve  Malaysia's  biggest  problem:  tl 
many  ties  between  politics  and  busines 
In  the  long  run.  Malaysia's  big  comp 
nies  must  prospei-  without  the  backing 
Mahathu-  and  liis  followers.  In  Renong 
case,  that  means  developing  into  a  tn 
multinational  with  different  sources 
revenue.  Perhaps  Renong  will  becon 
such  a  company.  But  for  now,  its  fc 
tunes  win  rise  and  fail  with  the  ability 
Mahathir  to  power  his  economy  foi-wai 

By  Michael  Shari  i)i  Kuala  LumjXi 


THE  COMPANY 


Renong,  a  construction 
and  real  estate 
conglomerate  with 
$1  billion  in  revenues 
and  stakes  in  major 


THE  TIES 


Chief  Halim  Saad 
has  close  ties  with 
Malaysia's  ruling  UMNO 
party-  and  is  a  protege 
of  Daim  Zainuddin, 


THE  PROJECTS 


Renong  is  a  prime 
contractor  for  projects 
worth  billions  of  dollars, 
including  a  new-  airport, 
rail  system,  and  sports 


Malaysian  corporations      Mahathir's  key  adviser  complex 


THE  PROBLEM 


Debt  may  far  exceed 
earlier  estimates,  just  as 
Renong's  stock  faces 
pressure  and  the 
construction  industry 
enters  a  major  slowdown 
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Data  warehouses  are  becoming 
strategically  vital  to  a  business's 
success.  But  the  truth  is,  many  are 
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International  Business 


COIVilVIENTARY 

By  Brian  Bremner  and  Joyce  Barnathan 


WHO'S  REALLY  POUNDING  ASIAN  ECONOMIES 


The  irony  is  rich.  Recent 
currency  and  stock  mar- 
ket upheavals  pounding 
Asia's  Tiger  economies  have 
resulted  in  plenty  of  vitriol 
directed  at  speculators  in 
New  York  and  London. 
Tales  of  economic  sabotage 
by  Westerners  certainly  pi'o- 
vide  nice  cover  for  South- 
east Asia's  flustered  political 
leaders.  Yet  if  they're  seri- 
ous about  examining  the 
root  causes  of  this  mess, 
they  ought  to  cast  a  gimlet 
eye  at  the  technocrats  who 
are  calling  the  shots  in  Bei- 
jing and  Tokyo. 

Tr'uth  is,  the  region's  mid- 
dling economies  are  being 
squeezed  most  by  the  com- 
peting economic  agendas  of 
China  and  Japan,  both  of 
which  have  problems  of 
their  own.  China's  factories 
are  churning  out  everything 
fi-om  shoes  and  watches  to 
bicycles — and  at  rock-bottom 
prices.  That's  undermining  Southeast 
Asia's  ability  to  compete  in  low-end 
manufacturing.  Meanwhile,  in  Japan, 
a  surge  of  exports  engineered  by  a 
depreciation  of  the  yen  is  intensify- 
ing the  squeeze.  Unless  China  and 
Japan  team  up  with  their  neighbors 
in  the  South  to  open  all  of  Asia's 
markets,  the  nasty  cross-currents 
shaking  the  region  could  get  more 
dangerous. 

NOT  JUST  TRINKETS.  Thei'e's  no  ques- 
tion that  China  is  playing  a  central 
role  in  the  crisis.  Andy  Xie,  a  Mor- 
gan Stanley  vice-president  and  a 
China  analyst,  figures  that  $180  bil- 
lion worth  of  merchandise  will  be 
sold  by  China  to  the  world  in  1997. 
China's  not  just  peddling  trinkets  ei- 
ther. The  mainland  is  emerging  as  a 
vast,  competitive  manufacturing  base 
for  electronics  and  telecom  equip- 
ment and  for  household  appliances. 
Beijing  needs  export  gi'owth  to  burn 
off  its  bulging  inventories  and  offset 
tight  credit  policies  at  home  designed 
to  keep  China's  notorious  inflation  in 
single  digits.  It  also  needs  to  buy 
time  to  overhaul  its  largely  unprof- 
itable state-owned  enterprises — and 


this  could  well  be  a  politically  explo- 
sive task. 

In  Japan,  monetary  officials  are 
hoping  that  a  mix  of  near-zero  inter- 
est rates,  a  cheap  yen,  and  export 
growth  will  kick-start  its  economy.  In 
1995,  when  the  yen  soared  to  nearly 
80  to  the  gi'eenback,  dollar-linked 
Asia  enjoyed  its  highest  rate  of  ex- 
port gi'owlh  in  a  decade.  Last  year, 
after  Tokyo  monetary  authorities  cut 
rates  and  took  other  measures  to 
weaken  the  yen  in  late  1995,  export 
gi'owth  in  Malaysia,  Singapore, 
South  Korea,  and  Thailand  went  into 
a  free  fall.  Michael  Howell  of  Cross- 
border  Capital,  a  London  fijiancial 
advisory  firm,  says  Japan  is  also  in- 
vesting less  in  Asia  as  the  yen 
"keeps  weakening  in  hne  with  a  fad- 
ing domestic  economy." 

With  Japan's  economy  showing 
signs  of  distress  because  of  tax  hikes 
and  weak  consumer  spending,  Tokyo 
isn't  about  to  let  its  currency  head 
up  much  above  the  cuirent  level  of 
120  to  the  dollar.  Even  the  warnings 
of  U.  S.  Ti'easury  Secretary  Robert 
E.  Rubin  are  unlikely  to  slow  Japan's 
export  drive  in  the  short  term. 


These  economic  forces  will 
complicate  what's  sure  to  be  a 
painful  workout  for  the  de- 
clawed  Tigers.  Years  of  debt- 
fueled  property  deals  and  cor- 
porate expansion  have  result- 
ed in  overheated  real  estate 
markets  and  fragile  bank  sec- 
tors. In  South  Korea,  highly 
leveraged  industrial  conglom- 
erates, or  chaebol,  are  collaps- 
ing left  and  right,  while  Thai- 
land's central  bank  is  pumping 
liquidity  into  the  bombed-out 
banking  sector. 
SKILL  GAP.  The  long-term 
solution  for  the  Tigers  is  to 
move  into  higher-end  markets 
before  China  does.  Ti-ouble  is, 
Southeast  Asia  isn't  turning 
out  enough  skilled  workers. 
China's  larger  population  base 
and  its  relatively  strong 
school  system  mean  that  the 
economy  can  count  on  as 
many  as  300,000  new  techni- 
cians and  engineers  annually, 
more  than  Indonesia  and 
Thailand  combined,  figures  Morgan 
Stanley's  Xie. 

Nor  will  Japan's  world-class 
multinationals  likely  cede  much 
ground  to  established  rivals,  let 
alone  newcomers.  Just  ask  the 
South  Koreans.  Some  65%  of  their 
exports  come  from  semiconductors, 
ships,  petrochemicals,  and  comput- 
ers— all  of  which  compete  head-on 
with  Japanese  rivals.  When  the  yen 
weakened,  starting  in  late  1995, 
South  Korean  exports  fell  off  a  chff. 
That  set  the  stage  for  the  string  of 
bankruptcies  and  bank  bailouts  in 
Seoul  this  year. 

There's  no  denying  that  Beijing 
and  Tokyo  have  vested  interests  in 
making  sure  the  financial  turmoil  in 
Southeast  Asia  doesn't  push  these 
economies  into  the  abyss.  Yet  they 
have  problems  of  their  own  and  the 
kind  of  economic  clout  that  could 
make  life  miserable  for  those  in  the 
middle  of  the  pack. 

Bremner  covers  Japanese  markets 
from  Tokyo,  and  Barnathan  covers 
the  Chinese  economy  frorn  Hong 
Kong. 
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EUROPE 


PAYOFF  TIME 

ON  THE  CONTINENT 

But  taxes  and  rigid  labor  laws  threaten  the  nascent  recovery 


Afimny  thing  happened  this  summer 
to  Franco  Tato,  chief  executive  of 
Italy's  giant  electric  utility  Enel. 
In  May,  Tato  noticed  an  upwai'd  spike  in 
electricity  demand,  a  miiTor  of  econom- 
ic activity  and  one  that  had  been  de- 
pressed in  Italy  for  more  than  two 
years.  At  fii-st.  Tato  suspected  a  statis- 
tical fluke.  But  each  month  since  then, 
demand  has  been  up  sharply.  The  Enel 
head  now  predicts  that  by 
the  end  of  this  year,  Italy 
win  be  constiming  over  4'7c 
more  electrical  power  than 
it  did  in  1996 — the  largest 
jump  in  years.  "The  re- 
covery is  here,  and  it's  a 
lasting  one,"  says  Tato. 

Across  Europe, 
economies  are  turning  on 
the  juice.  After  the  most 
intransigent  downturn 
since  World  War  II,  com- 
panies and  consumers  can 
finally  look  forward  to 
brighter   times  (chart). 
From  German  car  sales  ti . 
Swedish  home  prices  tn 
Spanish  consumer  confi- 
dence, almost  all  economic 
indicators   are  pointing 
north.  Says  Jean-Paul  Hologne,  econo- 
mist at  Brussels'  Banque  Bruxelles 
Lambert:  "After  yeai's  of  austerity,  peo- 
ple are  seeing  light  at  the  end  of  the 
tunnel." 

DEREG  DIVIDEND.  So  far,  surging  ex- 
ports from  France  and  GeiTnany  have 
been  the  main  engine  of  recovery,  even 
as  demand  at  home  has  remained  de- 
pressed. Those  export  earnings,  com- 
bined with  aggressive  corporate  re- 
stnicturing,  are  pacing  off 
in  healthy  profits.  If  com- 
panies begin  to  invest  in 
their  home  markets,  the 
crushing   11.2%  jobless 
rate  on  the  Continent  will 
ease,  and  stronger  con- 
sumer demand  will  give 
the  recoveiy  more  muscle. 

That's  a  big  if.  The 
record  postwar  unemploy- 
ment numbers  in  Ger- 
many announced  on  Sept. 
9  show  just  how  stubborn 


long-tenn  joblessness  has  become.  Much 
now  depends  on  whether  Eiu'ope's  lead- 
ers have  the  political  will  to  reform 
rigid  labor  laws  that  discourage  hiring 
even  in  good  times.  And  companies  are 
still  waiting  for  corporate  tax  rates  as 
high  as  54%  to  fall.  "It's  the  next  few 
months  that  will  really  be  ciucial,"  says 
Marco  Ti-onchetti  Pi'overa,  CEO  of  Italy's 
$6  biUion  tire  and  cable  giant  Pirelli. 


IN  GERMANY:  Higher  profits  won't  necessarily  mean  more  jobs 


But  European  governments  have 
cleaiiy  done  a  few  things  right.  Ah'eady, 
in  Spain  and  Italy,  unemployment  has 
slowly  begun  to  drop — in  large  part 
thanks  to  deregulation.  From  the  liber- 
alization of  European  air  transport  last 
April  to  next  Januan,''s  opening  of  the 
Continent's  $103  billion  telephone  mar- 
ket, once-sleepy  sectors  are  starting  to 
boom.  This  year,  for  example,  the  Asso- 
ciation of  European  Airlines  exi)ects  the 

EUROPE  FINALLY  GETS  GROWING 

3  5    PERCENTAGE  INCREASE  IN  GROSS  DOMESTIC  PRODUCT  -- 

■  '96  ■  '97*  ■  '98* 
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newly  competitive  European  air  travel 
mai'ket  to  gi'ow  by  10%.  In  telecommu- 
nications, Salomon  Brothers  Inc.  esti- 
mates the  total  number  of  European 
cellular-phone  subscribers  will  top  50 
million  at  the  end  of  this  year — up  from 
barely  14  million  just  three  years  ago. 

Even  in  Europe's  depressed  industri- 
al heartland,  layoffs  may  finally  be  lev- 
eling off.  Although  the  auto  sector — the 
biggest  employer — faces  overcapacity 
and  a  mature  market,  "profitability  in 
the  industi-y  is  on  the  mend  just  about 
everj^vhere  in  Europe,"  says  Jolm  Law- 
son,  European  auto  industry  expert  at 
Salomon  Brothers  International  Ltd.  in 
London. 

But  higher  profits  won't  necessarily 
translate  into  large-scale  job  creation— 
especially  in  Germany,  where  2.4  mil- 
Hon  jobs  have  vanished 
since  1991.  Despite  the  ex- 
port boom,  Munich-based 
economic  consulting  group 
IFO  estimates  that  Gennaii 
industrial  companies  wil] 
actually  cut  their  work- 
forces by  3%  this  yeai 
and  a  further  1%  in  1998. 

The  trend  could  be  re- 
versed if  Europe  relaxes 
its  labor  regulations.  Foi 
example,  Italy's  new  Trei 
Law,  about  to  go  into  ef- 
fect, adds  badly  needec 
flexibility  by  legalizinf 
temporary  hires  anc 
breaking  the  state  monop 
oly  on  employment  agen- 
cies. Italians  hope  the  re  j 

  suit  will  resemble  the  3^  ' 

drop  in  joblessness  after  Spain's  cen 
ter-right  government  passed  similai 
laws  in  April. 

Until  now,  economic  improvement  ii  j 
Europe  has  been  mostly  due  to  tougl 
slogging  by  corporate  managers,  an(  I 
gi-owih  has  come  at  workers'  expense  r 
"Eiu'ope's  recoveiy  is  still  a  fragile  crea  j 
ture,"  cautions  Francesco  Caio,  ceo  om 
Itahan  white-goods  giant  Merloni  Eletf 
trodomestici.  But  if  the  numbers  kee] 
looking  good,  politician 
will  have  more  room  t( 
push  thi-ough  reforms  tha' 
give  the  recovery  rea 
staging  power — and  Eiu-o; 
peans  something  to  chee: 
about. 

By  John  Rossant  i\ 
Rome,  with  Gail  Et 
mondson  in  Pans,  Kan 
Lowry  Miller  in  Frani 
fuii.  William  Echiksonit 
Brussels,  and  burea. 
reports 
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To  build,  you  need  a  g  ran  d  plan. 

al  the  big  picture,  from  the  enterprise  down.  Not  from  the  personal  operating  system  up.  www 
;  litlcen  year  commitment  to  network  computing  is  enabhng  innovation  at  companies  hke 
odak,  FedEx,  Mastercard,  Nortel  (Northern  Telecom),  Nova  Scotia  Power,  Pfizer  Inc., 
).   Allowing  them  to  push  the  frontiers  of  worldwide  data  access,  streamline  internal  ^ 


unlimited  growth  with  Java!"  And  giving  them,  with  systems  designed  from  the  ground  up  for  networl 
Tiputihg,  the  means  to  create  real  competitive  advantages.  THE  NETWORK  IS  THE  COMPUTEil''' 
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I  with  what  seems  like  hundreds  of  different  local  phone  companies 
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MEXIOOS  CONGRESS 
TURNS  FROM  LAMB  INTO  LION 


Mi 


I  exico's  im})erial  presidency  is  dead.  Any  lingeiing  illusion 
that  it  might  survive  the  end  of  a  70-year  era  of  one- 
I  party  rule  by  the  Institutional  Revolutionary  Party 
(FRi)  was  laid  to  rest  as  the  eountiy's  new  Congi-ess  held  its 
inaugural  session  on  Sept.  1.  The  four-party  opposition  bloc, 
which  now  controls  a  majority  in  the  lower  house,  is  forcing- 
dramatic  changes  in  the  way  Mexico  is  ruled. 

The  opposition  will  use  its  new  clout  to  challenge  eveiy- 
thing  from  spending  priorities  in  the  1998  budget  to  a  $7  bil- 
lion bailout  of  the  country's  toll-highway  system  that  Presi- 
dent Ernesto  Zedillo  Ponce  de  Leon  decreed  just  before 
Congress  convened.  "We  plan  to  call  as  many 
shots  as  we  can  in  Congi'ess,"  says  Carlos 
Medina  Plascencia,  leader  of  the  opposition 
center-right  National  Action  Party  (pan)  in 
CongTess. 

Suddenly,  congi-essional  lobbying  is  poised 
to  boom.  The  opposition,  which  holds  261 
seats  to  the  pri's  239,  intends  to  reassert  its 
rights  to  initiate  and  amend  legislation.  In 
former  Congi*esses,  packed  with  pri  legisla- 
tors, more  than  90%  of  all  bills  were  pre- 
sented by  the  presidency.  Now,  the  Council  of 
Business  Coordination  (CCE),  an  influential 
business  umbrella  organization,  is  setting  up  a  legislative 
lobbying  office.  "We  should  have  done  this  long  ago — now,  we 
really  need  to,"  says  ccE  head  Eduardo  Bours  Castelo. 
MOVING  FAST.  The  Council  isn't  alone  in  adjusting  fast  to 
Mexico's  changed  balance  of  power  The  Mexican  Investment 
Boai'd  is  racing  to  fill  dozens  of  requests  fi'om  U.  S.  companies 
that  want  to  discuss  foreign-investment  issues  with  Me.xican 
legislators.  Congi'ess  plans  to  create  its  own  reseai'ch  office  to 
help  draft  bills  and  provide  ammunition  to  challenge  the  ex- 
ecutive branch  led  by  President  Zedillo. 

Spaning  has  started  in  the  fii-st  big  fight,  the  1998  budget. 
Legislators  asked  the  administration  to  deliver  it  six  weeks 
ahead  of  schedule.  Tliey  need  the  time  to  amend  it,  since,  con- 


IVIY  TURN:  Muiloz  and  Zedillo 


stitutionally,  it  has  to  be  enacted  by  Dec.  31.  Opposition  leg- 
islators from  PAN,  as  well  as  fi-om  the  left-leaning  Paity  of  the 
Democratic  Revolution  (prd),  the  Workers'  Paity  (pt),  and  the 
Green  Party  all  want  more  social  spending  and  tax  cuts. 

Intense  budget  sci-utiny  could  open  up  a  can  of  worms 
for  Zedillo  and  the  pri.  The  opposition  plans  to  rake  over  the 
President's  multimillion-dollar  discretionary  spending  funds. 
And  it  promises  to  open  public  investigations,  always  quashed 
by  pri  votes  in  the  past,  into  coiTuption. 

Hyperactivity  by  a  militant  Congress  could,  of  course, 
scare  off  foreign  investors.  But  pan  congi'essman  Santiago 
Creel  Mh-anda  counters  with  the  argument  j 
that  "an  economy  based  on  democratic  de- 
cision-making is  much  more  attractive  to 
investors." 

A  bigger  risk  may  be  that  while  the  op- 
position is  united  about  purging  the  pri 
state  apparatus,  it  still  has  not  found  com- 
mon ground  on  key  economic  issues.  The 
huge  spending  progi'ams  that  the  left  wants, 
for  example,  could  cause  Mexico's  economy, 
now  growing  at  a  clip  of  6%  a  year,  to 
overheat,  pan's  Plascencia  acknowledges 
that  there's  work  to  be  done  by  the  opposi- 
tion alliance.  "We  will  have  to  build  a  consensus,  issue  by  is- 
sue," he  says. 

All  the  same,  many  Mexicans — especially  pri  militants — are  ; 
m  for  shocks.  The  sight  of  President  Zedillo  sitting  uneasily  aslj 
opposition  leader  Poi-fiiio  Mimoz  Ledo  delivered  a  scathing  re-ji 
ply  to  the  state  of  the  union  address  was  a  stai'k  reminder  of" 
the  pri's  diminished  status.  '.. 

Mexico's  feisty  Congress  will  provide  a  fertile  testing 
gi-ound  for  the  key  issues  that  will  dominate  the  next  presi- 
dential elections  in  2000.  And  it  will  give  vital  experience  to! 
a  new  generation  of  pohticians  long  kept  out  of  power  by  the 


muscled  arrogance  of  the  pri 


By  Geti  Smith  in  Mexico  City 


GLOBAL  WRAPUP 


ISRAEL  SPEEDS  SELL-OFFS 

►  Prime  Minister  Benjamin  Netan- 
yahu's bold  privatization  plans  are  in 
high  gear.  The  Sept.  5  sale  of  a  43% 
stake  in  Bank  Hapoalim,  the  coun- 
try's largest,  raised  a  record  $1.37 
billion.  The  government  has  amassed 
nearly  $3  billion  from  asset  sales  so 
far  this  year,  double  its  original  1997 
target. 

Analysts  are  skeptical  about  Netan- 
yahu's plans  to  reshape  the  Israeli 
economy,  as  terrorism  revives  and  the 
economy  slows  after  seven  years  of 


fast  growth.  But  now,  the  government 
w^ants  to  exploit  the  Hapoahm  success 
and  move  quickly  to  sell  controlling 
interests  in  the  country's  second-  and 
third-largest  banks — Bank  Leumi  and 
Israel  Discount  Bank — as  well  as  El 
Al  Israel  Airlines,  Bezeq  Israel  Tele- 
com, and  Oil  Refineries  Ltd. 

CAMPAIGN  REFORM  FOR  INDIA? 

►  India's  $9  billion  Tata  group  is  try- 
ing to  clean  up  the  country's  cam- 
paign finance  system.  In  mid-August, 
the  conglomerate  set  up  a  trust  to 
funnel  corporate  donations  to  politi- 


cal parties.  Disbursements  would  be 
made  with  public  knowledge  and 
given  to  parties  in  proportion  to  the 
number  of  seats  they  have  in  the 
parliament. 

Many  observers  welcome  the  idea, 
but  they  remain  skeptical  about  how 
well  it  will  pan  out.  The  trust's  pro- 
moters argue  that  it  could  prevent 
businesses  from  being  strong-armed 
for  donations  during  campaigns.  Still, 
Indian  companies  are  adept  at  using 
the  present  system.  They  are  generous 
donors  and  give  mostly  in  cash — ^in  ex- 
change for  political  favors. 
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Sports  Business 


COMIViENTARY 

By  Mark  Hyman 


WHY  BASEBALL  WANTS  TO  JUGGLE  ITS  LINEUP 


What's  the  most  explosive  issue 
Major  League  Baseball  own- 
ers will  confront  when  they 
meet  in  Atlanta  on  Sept.  12-16?  Icy 
relations  with  the  players?  The 
sport's  shoddy  record  of  hiring 
minorities  for  the  front  office?  How 
about  the  appointment  of  baseball's 
first  commissioner  since  the  waning 
days  of  the  Bush  Administration? 

Nah.  This  is  riskier  than  standing 
near  Ken  Griffey  Jr.'s  bat.  This  is 
wilder  than  spending  $12  million  on  a 
Japanese  pitcher  with  more  attitude 
than  arm.  This  is  realignment. 

The  bright  lines  that  have  set 
apart  the  American  and  Nation- 
al Leagues  for  the  past  97  base- 
ball seasons  won't  be  as  bright 
next  year.  Among  the  owners,  a 
consensus  has  emerged  for 
some  degi'ee  of  reshuffling, 
though  a  realignment  plan  has 
yet  to  be  selected  fi'om  the 
dozen  or  so  floated. 
NEW  SCHEME.  Proposals  range 
fi-om  the  simply  radical  to  the 
really  radical.  One  of  the  fii'st 
considered  would  have  virtually 
obliterated  the  cmrent  system, 
uprooting  15  of  the  ciu'rent  28 
fi'anchises  ft'om  their  present 
leagues.  That  plan  failed,  and  a 
scaled-back  version  that  could 
be  adopted  calls  for  shifting 
nine  teams:  Anaheim,  Kansas 
City,  Milwaukee,  Oakland,  and 
Seattle  to  the  National  League; 
Florida,  Houston,  Montreal,  and 
Philadelphia  to  the  American. 

Also  up  for  grabs:  the  stinic- 
tui'e  of  divisions  within  the 
leagues.  One  proposal  being 
considered  would  scrap  the  cur- 
rent three-division  setup  within 
the  NL  and  al  for  two  larger  divi- 
sions of  seven  or  eight  teams.  That's 
now  considered  less  likely  than  a 
competing  plan  to  group  teams  in 
smaller  divisions  of  four  or  five. 

For  the  owners,  realignment  is 
merely  the  latest  effort  to  repackage 
their  product  and  raise  revenues 
through  increased  ticket  sales  and 
keener  competition  for  broadcast 
lights  among  TV  networks  and  cable 
operators.  Three  years  ago,  the  own- 
ers approved  a  similar  step,  expand- 


ing post-season  play  to  include  sec- 
ond-place finishers  or  "wild  cards." 
And  before  this  season,  they  jolted 
some  baseball  purists  by  introducing 
a  limited  slate  of  interleague  games. 

The  owners  have  pronounced  both 
changes  smashing  successes,  particu- 
larly tliis  season's  dabble  with  inter- 
league play.  Not  suiprisingly,  games 
matching  crosstown  rivals — the  Yan- 
kees and  Mets  in  New  York  and  the 
Cubs  and  White  Sox  in  Cliicago — 
have  been  winners  at  the  box  office. 
So  have  games  pitting  superstars 
fi-om  the  opposing  leagues.  When  the 


The  Yanks  vs.  the  Mets: 
New  York  and  Chicago  loved 
interleague  play 


Seattle  Mariners  and  Griffey,  the 
American  League's  top  slugger,  trav- 
eled to  San  Francisco  to  meet  the  Gi- 
ants and  NL  home-ran  threat  Bany 
Bonds,  40,000  fans  tiumed  out,  more 
than  double  the  Giants'  average  gate. 

But  not  every  interleague  game 
has  been  a  crowd-pleaser.  When  two 
second-division  sloggers,  the  Cincin- 
nati Reds  and  the  Minnesota  Twins, 
hooked  up  at  the  Metrodome  in  Min- 
neapolis on  a  Saturday  night  last 
month,  only  17,000  showed.  And  for 


several  thousand,  the  family-night 
ticket  promotion  was  as  powerftil  a 
draw  as  the  largely  meaningless 
game. 

Mixed  results  such  as  those  invite 
the  question:  Wliy  realign?  OwTiers 
sell  the  concept  as  a  way  to  cut 
down  on  wearying  travel  schedules 
and  to  enhance  regional  rivalries:  In 
the  newly  constituted  leagues,  geog- 
raphy will  be  king. 

But  what  do  fans  want?  Based  on 
rising  ticket  sales  in  the  face  of  ever- 
rising  prices,  the  last  t'ning  they're 
clamoring  for  is  radical  change.  Or 
change  of  any  kind.  This  season, 
attendance  at  major  league 
games  is  the  second-highest  in 
history,  trailing  only  1993,  the 
last  full  season  before  the  strike- 
shortened  season  of  '94.  When 
the  Giants  canvassed  theh  sea- 
son-ticket holders,  95%  said  they 
were  opposed  to  radical  realign- 
ment. A  recent  siu'vey  on  the 
ESPN  SportsZone  Web  site  drew 
more  than  9,000  responses,  with 
most  saying  the  owTiers  are 
moving  too  fast  on  realignment. 

"The  proposal  to  tear  apart  a 
97-year-old  stiiictiu'e  of  proven 
appeal  is  so  um-easonable  as  to 
make  one  wonder  if  its  propo- 
nents have  a  hidden  agenda," 
wTites  Leonard  Koppett,  a  Base- 
ball Hall  of  Fame  inductee  whose 
column  appears  in  several  North- 
ern California  newspapers.  The 
issue  behind  the  issue,  Koppett 
theorizes,  is  revenue  sharing,  a 
concept  the  richest  fi'anchises 
have  resisted  mightily  for  years. 
If  realignment  bolsters  the  bot- 
tom line,  there'll  be  more  money 
for  all,  easing  pressure  on  clubs 
at  the  top  to  share  the  wealth. 

That's  not  what  fans  care  about, 
though.  They  care  about  answers  to 
questions  like:  "Who's  our  cleanup 
hitter?"  and  "Do  we  have  a  lefthand- 
ed  closer  in  the  bullpen?"  To  that  hst 
of  time-honored  baseball  queries,  you 
can  add  one  more  next  season: 
"What  league  are  we  in?" 

Hyman  is  co-author,  with  Jon 
Miller,  of  the  soov-to-be-puhlished 
Confessions  of  a  Baseball  Purist. 
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COMMENTARY 

By  John  Carey 


A  TRADE  FIGHT  THAT  DOESN'T  COMPUTE 


Bill  Buzbee's  goal  last  year  was 
simple:  keep  the  U.  S.  on  the 
cutting  edge  of  climate 
research.  Scientists  at  the  govern- 
ment-funded National  Center  for 
Atmospheric  Research  were  devel- 
oping more  sophisticated  ways  of 
simulating  the  global  climate — vital 
to  understanding  global  warm- 
ing— and  needed  bigger,  faster 
supercomputers.  So  Buzbee, 
ncar's  computing  director, 
went  shopping.  But  when 
he  put  competing  machines 
through  their  paces,  the 
clear  winner  was  a  system 
from  Japan's  NEC  Corp., 
not  from  America's  great 
supercomputer  maker,  Cray 
Research  Inc. 

That's  when  Congi'ess 
threatened  to  cut  off  the  fimd 
ing  for  ncar's  new  system 
and  Cray  accused  NEC  of 
selling  machines  below 
cost.  In  late  August,  the 
Commerce  Dept.  agi'eed, 
charging  both  NEC  and 
fellow  Japanese  supercom- 
puter maker  Fujitsu  Ltd. 
with  "dumping"  machines  on 
the  worldwide  market.  Now  the  case 
is  before  the  International 
Trade  Commission,  a  U.  S. 
agency  that  will  decide  if  the 
alleged  dumping  injured  Cray 
A  decision  is  expected  in  ear- 
ly October.  If  the  ITC  says 
yes,  then  the  U.  S.  will  impose  stiff 
duties,  equivalent  to  454%  of  price, 
on  NEC  machines  sold  in  the  U.  S. 
EXOTIC.  With  U.  S.-Japan  trade  fi'ic- 
tion  increasing  again,  this  is  no  time 
to  get  entangled  in  a  dispute  that's 
more  about  protectionism  than  fair- 
ness. Indeed,  the  subtext  here  is  a 
tangle  of  changing  markets  and  na- 
tional security  concerns.  Cray's  so- 
called  vector  supercomputers, 
crammed  with  exotic  technology,  are 
still  among  the  most  powerful  ma- 
chines on  the  planet.  But  now  these 
"hand-built  Lamborghinis"  are  being 
replaced  for  most  applications  by 
cheaper  systems  created  fi'om  gi'oups 
of  more  mundane  processors  manning 
in  parallel,  says  supercomputer  ana- 
lyst Gary  Smaby. 


That's  why  to  survive,  Cray  was 
forced  last  year  to  merge  with  Sili- 
con Graphics  (SGl),  a  leader  of  the 
new  approach.  But  even  the  com- 
bined might  of  Cray  and  SGi  may  not 
be  a  match  for  nec  and  Fujitsu. 
This  turn  in  the  supercomputer 
mai'ket  has  set  off  alaiTns  witliin 
the  national  secmity  Establish- 
ment. Eai-lier  this  summer, 
an  interagency  committee 
led  bv  the  De- 


case  of  NCAE,  reduced  performance. 

What  makes  this  case  galling  to  su- 
percomputer customers  is  that  the  ev- 
idence isn't  particularly  strong.  The 
central  issue,  of  coiu'se,  is  whether 
the  price  of  the  nec  system  was  be- 
low its  cost.  Commerce,  using  num- 
bers suppUed  by  Cray,  concludes  that 
the  cost  of  NEC's  system  is  actually 
454%  higher  than  the  $35  million 
price  tag.  But  Commerce  attributes 
two-thirds  of  the  cost  to  research  and 
engineering  expenses,  a  figui-e  analyst 
Bennett  calls  "ludicrous."  "nec  made 
a  veiy  aggi'essive  but  not  overly 
aggi'essive  bid,"  he  concludes. 
Still,  tliis  issue  could  be  more 
faii'ly  judged  if  nec  would  re- 
lease its  own  numbers,  which  it 
refuses  to  do.  "It's  frustrating 
when  those  who  aren't  playing 
by  the  rales  are  presumed  to 
have  the  right  numbei-s,"  says 
John  L.  SuUivan,  general 
counsel  for  SGi. 

For  the  case  to  go  Cray's 
way,  it  must  show  that  NEC's 
pricing  ai'ound  the  world  di- 
rectly hmt  sales.  In  fact, 
Cray's  world  mai-ket  shai'e  in 
vector  supercomputers  has  fallen 
from  73%  in  1993  to  54%  in  1996.  But 


WRONG  CASE 


Why  is  Washington  trying  to  protect 
Cray  from  Japan  when  tensions  are  rising? 


fense  Advanced  Reseai"ch  Projects 
Agency  (darpa)  reported  that  U.  S. 
supercomputer  makers  aren't  healthy 
enough  to  develop  the  computers 
needed  to  crack  enemy  codes  or  de- 
sign tomon'ow's  nuclear  weapons. 
Without  government  help,  "U.  S.  high- 
end  technology  will  not  be  available  to 
meet  national  secmity  needs,"  the  i-e- 
port  wams.  So  it's  not  siuprising  that 
some  supercomputer  experts  say  the 
spooks  were  behind  Commerce's  ral- 
ing.  After  aU,  keeping  out  competition 
is  one  way  to  help  U.  S.  industry. 

But  it's  not  the  right  way.  The 
dumping  case  "has  had  a  cliilling  ef- 
fect on  any  company  in  the  U.  S. 
evaluating  nec  or  Fujitsu  machines," 
says  industry  analyst  Teny  Bennett. 
The  result:  higher  prices  or,  as  in  the 


if  the  entire  supercomputer  market  is 
considered — which  most  experts  say 
is  the  right  yai'dstick,  given  the  shift 
to  parallel  machines — even  Sullivan 
admits  the  case  for  injmy  would  be 
tough  to  prove. 

The  big  pictui'e  is  that  accusing 
the  Japanese  of  dumping  is  the 
wi'ong  way  to  cure  the  ills  of  the 
U.  S.  supercomputer  industry.  If  we 
really  want  to  ensui'e  that  the  na- 
tion's military  and  intelligence  com- 
munities stay  on  the  cutting  edge. 
Uncle  Sam  should  simply — and  di- 
rectly— pay  U.  S.  companies  to  devel- 
op the  machines  we  need.  Isn't  that 
the  way  we  do  business  in  Amenca? 

Carey  covers  science  and  technolo- 
gy policy  from  Washington. 
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FROM  EMPLOYEE  BENEFITS  TO 
INVESTMENT  MANAGEMENT 


tLife  Employee  Benefits  And  Investment  Product 
Helping  Millions  of  Americans  Become  Financially  Sec 


Serving  Businesses  Of  All  Sizes 


Voluntary  Benefits  Group 

•  One  source  to  meet  employee  needs 

•  Eases  administrative  burden 


:  U5ER-FRIENPLY  EMPLOVEE  COMMUNICATIONS 


Investment  Capabilities'^^ 

Domestic  Equity 
Value 
Growth 
Small  Cap 

Domestic  Fixed  Income 
Short  Term 
Long  Term 
High  Yield 

International  Equity 

International  Fixed  Income 

Real  Estate 


Dental 


Qualin-  Sen  icc, 
Better  \alue 


A  leader  in  managed 


]DisciL>ility 

benefits 


www.metlife.coin 




ON-LINE 

: 

INFORMATION 

GETMETJTfWS: 

1-800-MetLife 

Contact  your  broker  or  insurance  consultant,  or  MetLife 
account  representative  and  ask  ab(  )tit  MetLife  for  business. 


401  (k)      Group  Dental,  Disability,  Life,  Vision,  Long-Term  Care,  Auto  &  Homeowners  Insurance 
•  Investments  &  Asset  Management  •  Voluntary  Benefits 


By  volume  in  force  as  of  12/31/96.  BcscWeek.  Life/Hc.ilth.  6/30/97.  ""Group  insurance  products  and  annuities  issued  by  Metropolitan  Life  Insurance  Company. 
lUto  &  Homeowners  Insurance  underwritten  by  Metropolitan  Property  and  C.isualty  Insurance  Company  and  Affiliates.  Warwick.  RI.       Investment  management 
;rvices  provided  by  Metropolitan  Life  Insurance  Company,  State  Street  Research  &  Management  Company,  or  affiliated  companies. 
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233MHz  Pentium®  Processor 
With  MiVIX "  Technology 

Maximize  your  performance 
with  the  fastest  Pentium  processor 
available  in  a  notebook. 


13.3"  Active-Matrix 
TFT  Color  Display 

Provides  a  21  °o  larger  viewing  area 
than  12.1"  displays.  And  with  1024  x  768 
high  resolution,  even  the  most  intricate 
images  look  razor  sharp. 


3D  Graphics 

S3  •  ViRGE-'/MX  3D 
graphics  controller 
brings  3D  capabilities  to 
a  notebook  and  up  to  60% 
faster  2D  performance. 


Up  To  7-Hour 
Battery  Life 

New  architecture  allows 
for  over  3.5  hours  of 
standard  battery  life — 
and  up  to  7  hours,  using  an 
optional  second  battery 
in  the  SelectBay." 


Advanced  System 
Management  Tools 

DMI  2.0  BIOS  support  for  inventory 
tracking,  ACPI  VI  .0  support  and 
LANDesk"^  Client  tVlanager  3.0  for 

network  management  —  deliver  the 
ultimate  computing  experience. 


,  •  ©  J997  Toshiba  America  Information  Systems.  Inc.  All  specifications  and  avaUability  are  subject  to  change.  'Supports  DVD-ROM  only  Does  not  support  DVD  MPEG  H  movies.  '  *20X  maximum  speed.  14X  average  speed. 
All  products  indicated  by  trademark  symbols  are  trademarked  and/or  registered  by  their  respective  companies.  Tlie  Intel  Inside  Logo  and  Pentium  are  registered  trademarks  and  MMX  is  a  trademark  of  Intel  Corporatioa 


deo  Capture  And 
<uilt-in  Scanning 

Integrated  digital  camera 
r  capture  of  live  video  and 
video  conferencing.  New 
deoBrushi'"  software  allows 
)u  to  digitally  scan  images, 
)cuments  and  whiteboards. 


DVD-ROM 

Ready* 

Upgrade  your  20X** 
CD-ROM  with  an  optional 

DVD-ROM  drive  for  up 
to  15.9GB  of  data  per  disk. 


b  8.59GB  Of 
ID  Storage 

plenty  of  storage 
ity  with  the  4.77GB 
d  HDD  and  optional 
GB  second  HDD 
the  SelectBay. 


Of  course  it's  loaded  with 
breakthrough  technology 
Consider  the  source. 

Introducing  the  new  Tecra™  750CDT,  the  ideal  notebook  for  the 
most  demanding  power  user.  Who  else  but  Toshiba,  the  world's 
leader  in  portable  technology,  could  pack  so  much  performance, 
storage  capacity  and  multimedia  support  into  one  notebook?  No 
matter  how  complex  your  application  requirements  or  how 
advanced  your  mobile  computing  needs,  this  notebook  will  give  you 
the  power  and  performance  you  need  to  be  successful.  There  are  also 
plenty  of  docking  and  memory  expandability  options,  plus  the  very 
latest  network  management  tools  to  deliver  the  ultimate  computing 
experience.  Best  of  all,  the  Tecra  750CDT  is  backed  by  the  superior 
quality,  reliability  and  service  and  support  you  need  to  Always  Lead.™ 


TECRA  750CDT 

Additional  features  include: 

■  32MB  high-speed  EDO  DRAM 
(expandable  to  160MB) 

■  High-speed  4MB  Video  RAM 

■  DuoView'"  support  for  advanced 
simultaneous  display 

•  K56flex-upgradeable  internal 
modena  with  DSVD  voice/fax 
support  and  built-in  cellular  port 

■  SelectBay  slot  supports  CD-ROM, 
floppy  disk  dnve,  optional  3  82GB 
second  haid  dnve,  optional 
second  Uthium  Ion  battery  or 
optional  DVD-ROM  drive 


■  2  Universal  Senal  Bus  (USB)  ports 

■  Supports  two  Type  11  or  one 
Type  III  16-bit  PC  Cards,  ZV  Cards 
or  32-bit  CardBus  Cards 

■  MPEG  playback  through  either 
software  or  optional  PC  Card 

■  Fast  Infrared  (FIR)  IrDA  compliant 
port  viAth  Puma'"  Software 

■  3D  SoundBlaster*  Pro  audio  v^Ath 
two  built-in  st.ereo  speakers 

■  PC97  compliant 


■  Noteworthy'"  Business  Video 
Phone  with  Intel  ProShare'' 
Technology  software 

■  Optional  Desk  Station  V  Plus 
docking  station  or 
NoteDock"  II  Enhanced 
Port  Replicator 

■  Windows*^'  95,  optional 
Windows  for  Workgroups  n^ntl  U I 
and  Windows  NT.«  support  ^  ■  ■  i  ■  «  ■ 

■  3-year  limited  warranty 

■  Toll-free  technical  support 

7  days  a  week.  24  hours  a  day 


For  more  information,  visit  http://computers.toshiba.com,  or  call  1-800-457-7777 

In  Touch  with  Tomorrow 

TOSHIBA 


The  closer  you  look,  the  better  your  overview. 


If  you're  on  the  lookout  for  new 
business  prospects,  the  best  spot 
to  improve  your  contacts  is  here 
with  us.  At  the  foot  of  Frankfurt's 
towering  Messeturm,  lies  the  venue 
for  the  world's  top  15  trade  fairs 
for  consumer  goods,  automobiles, 
technology,  musical  instruments 
and  textiles.  Here  we  offer  you  an 
unsurpassed,  in-depth  market  over- 
view, and  direct  business  contacts 
from  all  over  the  world:  Europe, 
Asia  and,  last  but  not  least,  America. 
So  when  you're  scouting  around 
for  new  global  business  partners, 
Frankfurt  is  the  one  location  you 
just  can't  overlook. 
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Messe 

Messe  Frankfurt.  Out  in  front  and  on  the  scene.  ■■  Frankfurt 
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ESTIGATIONS 


{ MEDICARE  ABUSE 
N  EPIDEMIC? 

!  teds'  expanding  probe  zeroes  in  on  key  player  Olsten 


In  the  moiTiing  of  July  16,  Olsten 
Cori").'s  meteoiic  rise  to  the  top  of 
the  home  health  field  hit  a  dubious 
milestone.  FBI  agents  walked  into 
lorida  offices  Olsten  manages  for 
)!ed  hospital  giant  Columbia/HCA 
thcare  Corp.  Shaken  employees 
asked  to  step  from  then-  desks  and 
iden  to  leave  without  giving  a  name 
home  phone  number.  Hours  later, 
igents  drove  off  with  hundreds  of 

HOMEWARD  BOUND 


documents,  diskettes,  memos,  training 
manuals — even  Christmas  card  lists. 

With  that  seai'ch,  the  $3.4  billion  com- 
pany best  known  for  supplying  temps  to 
pinched  offices  suddenly  found  itself 
caught  up  in  a  massive  federal  probe  of 
one  of  the  nation's  fastest-gi'owing  in- 
dustries— caiing  for  elderly,  sick,  and  dis- 
abled people  at  home.  Led  by  Chief  E.\- 
ecutive  and  Chau-man  Frank  N.  Lig-uori 
and  Robert  A.  Fusco,  the  pi-esident  of 


LIGUORI:  Canny  acquisitions 
— and  asset  sales  that  may 
have  been  underpriced 

Olsten's  health-cai'e  division,  the 
once  tiny  Melville  (N.  Y.)-based 
staffing  company  moved  rapidly 
into  home  health  care  over  the 
I  last  six  yeai^s.  Along  the  way,  it 
became  the  biggest  player  in 
w  hat  it  thought  would  be  a  lu- 
crative market. 

HIGH  PROFILE.  But  now  Olsten 
is  discovering  the  downside  of 
being  No.  1.  Late  last  year,  At- 
torney General  Janet  Reno  an- 
nounced major  funding  to  in- 
vestigate alleged  fraud  and 
abuse  that  the  government  be- 
lieves is  financially  crippling 
the  Medicare  progi'am.  Home 
health  care  has  become  a  key 
focus  because  of  its  sheer 
gi'owth:  Since  1990,  Medicai-e 
spending  on  home  care  has  soared  fi'om 
$3.3  billion  to  $16.7  billion.  Investiga- 
tors allege  that  providers  took  advan- 
tage of  mm-ky  niles  and  lax  ovei-sight  to 
overbill  for  home  care.  By  putting  Ol- 
sten under  the  microscope,  investiga- 
tors hope  to  gain  insight  into  the  in- 
dustry and  send  out  a  powerful 
message.  "Home  health  is  the  next  big 
area  of  investigation,"  says  a  federal 
prosecutor.  "There's  no  way  they're  go- 
ing to  come  out  of  this  without  a  close 
examination  of  then-  business  practices." 

Indeed,  Olsten's  troubles  go  beyond 
Columbia.  After  the  seai'ch  of  its  Florida 
offices,  a  federal  prosecutor  confirmed 
that  the  FBI  was  seeking  evidence  for  its 
Medicare  probe  of  Columbia/HCA,  which 
had  liii-ed  Olsten  to  manage  more  than  a 
thu'd  of  its  550  home-care  agencies.  But 
sources  close  to  the  investigation  say 
the  Department  of  Health  &  Human 
Seivices  and  the  Justice  Dept.  have  now 
begim  to  look  into  whether  Olsten  it- 
self is  profiting  too  much  fi-om  taxpayei-s. 
Liguori  and  Fusco  declined  requests 


lECEMBER,  1990  Lured  by  the  fast- 
jrowing  home  health-care  market, 
)lsten  acquires  Upjohn's  home 
lealth  division,  tripling  home-care 
evenues,  to  $300  million. 


OLSTEN 
STOCK  PRICE 


FEBRUARY,  1998  Signs  an  exclusive  con- 
tract with  CIGNA  to  supply  home  health 
care  nationally  to  10  million  patients. 


MAY,  1997  lustice 
Dept.  opens  improper 
billing  and  fraud 
investigation  into 
Olsten's  Quantum  unit. 


r 


DATA:  BLOOMBERG  FINANCIAL  MARKETS 


JULY,  1993  Acquires  $1 
billion  Lifetime,  becoming 
North  America's  largest 
home  health-care  provider. 


0CT0BER,1994  Sells  22  home- 
care  agencies  to  Columbia/HCA. 
Contracts  to  manage  those  and 
15  more.  Ends  up  managing 
150  Columbia  offices. 


JUNE,  1996  Buys 
Quantum  Health 
Resources,  which 
provides  home 
care  to  critically 
ill  patients,  for 
$300  million. 


JULY,  1997  FBI 

raids  22  offices 
Olsten  manages 
for  Columbia. 


;c.  '90 


'92 
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AUG.  '97 


BUSINESS  WEEK  /  SEPTEMBER  22,  1997  71 


The  Corporation 


I 


for  interviews.  Olsten  spokesman  David 
R.  Fluhi'er  confirmed  that  hhs  and  pros- 
ecutors have  asked  for  infoi'mation  re- 
garding Medicare  bilHng  practices  but 
woukln't  comment  on  specific  aUegations. 
"We  are  cooperating  fully,"  he  says.  Two 
high-level  sources  at  Olsten  say  it  has 
hired  outside  attorneys  and  launched 
an  internal  review.  Columbia  spokesman 
Jeff  Prescott  says  it  too  is  cooperating. 

The  outcome  holds  deep  ramifications 
for  Olsten's  management  and  balance 
sheet.  Olsten  owns  500  home  health-care 
agencies  nationwide  and  manages  450 
more.  Altogether,  home  health  care  now 
pulls  in  $1.6  billion,  about  45%  of 
Olsten's  overall  revenues.  Nearly 
a  third  of  those  revenues  come 
fi-om  Medicare.  If  wrongdoing  is 
found  in  how  Olsten  billed  the 
government,  it  could  face  hefty 
fines  and  even  the  suspension  of 
its  Medicare  license.  And  howev- 
er the  investigation  turns  out, 
one  thing  looks  likely  for  Olsten 
and  its  rivals:  The  flood  of 
Medicare  money  that  has  fueled 
their  gi'owth  will  be  sharply  cut. 

The  sciTJtiny  is  ah'eady  casting 
uncertainty  on  the  health-care 
empire  Fusco  and  Liguori  built 

RETURN  OF  THE  HOUSE  CALL 

With  an  aging  population, 
the  number  of  home-eare 
agencies  has  doubled,  to 
25,000,  since  1992 

at  warp  speed.  When  Liguori  took  the 
helm  in  1990  fi'om  founder  William  Ol- 
sten, the  company  got  most  of  its  $800 
million  in  revenue  from  supplying 
temps.  But  as  the  early-1990s'  reces- 
sion took  hold,  competition  pinched  mar- 
gins. So  Liguori,  a  CPA  who  had  risen 
fiTjm  Olsten's  accounting  i-anks  since  the 
early  1970s,  set  a  new  course. 
PIONEERS.  He  began  in  late  1990  with 
the  purchase  of  Upjohn's  home  health 
division,  a  deal  that  won  wide  praise 
on  Wall  Street.  To  lead  the  charge,  he 
brought  back  Fusco,  a  respected  ex-01- 
sten  exec  who  had  left  to  nm  Proto- 
care  Inc.,  a  Massachusetts-based  home 
care  company.  A  flurry  of  smaller  buys 
preceded  Olsten's  biggest  coup:  its  1993 
purchase  of  Lifetime  Coqj.,  which  boast- 
ed $1  billion  in  revenues.  In  one  swoop, 
Olsten  became  the  nation's  biggest  home 
health  company — and  one  of  the  single 
largest  recipients  of  Medicare  money. 
"They  were  the  forerunners,"  says 
Joshua  Nemzoff,  a  hospital  merger  and 
acquisition  adviser.  "They  were  buying 
agencies  at  a  time  nobody  else  was." 


Certainly,  the  strategy  made  sense. 
The  aging  population  ensured  growing 
demand  for  home  cai"e.  And  cost-sensitive 
hospitals  began  clischai'ging  patients  eai-- 
Uer,  leaving  many  in  need  of  assistance  at 
home.  Medicare  itself  encouraged  the 
shift.  To  drive  down  its  own  hospital 
costs.  Medicare  agreed  to  reimburse 
home-care  pi'oviders  fully  for  then-  costs. 
The  open-ended  structm-e  ftieled  an  ex- 
plosion in  Medicare-ftmded  home  care. 

Indeed,  if  Ligiiori  and  Fusco  saw  a 
gold  mine,  others  did  too.  The  nimiber  of 
new  agencies  has  doubled,  to  25,000,  since 
1992.  "Suddenly  there  were  ankle  biters 


coimts  for  just  5%  of  Olsten's  health-(re 
revenues,  it's  lucrative.  A  former  hh- 
ranking  executive  from  Columbia,  as  all 
as  one  from  Olsten,  say  that  Colunia 
paid  Olsten  roughly  double  its  ad  a 
costs  for  providing  home  care.  Altogth- 
er,  says  the  ex-Columbia  exec,  01s  q 
handled  more  than  4  million  home  vifc 
annually  for  Columbia,  at  $10  to  $3  a 
visit.  "If  you  were  effective  at  thie 
rates,  you  could  easily  maintain  50%  ^ 
erating  margins,"  the  ex-exec  says.  "Avi 
of  people  at  Columbia  said  they 
paying  Olsten  a  ton  of  money  to  manae, 
and  what  were  they  getting?"  Moreoir, 


eveiywhei-e,"  says  Jeremy  M.  Jones,  ceo 
of  rival  Apria  Healthcare  Group  Inc. 

Worse,  hospitals  began  adding  their 
own  home  health  agencies.  One  in  par- 
ticulai'  thi'eatened  Olsten  most:  Columbia/ 
HCA.  In  early  1994,  Columbia  offered  to 
buy  out  many  of  Olsten's  offices  in  Flori- 
da, according  to  several  sources  then 
at  Olsten  and  Columbia.  Liguori  first 
turned  them  down,  but  Olsten  realized 
it  had  little  bargaining  power  With  its 
large  network  of  doctors,  Columbia  had 
the  power  to  fimnel  patients  away  ft-om 
Olsten.  After  five  months,  Olsten  agreed 
to  sell  22  of  its  Florida  agencies.  As 
part  of  the  deal,  it  would  continue  to 
run  those  offices — and  15  more  owned 
by  Columbia.  Moreover,  Olsten  would 
manage  all  the  agencies  Columbia 
bought  from  then  on.  "For  Olsten,  it 
was  a  survival  tactic,"  says  Katheen 
Dodd,  president  of  Corridor  Group,  a 
home  health-care  consulting  company. 

Today,  Olsten  runs  150  agencies  for 
Columbia — and  some  300  more  for  other 
hospitals  and  health-care  companies.  Al- 
though this  management  business  ac- 


the  ex-exec  says  the  deals  were  imut- 
ally  long — five  years,  rather  than  t> 
ty]Dical  three.  Olsten  declined  to  discus 
the  fees,  as  did  Columbia. 

Why  the  apparent  generosity?  T\;i 
som'ces  close  to  the  inquiry  say  gover- 
ment  investigators  are  looking  id) 
whether  Olsten  sold  the  businesses 
Columbia  for  less  than  they  were  worl, 
then  recouped  the  ftill  pince  by  coUecti;* 
inflated  management  fees.  Columbia,  it 
turn,  was  reimbui'sed  a  portion  of  tho 
fees  by  Medicai'e.  A  high-ranking  Olsti , 
source  denied  the  prices  were  lo  i 
Prescott  says  they  were  based  on  "sul ' 
jective"  estimates  by  investment  bankeij 

Elsewhere,  investigators  have  begij 
to  look  more  broadly  at  how  Olsttj 
billed  Medicare  for  services  provid(f 
by  its  company-owiied  home-care  age 
cies.  Under  Medicare  rules,  home-cai 
agencies  are  reimbursed  fully  for  the;, 
costs.  That  includes  overhead,  so  Olstf 
bills  Medicare  for  a  share  of  such  cos' 
as  rent,  salaries,  and  phone  bills. 

But  investigators  want  to  kno 
whether  Olsten  and  other  home-car 


Social  Issues 


providers  shifted  non-Medicare  over- 
head to  the  government's  tab.  Former 
Olsten  executives  acknowledge  it  vi^as 
common  industry  practice.  "It  wasn't  il- 
legal; it  was  a  loophole."  said  Linda  Du- 
val, a  foiTner  as.sistant  vice-president  of 
Olsten's  health  division  and  now  a  part- 
ner in  a  Washington  pediatric  home 
health  agency.  "They're  a  veiy  ethical 
and  moral  company.  But  to  make  money, 
they  had  to  push  the  envelope." 
HAUNTED.  Among  the  overhead  costs 
most  likely  to  come  under  scmtiny  are 
Olsten's  marketing  expenditures,  as  well 
as  the  salaries  of  its  local  agency  heads. 
The  reason:  Medicare  prohibits  reim- 
biu-sement  for  any  activities  designed  to 
boost  volume.  Soui'ces  close  to  the  case 
say  the  government  has  subpoenaed  rec- 
ords— such  as  personal  address  books 
and  calendars — that  could  show  how 
much  time  Olsten's  agency  heads  spent 
dnamiTiing  up  business.  Olsten  marketing 
materials  were  also  seized  fi'om  its  Flori- 
da offices,  according  to  coiut  documents 
obtained  by  business  week. 

Other  deals,  too,  have  come  back  to 
haunt  Olsten.  The  company's  $300  mil- 
lion, June,  1996,  pui'chase  of  Indianapolis- 
based  Quantum  Health  Resources  Inc. 
gave  it  a  major  stake  in  the  gi-owing 
market  for  "infusion  therapy" — a  spe- 
cialized in-home  treatment  for  critically 
ill  patients.  But  affidavits  filed  in  com!  in 
New  Mexico  show  that  federal  prosecu- 
tors are  investigating  whether  the  unit 
gave  hemophilia  patients  gifts  ranging 
from  airline  tickets  to  magazine  sub- 
scriptions to  accept  excess  treatment. 
The  documents  also  allege  that  Olsten 
gave  gifts  to  the  head  of  hemotology  at 
the  University  of  New  Mexico  hospital. 
The  doctor,  T  John  Gribble,  killed  him- 
self days  after  his  office  was  searched. 
His  widow,  Geraldine  Gribble,  said  he 
denied  wTongdoing  in  a  suicide  note. 

Olsten's  Fluhrer  says  "most"  of  the 
activities  in  question  precede  its  pur- 
chase. But  the  affidavits  allege  the  prac- 
tices were  in  effect  until  April,  1997; 
a  prosecutor  says  the  probe  is  ongoing. 

Ironically,  for  all  the  recent  regulato- 
ry trouble  it  has  brought,  Olsten's  move 
into  health  care  has  not  become  the  fi- 
nancial antidote  Liguori  sought.  Al- 
though sales  gi-ew  20%  in  1996,  profits 
for  the  year  slid  by  more  than  a  third, 
to  $55  million.  And  since  hitting  a  high 
of  32  in  early  1996,  Olsten  shares  have 
fallen  to  19.  "Olsten  bit  off  more  than  it 
could  chew,"  says  John  Husic,  a  fonner 
Olsten  chief  financial  officer  and  fran- 
chisee who  remains  a  major  shai'eholder. 
While  Olsten  today  is  better  positioned 
than  any  rival  to  captiu'e  home-cai"e  con- 
tracts from  managed-care  providers  na- 
tionwide, it  has  yet  to  prove  being  No.  1 
can  assure  success. 

By  I.  Jeanne  Dugan  in  New  York 
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SLOW  HEALING 
AT  MITSUBISHI 

It's  clearing  up  sex-harassment  charges,  but  ill  will  lingei 


INVESTIGATION:  CEO  Ohinouije  and  Ma 


I'JUC, 


The  allegations  were  almost  surreal. 
At  Mitsubislii  Motors  Corp.'s  fac- 
tory in  Nomal,  111.,  female  plain- 
tiffs charged,  male  co-workers  rou- 
tinely groped  and  grabbed  at  them. 
Some  women,  they  claimed,  had  to 
agi'ee  to  sex  to  win  jobs.  Drawings  of 
genitals,  breasts,  and  vaiious  sexual  acts 
were  placed  on  car  fenders,  labeled  with 
women  workers'  names,  and  mn  dow^^ 
the  assembly  line. 

In  the  wake  of  such  charges,  aired 
fii'st  in  a  lawsuit  by  29  women  in  1994 — 
and  then  last  year  by  the  Equal  Em- 
ployment Opportunity  Commission 
(EEOC) — Mitsubishi  vowed  to  clean  up 
its  act.  It  sent  the  factory's  4,000  work- 
ers thi'ough  an  eight-hour  coiu'se  in  sex- 
ual-hai-assment  awai'eness.  Over  the  past 
year,  the  company  created  a  unit  to  in- 
vestigate hai'assment  claims,  and  it  liii'ed 
a  half-dozen  female  and  minoiity  execu- 
tives. On  Aug.  29,  it  agi-eed  to  pay  an 
estimated  $9.5  million  to  settle  with  27 
of  the  29  women  in  the  original  suit. 

Mitsubishi's  troubles,  though,  are  far 
fi'om  over.  On  Sept.  15,  the  eeoc  plans 
to  air  new  details  of  harassment  expe- 


rienced by  the  ii: 
women  participatin^r, 
its   action,   most  \,[ 
whom  are  still  ei 
ployed   at   the  an. 
maker.  It  won't  tjl; 
specifics  yet  but  si: 
that  harassment  p; 
sists.  "We've  spol' 
relatively  genera- 
about  what  we  hte 
meant  by  a  hosti;. 
abusive  work  envir.- 
ment,"     says  EE. 
lawyer  John  Hendri  ;- 
son.  "This  will  pute 
substantial  amount 
meat  on  those  bonej 
The  eeoc  suit  con 
prove  one  of  the  cosi- 
est discrimination 
tions  ever:  Mitsubiji 
could  pay  $5  millii 
and  may  be  required! 
meet  hiring  and  promotion  goals  \: 
women,  legal  experts  say.  "Some  of  t*^ 
conduct  is  so  open  and  notorious — al 
not  in  dispute — that  it  makes  it  a  toui 
case  for  Mitsubishi,"  says  Mai'shall  B{ 
son,  a  partner  at  Ogletree  Deakins,i 
Washington  labor  law-  fiiTn.  Mitsubiii 
has  asked  a  judge  in  Peoria  to  dism 
the  EEOC  case.  Failing  that,  it  hopes » 
settle  out  of  court.  Meanwhile,  it  is  t- 
gotiating  with  the  two  women  remainii"! 
ft-om  the  earlier  action.  Co-workers  s 
they  may  have  the  strongest  cases. 
"CIVILITY."  More  telling,  say  many  ei 
ployees,  Mitsubishi  has  yet  to  resoh' 
profound  cultural  conflicts.  Sexual  h- 
rassment,  they  say,  is  generally  on  t; 
wane,  and  Mitsubishi  has  acted  on  ei- 
ployee  complaints  about  eveiytliing  fi-ci 
day  care  to  the  cafeteria  flatware.  B- 
tension  persists  on  the  factoiy  floor. 
get  called  all  the  same  things  tl 
w^omen  do,"  says  a  male  worker.  "Th;. 
place  needs  civility  for  eveiyone." 

For  many  in  Nornial,  a  quiet  town  " 
well-kept  neighborhoods  and  comfieli 
130  miles  southwest  of  Chicago,  Mi 
subishi  represents  the  best  job  oppaf 
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15  years  ago,  we  created  online  investing  with 
one  purpose  in  mind:  to  put  the  tools  of  investing 
into  your  hands.  Now,  millions  of  transactions  later, 
E*TRADE  continues  to  topple  the  old  ways  of 
doing  things. 

You  get  free  quotes,  charts,  earnings  estimates, 
up-to-the-minute  news  and  live  market  analysis 
linked  to  your  portfolio.  All  to  help  you  invest  with 
more  control  and  intelligence. 

You  can  place  trades  through  your  PC  or  touchtone 
phone  — around  the  clock  —  for  a  fraction  of  the  cost 
of  traditional  providers. 

Get  online  with  the  "Future  of  Investing"  (Fortune, 
3/7/97).  Visit  our  Web  site  or  call  today. 
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touchtone  connect  fees  are  27c/minute,  but  with  12  tree  minutes  per  trade,  you  may  pay 
nothing,  ©  1997  E»TRADE  Securities,  Inc,  Member  NASD,  SIPC,  MBSWK97 


TRADE 


Someday  we'll  all  invest  this  wa^ 


Looldng  for  ways 
to  keep  your  business 
class  interesting? 


The  Business  Week 
Education  Program  can  give  you 
and  your  students  the  insight 
into  business  that  only  Business 
Week  provides.  There's  no  better 
way  to  drive  home  a  point  than 
by  applying  business  concepts  and 
theory^  to  current  business  news. 

When  you  participate 
in  the  Business  Week  Education 
Program  you  and  your  students  are 
eligible  for  the  lowest  possible 
subscription  rates  and  you  may  also 
qualil)^  to  receive  a  free  CD-ROM, 
containing  Business  Week  archives. 
To  get  started,  call  your  personal 
account  representative  at 
1-800-843-7352. 
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Bey<,n<l  news.  Inlelligence. 


Social  Issues 


tunity  around.  State  Farm  Insurance 
Cos.  employs  more  people,  but  the  car- 
maker pays  an  average  of  $19  an  hour, 
easily  the  most  in  town.  As  Mitsubislii 
has  ramped  up  volume  to  counter  mas- 
sive U.  S.  losses,  the  Normal  factory 
has  increased  production  54%  since  1991, 
to  200,000  vehicles. 

Because  of  the  pay,  few  ever  leave 
Mitsubishi.  Yet  many  complain  bitterly 
about  their  jobs.  More  than  a  dozen 
who  spoke  with  business  week — men 
and  women  alike — said  they  have  been 
subjected  to  ridicule,  often  in  sexually 
exphcit  teiTns,  from  U.S.  managers,  in 
fi-ont  of  theii'  peers.  Employees  who  ob- 
ject to  such  harassinent,  they  add,  are 
shut  out  of  lucrative  overtime  opportu- 
nities or  moved  to  undesirable  shifts. 

The  repressive  atmosphere  has  cre- 
ated wide  skepticism  about  Mitsubishi's 
attempts  to  deal  with  the  original  ha- 
rassment charges.  "The  people  who 


till 


mechanism  in  place,  for  example, 
workers  to  report  instances  of  abi 
More  important,  Martin  says,  was  a 
of  communication  between  manag^g 
and  line  employees.  Even  now,  she 
"part  of  what  you  are  hearing  on 
lines  and  the  floor  is  that  residuall 
lack  of  tnist  for  management.  Mitsub)ii 
didn't  manage  in  a  way  that  built  tru:" 
DEEPER  ISSUES.  Although  a  new  Ja^ 
nese  executive  recently  took  over  ]V.b 
subishi's  U.  S.  operations,  the  Norrf 
factory's  management  team  otherwe- 
is  nearly  unchanged  from  two  yek 
ago.  The  United  Auto  Workers  Lo||. 
2488,  which  represents  about  3,^' 
Normal  workers,  says  it  wall  try  to  - 
elude  mechanism?  to  identify  hara- 
ment  and  address  diversity  issues  whi 
it  negotiates  a  new  thi'ee-year  contrSt 
next  July.  But  the  union,  too,  h 
been  faulted  by  employees  for  failig<a 
to  act  on  the  charges — a  lapse  izf- 


LIFE  ON  THE  LINE 


The  history  of  Mitsubishi  Motors' 
sexual-harassment  suits 


I 


DEC.  15,  1994 

Twenty-nine 
women  working 
at  Mitsubishi's 


MAY  14,  1996  Mitsubishi  an-  ^M 
nounces  that  former  Labor  Secretary 
Lynn  Martin  will  review  its  workplaci 
policies  and  procedures 


Normal  (III.)  plant  file  a  lawsuit 


,      .            ,  ,             ,  AUGUST,  1996  The  company  offers 

charemg  sexua  harassment  ,        ■        ,  T 

____°_°__________rr   classes  m  sex-harassment  awarenes; 


APR.  9,  1996  The  U.S. 

Equal  Employment  Oppor- 
tunity Commission  files 
its  own  suit  on  behalf  of 
more  than  280  women 
employees 

WAY  7,  1996  The  Nation- 
al Organization  for  Women 
and  Jesse  Jackson's  Oper- 
ation PUSH  launch  a  boy- 
cott of  Mitsubishi  products 


A  NOW  PROTEST 


for  all  employees  in  Norma 

FEB.  12,  1997  Martin  re- 
leases a  report  criticizing 
Mitsubishi's  labor-relations 
systems  and  recommending 
changes 

AUG.  29,  1997  Mitsubishi 
settles  a  harassment  suit 
with  27  of  the  29  women 
for  an  estimated  $9.5  millior 


were  involved  in  that  are  still  here," 
says  one  male  worker.  "Where's  the 
change?"  Indeed,  workers  say,  five  men 
who  were  dismissed  last  year  for  their 
involvement  in  the  sexual  harassment 
are  routinely  belittled  by  fonner  super- 
visors for  admitting  their  roles.  And 
the  EEOC  claims  that  women  suspected 
of  joining  its  suit  have  become  targets 
for  retaliatoiy  abuse.  The  company  says 
it  is  investigating  such  allegations. 

Mitsubishi  acknowledges  that  it  has 
received  complaints  of  intimidation  un- 
related to  sexual  harassment  but  won't 
comment  specifically.  It  still  is  address- 
ing problems  in  its  human  resoui-ce  sys- 
tems raised  by  foiTner  Labor  Secretaiy 
Lynn  Martin,  who  was  brought  in  to 
investigate  the  issues.  There  was  no 


union  blames  on  "poor  record-keeping  < 
There  are  deeper  issues  at  Nom.', 
moreover,  that  may  take  years  to  wo 
thi-ough.  Mitsubishi,  like  other  Japane 
companies  in  the  1980s,  sought  out  is 
lated,  homogeneous  comimuiities  for  the 
U.  S.  manufacturing  beachheads.  On 
recently,  says  Frank  Cassell.  a  labor  r 
lations  expert  at  Northwestern  Unive 
sity's  Kellogg  business  school,  have  sui 
companies  had  to  confront  women  ai 
minority  workers.  Japanese  executivt. 
consumed  with  fixing  the  company's  ms 
keting  problems,  may  have  overlooke 
the  aben-ant  reactions  of  their  U.  S.  ma 
agei's  to  such  diversity.  In  NoiTnal,  tl 
volatOe  cultui-al  brew  bubbles  on. 

By  De'Ann  Weimer  in  Nonjial,  II 
with  Emily  Thornton  in  Tokyo 
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Merrill  Lynch 

www.ml.com/ 

Microsoft 

www.microsoft.com/ 
NCR 

www.ncr.com 

Norfolk  Southern 

www.nscorp.com 

Nortel 

www.nortel.com 

Northrop  Grumman 

www.northgrum.com 

Northwest  Airlines 

www.nwa.com 

Novell 

www.novell.com 

Oracle  Corporation 

www.oracle.com 

Palm  Computing 

A  division  of  U.S.  Robotics 

www.usr.coni/palm 

PeopleSoft 

www.peopiesott.com 

PLATINUM  Technology 

www.platinuni.com 

The  Principal  Financial  Group 

www.principal.coni 

Praxair 

www.praxair.com 

QUALCOMM 

www.qualcomm/coni/cdma/ 

Roberts  Express,  Inc. 

www.roberts.coni 

RPS,  Inc. 

www.shiprps.com 

SAP 

www.sap.com 

SAS  Institute 

www.sas.coni/ 

Savin 

www.sales@savin.com 

Charles  Schwab 

www.schwab.com 


Siemens 

www.siemens.com 
SkyTel 

www.skytel.com 

Southern  Company 

VAVw.southernco.com 

Sprint 

www.sprint.com 

Sun  Microsystems 

www.sun.coni 

Sybase 

www.sybase.com 

Symantec 

www.svmantec.com 

Symbios  Logic 

www.symbios.com/bw.htm 

Texas  Instruments 

www.ti.com 

Toshiba  America 
Information  Systems 

coniputers.toshiba.com 

Toyota  in  America 

www.toyotausa.com 

Toyota  Motors 

www.toyota.com 

T.  Rowe  Price 

www.tfoweprice.com 

Unisys 

www.unisys.com 

United  Airlines 

www.ual.coni 

United  Technologies 

www.utc.com 

UPS 

www.ups.com 

USPS  Priority  Mail 

USPS.supplies.gov 

U.S.  Web 

www.  usweb.com 

UUNET  Technologies 

www.uu.net 

The  Vanguard  Group 

www.vanguard.com 

Xerox 

www.xerox.coni 


lAlant  financial  software  solutions 
that  provide  faster  access  to 
information,  exploit  the  Internet, 
leverage  object  technology, 
and  adapt  to  relentless  change ... 
worldwide?  ^ 


Flexilnternational  Software 

800-353-9492 
http://www.  flexi.com 


The  New  Worl 


Its  titans  are  quickly  turning 
a  private  industry  public  as 
they  amass  vast  empires 


It  almost  seems  as  if  much  of  the  $3  trillion  in 
commercial  real  estate  in  the  U.  S.  is  up  for 
grabs.  On  Sept.  9,  Starwood  Lodging  Trust, 
wliich  owns  more  than  100  hotels,  won  the  battle 
for  Westin  Hotels  &  Resorts  with  a  bid  of  $1.6 
billion  in  cash,  secmities,  and  debt,  creating  a  ho- 
tel empire  with  more  than  $4  billion  in  annual 
revenue.  A  few  days  earlier.  Equity  Residen- 
tial Properties  Trust,  the  country's  largest  apart- 
ment owner,  snapped  up  Evans  Withycombe 
Residential  Inc.  for  $1.1  billion  in  securities  and 
debt.  And  Simon  DeBartolo  Group  Inc.,  the  nation's  largest 
regional  mall  operator,  has  placed  a  $1  billion  bid  on  the 
table  to  acquire  Retail  Property  Ti-ust,  which  owns  a  choice 
portfolio  of  malls. 

To  some — including  badly  bumed  investors — the  buoyant 
activity  appears  reminiscent  of  the  painful  commercial  real  es- 
tate debacles  of  the  mid-1970s  and  early  1990s.  As  those 
episodes  demonstrate,  commercial  real  estate  is  prey  to  boom 
and  bust  cycles,  largely  due  to  long-tenn  constioiction  com- 
mitments. Overbuilding,  overleveraging,  and  overreaching 
have  regularly  produced  waves  of  banki-uptcies  and  billions  in 
losses. 

A  MAMMOTH  WAVE.  But  if  an  audacious  new  breed  of  real  es- 
tate tycoons  has  its  way,  this  time  it  wiW  be  different.  Over 
the  past  few  years,  the  world  of  commercial  real  estate  has 
dramatically  transfomned  itself  in  a  way  that  could  temper 
those  cycles.  The  reason:  what  Sam  Zell,  the  biggest  owner  of 
office  buildings,  apartments,  and  manufactured  housing  in 
the  country,  calls  "a  massive  revolution  in  how  the  real  estate 
industry  is  viewed,  financed,  and  valued,  and  in  its  long- 
term  role  in  the  U.  S.  economy."  That  revolution  will  not 
abolish  real  estate  cycles.  But  Zell  and  other  real  estate  ex- 
perts argue  that  it  wiW  lead  to  more  stability.  That  should 
mean  a  healthier  industry  more  hospitable  to  investors. 

By  fai'  the  most  cioicial  changes  in  the  business  involve  the 
financing  and  management  of  real  estate.  Until  the  early 
1990s,  most  real  estate  was  owned  by  private,  family-owned 
companies  that  relied  entirely  on  boiTowed  money  and  gen- 
erated returns  by  flipping  properties.  The  1990s  bust,  though, 
caused  private  financing  to  evaporate.  The  mortgage-backed 
secmity  market  emerged  to  provide  debt  financing.  And  as  in- 
dustrial corporations  had  done  decades  earlier,  real  estate 
fii'ms  started  tapping  the  public  market,  via  initial  public  of- 
ferings, for  equity  capital. 

The  vehicle  was  the  real  estate  investment  trust,  or  REIT, 
which  was  created  by  Congi-ess  in  1960  but  that  had  never  at- 
tracted much  interest.  Now  reits  are  proliferating  rapidly. 
"We  ai-e  watcliing  what  could  be  the  biggest  asset  class  in  the 
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countiy — bigger  than  the  Treasiuy  or  bond  market — begin  to 
go  public,"  says  Andrew  Davis,  manager  of  the  top-perform- 
ing Davis  Real  Estate  Fund.  "Ultimately,  REITs  are  the  way 
real  estate  should  be  owned." 

REITS  are  companies  that  own,  manage,  and  develop  pools 
of  properties, 
from  apart- 
ments and  of- 
fice buildings 
to  self-stor- 
age facilities  and  now,  even  prisons.  In  exchange  for  following 
rigid  guidelines,  such  as  paying  out  at  least  95%  of  taxable  in- 
come in  dividends  and  earning  that  income  primarily  from 
leasing  buildings,  reits  are  exempt  ft'om  corporate  taxation. 

Now,  a  mammoth  consolidation  wave  is  creating  dozens  of 
huge,  far-flung  reits  with  billions  of  dollars  in  portfohos  that 
stretch  from  coast  to  coast.  The  market  capitalization  of  the 
REIT  industiy  has  soared  from  $8  billion  in  1990  to  .$120  billion 
today.  The  total  capital  of  REITs  and  the  handful  of  real  estate 
operating  companies  that  exist  is  $200  billion.  The  commercial 
mortgage-backed  securities  market  has  gi'own  to  $144  billion. 
In  the  ways  that  they  function,  these  new  mega-REiTs  are 
hght-years  away  fr"om  the  old  family-owned  empires,  reit  ex- 
ecs ai'gue  that  their  companies  should  weather  industry  cycles 
much  more  handily  than  the  old  fii-ms.  They  offer  these  ad- 
vantages: 

■  permanent  public  financing; 

■  modest  leverage,  with  debt  levels  of  roughly  30%  of  equity, 
vs.  the  70%  or  higher  levels  prevailing  in  the  1980s; 

■  large,  diversified  portfohos  and  economies  of  scale; 

■  active  management,  vs. 
the  passive  approach  of 
the  old  REITS,  and  profes- 
sional, coi-porate-style  man- 
agement; 

■  accountability  to  share- 
holders, including  abundant 
disclosure  of  information; 

■  one  of  the  highest  per- 
centages of  management 

ownership  of 
any  industry  in 
the  U.  S. 

Richard  E. 
Rainwater,  who 
took  Crescent 
Real  Estate 
Equities  public 
in  1994,  a  com- 
pany now 
worth  $3.2  bil- 
lion, sums  it  up:  "Often,  pri- 
vate ownership  led  to  im- 
proper financing,  managing, 
and  evaluation  of  real  es- 
tate. The  public  market 


THE  HOTSHOT  OF 
HOTEL  REITs 


THE  36-YEAR-OLD  STERN- 

licht  is  riding  high  in  the  red-hot 
hotel  industry.  The  head  of  Star- 
wood Lodging  Trust,  the  nation's 
largest  hotel  reit,  just 
acquired  the  Westin 
Hotel  &  Resorts 
chain  in  a  deal  val- 
ued at  $1.6  billion. 
The  transaction  gives 
Sternlicht's  reit  the 
brand  identity  it 
needs  to  unite  its 
portfolio  and  become 
a  bigger  presence  in  the  worldwide 
lodging  industry.  Sternlicht  also 
manages  a  private  opportunity  fund 
out  of  Greenwich,  Conn.  He  may 
have  plans  to  spin  an  office  reit  out 


BARRY  S.  STERNLICHT 

PRESIDENT  &  CEO 
Starwood  Capital 
Greenwich,  Conn. 
CHAlRm'  &  CEO 
Starwood  Lodging  Trust 
Phoenix 
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that,  despite  the  new  reits'  viitues,  mistakes  certainly  will  be 
made.  Bernard  Winogi'ad,  chief  executive  of  Pnidential  Real 
Estate  Investors  and  fonner  cMef  ftiiancial  officer  of  Taubman 

Centers  Inc.,  a  reit, 
says  professional  man- 
agement will  inject 
some  disciphne  in  an 
industiy  notorious  for  its  fi'eewheeling  ways.  But  he  adds  that 
"the  public  markets  are  just  as  capable  of  overshooting  the 
mark  as  the  private  markets  are."  Bany  S.  Stemhcht,  head 
of  Phoenix-based  Stanvood  Lodging  Trust,  a  large  REIT,  cau- 
tions that  today's  prices  are  getting  steep. 
"It  will  be  fascinating  to  see  who  gets 
caught  with  the  empty  chairs,"  he  says. 

Getting  caught  in  fierce  down  cycles  has 
always  been  an  occupational  hazard  in  com- 
mercial real  estate.  After  a  flourishing  start 
in  the  1960s,  the  REIT  industry  fell  into  a 
black  hole  in  the  mid-1970s, 
largely  because  of  high  interest 
rates,  excess  leveraging,  and  lax 
business  practices,  reit  assets 
slumped  from  $20  billion  in  1974 
to  only  $7  bilhon  in  1979.  In  the 
1980s,  a  new  breed  of  healthier 
REITS  emerged,  but  were  large- 
ly overlooked:  Loans  for  up  to 
100%   of  development  costs 
flowed  ft'eely  fi'om  banks  and  savings  and 
loans.  What  equity  capital  was  needed  came 
from  foreign  investors  and  private  limited 
partnerships  that  benefited  from  tax  incen- 
tives. And  when  another  even  larger  black 
hole  opened  in  the  1990s,  largely  as  a  result 
of  the  thrift  fiasco,  financing  fi-om  tradition- 
al sources  dried  up  completely  and  prices  plunged. 
INCREDIBLE  BARGAINS.  That  was  the  catalyst  that  revolutionized 
the  industiy's  financing.  Seeing  an  opportunity,  real  estate  fi- 
nanciers paired  with  Wall  Street  fij-ms  to  foiTn  "Niiltiu'e  funds" 
that  bought  up  distressed  properties.  Led  by  Goldman,  Sachs  & 
Co.,  they  picked  up  bai-gains  at  what  now  seem  incredibly  low 
prices.  For  his  efforts,  Zell,  partnering  with  Menill  Lynch  & 
Co.,  earned  the  moniker  "the  gi'ave  dancer." 

Crushed  by  debt,  cash-strapped  developers  had  no  choice 
but  to  turn  to  the  pubhc  equity  market.  In  late  1991,  Merrill 
Lynch  launched  a  new  era  for  reits  by  raising  $130  million  in 


an  initial  pubhc  offering  for  mall  developer  Kimco  Re'ty 
Coip. — the  fii'st  integrated  operating  company  to  come  pilie 
as  a  REIT.  Soon  after,  Taubman  Centers  pioneered  a  iw  ''' 
twist  on  the  reit  fonnat  called  an  "umbrella  partnership,  3p^'- 
UPREIT,  which  let  entrepreneurs  exchange  buildings  for  stjesp-'. 
in  a  parent  company  that  w-as  then  sold  to  the  public,  lat 
opened  the  fioodgates,  allowing  private  developers  to  obin 
liquidity  without  having  to  pay  capital-gains  taxes.  By  113, 
REIT  offerings  hit  a  record  high,  with  .50  reits  going  pule, 
raising  a  total  of  ^9.3  billion.  Also  stepping  into  the  capital  • 
uum  were  innovators  such  as  Nomui'a  Securities  Co.'s  Etui 
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RICHARD  E.  RAINWATER 

CR\]R.M.\.\ 
Rainwater  Inc. 
CHAIRMAN 
Crescent  Real  Estate  Equities 
Ft.  Worth 


SUPERINVESTOR  RAINWATER 

built  his  reputation  managing  in- 
vestments for  Texas'  wealthy  Bass 
family  in  the  1970s 
and  '80s — and  made 
millions  for  himself  in 
the  process.  After 
leaving  the  Basses  in 
the  1980s,  the  self- 
made  billionaire  went 
on  to  amass  a  vast 
portfolio.  The  reclu- 
sive Rainwater  has  racked  up  re- 
turns in  excess  of  70%  a  year  as  an 
individual  investor.  His  $3.2  billion 
REIT  is  gobbling  up  office  properties 
in  Houston,  Dallas,  and  Denver. 


Permer,  who  ahnost  single-handedly  jump-staited  the  comro'ii 
cial  mortgage-backed  securities  mai'ket. 

By  1995,  the  reit  industry  had  come  into  its  owti.  "E\n 
after  1993  and  1994,  it  was  still  unclear  whether  this  wod:: 
have  pennanence,"  says  Richard  B.  Saltzman,  a  managing  i'l-s 
rector  of  Merrill  Lynch 's  Investment  Banking  Group.  I:tjn 
by  1996,  he  says,  the  markets  achieved  a  near-in-eversifl|a 
critical  mass.  J'i, 

Even  with  theii*  rapid  gi'owlh  reits  ai'e  just  a  sliver  of 
$3  trillion  commercial  real  estate  market.  But  as  public  REafct 
gi'ow  in  size  and  expand  the  scope  of  their*  business,  they 
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1980s 


1991-1992 


ROCKEFELLER 
CENTER 
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Real  estate  investment 
trusts  created  by  Congress  to 
let  individuals  invest  in  real 
estate.  REITs  must  distrib- 
ute at  least  95%  of  taxable 
income  to  shareholders  but 
avoid  corporate  taxes.  REITs 
begin  to  flourish. 

mid-1970s 

REIT  market  collapses 
because  of  high  interest 
rates,  excess  leverage,  and 
short-term  financing.  Many 
REITs  go  bust.  REIT  assets 
slump  from  $20  billion 
in  1974  to  $7  billion 
in  1979. 


New  breed  of  REIT  emerges, 
with  lower  leverage,  stronger 
financing,  and,  after  1986, 
liberalized  powers,  thanks  to 
tax  changes.  Rockefeller 
Center  syndicated  as  a  REIT. 

1990 

Commercial  real 
estate  market, 
hurt  by  thrift 
-  fiasco,  collapses. 

f^j^^a  Many  empires 
like  the  Reich- 
manns'  Olympia 
REICHMANN  ^  york,  go  bank- 
rupt. Rockefeller  Center  files 
for  Chapter  11. 


Banks  a 
er  tradit 
sources 
lending, 
estate  e: 
seek  alte 
financing 
"Opporti 
or  "vult 
funds  ra 
cash  to 
distressed  properties.  N 
developer  Kimco  raisesi 
million  in  biggest  REIT 
reviving  interest  in  the* 
REIT  vehicles.  Taubmi 
Centers,  the  holder  o 
shopping  centers  anc 


PENNER 


ig  a  ripple  effect  on  the 
e  industry.  To  survive, 
1  private  firms,  as  well 
laller  REITs,  are  choosing 
irtner  vdth  their  public 
iren.  Some  of  the  action 
eled  by  a  generational 
,  as  70-  and  80-year-old 
ipreneurs  look  for  a  way 
lake  their  estates  more 
1. 

order  to  attract  institu- 
,1  investors,  reits  are  in 
:e  to  get  bigger  faster, 
tutional  investors  are 
ing  to  forsake  direct  in- 
nent  in  real  estate  to  fo- 
m  buying — and  swapping 
erties  into — reits.  On 
,  18,  for  example,  a 
:h  pension  fund  swapped 
llion  worth  of  U.  S.  office 
lings  for  $508  million  in 
and  $547  miUion  in  the 
c  of  office  REIT  Corner- 
e  Properties.  In  1990, 
it  90%  of  REIT  shares 
i  owned  by  retail  in- 
ors.  Now,  well  over  half 
utstanding  REIT  shares 
Dwned  by  institutions, 
he  real  estate  players 
have  survived  are  those 
the  ability  and  foresight 
dapt  quickly  to  changes 
le  industry.  The  most  vi- 
uy  of  them  are  Sam  Zell 
William  Sanders.  The 
are  far  apart  in  tem- 

ment.  Zell  is  a  colorful,  outspoken,  often  abrasive  man 
enjoys  riding  his  motorcycle  viith  a  gi'oup  of  business  ex- 
ives  called  "Zell's  Angels."  Sanders,  who  is  described  as 
ate,  professorial,  and  gentlemanly,  albeit  given  to  occa- 
al  temper  tanti*ums,  is  a  workaholic — he  even  uses  a 
aphone  to  capture  his  thoughts  while  driving  down  his 
s-long  driveway  on  his  vast  ranch  in  Santa  Fe,  N.  M. 


CHICAGO-BASED  FINANCIER 

Sam  Zell,  already  the  largest  own- 
er of  office  buildings, 
apartments,  and 
manufactured  hous- 
ing through  his  port- 
folio of  REITS,  is  still 
hot  on  the  acquisi- 
tion trail.  Besides 
dominating  his  mar- 
kets, Zell  wants  to  generate  extra 
money  from  his  properties  by  us- 


SAM  ZELL 

CHAIRMAN 
Equity  Group 
Investments  Inc. 
Chicago 


ing  his  powerful  economies  of    steamship  line. 


The  evolution  of  ZeU's  real 
estate  business  shows  the  in- 
dustry's dramatic  transfor- 
mation. Back  in  the  early  to 
mid-'70s,  Zell  foresaw  the 
first  big  property  crash  and 
rushed  to  pick  up  distressed 
properties.  In  the  late  1980s, 
anticipating  more  problems, 
he  prepared  to  launch  vul- 
ture funds  to  pick  up  dis- 
tressed properties.  His  fii'st 
such  venture  was  with  Mer- 
rill Lynch  in  1988.  His  pur- 
chases proved  too  aggi'essive, 
and  the  liquidity  crisis  of  the 
early  1990s  started  squeez- 
ing him.  Zell  was  saved  by 
the  pubhc  markets  and  the 
forbearance  of  some  lenders, 
which  allowed  him  to 
deleverage  while  he  contin- 
ued to  buy.  Now,  Zell  heads 
three  REITs:  Manufactured 
Home  Communities,  with 
$594  miUion  in  market  cap; 
Equity  Residential  Proper- 
ties TY-ust,  with  $3.7  billion; 
and  Equity  Office  Properties 
Ti-ust,  witii  $4.6  billion. 
STREET  APPROVAL.  Zell  is  an 
ardent  believer  in  gaining 
economies  of  scale  through 
consolidation.  Since  its  IPO  in 
1993,  Equity  Residential  has 
dropped  its  general  and  ad- 
ministrative costs  to  less  than 
2%  and  has  seen  per-unit 
property-management  costs 
drop  as  well.  For  a  glimpse  of  how  Zell  benefits  fi'om  economies 
of  scale,  take  a  look  at  his  14,000  apaitments  in  Seattle.  He  used 
to  spend  $150  per  unit  for  an  apaitment-listing  sei-vice;  now,  his 
own  listing  sei^vice  has  cut  the  cost  in  half.  As  for  insui'ance 
costs,  negotiated  on  a  national  basis,  he  figures  they  will  drop 
25%  in  the  wake  of  a  newly  acquii'ed  portfolio  of  apartments. 
The  stock  market  approves  of  Zell's  strategy.  The  one- 


scale  to  secure  better  rates  on 
telephone,  cable,  and  other  ser- 
vices, and  then  pass 
them  on  to  ten- 
ants— for  a  small 
fee,  of  course.  Zell's 
empire  also  includes 
extensive  non-real  es- 
tate holdings,  includ- 
ing one  of  the  largest 
radio  station  groups  in  the  coun- 
try, a  supermarket  chain,  and  a 


lioneers  "umbrella" 
ructure,  called 
VLW,  which  allows 
owners  to  go 


lELPED  REVIVE  REITS 

vithout  having  to 
ital-gains  tax. 
's  Penner  begins 
imercial  nnortgage- 
issues. 


1993-1995 

Real  estate  market  recovers. 
In  1993,  a  record  50  firms, 
including  many  old-line  fam- 
ilies bring  REITs  public. 
REITs  proliferate,  move 
rapidly  into  mails  and  apart- 
ments. Billions  of  dollars 
of  capital  flow  into 
industry. 

1996 

Consolidation  phase  begins. 
Simon  Property  Group  and 
DeBartolo  Realty  merge, 
forming  biggest  REIT  with 
$3.1  billion  market  cap.  Zell 
launches  first  hostile  REIT 
bid.  REIT  stocks  soar. 


THE  PRISON  REIT:  ARIZONA'S  ELROY  DETENTION  CENTER 

1997  start  buying  up  many  old- 


REIT  equity  market  hits 
$120  billion  market  cap. 
Commercial  mortgage- 
backed  market  reaches 
$144  billion.  Mortimer 
Zuckerman's  Boston  Prop- 
erties launches  $900 
million  IPO,  the  biggest 
REIT  ever.  First  prison 
REIT,  ccA  Prison  Realty 
Trust,  goes  public.  REITs 


line  private  real  estate 
companies:  Vornado  Realty 
Trust  acquires  Mendik  & 

Co.'s  Manhat- 
tan office 
portfolio, 
while  Cali 
Realty  Corp. 
purchases 
the  Mack  fam- 
ily's office 
zucKERMAN  properties. 
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As  REITs  Increase 
Their  Presence... 


...Their  Market  Cap 
Is  Soaring... 


...And  They're  Raising 
Record  Capital 
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year  return  of  Equity  Residential,  Zell's  flagship  reit,  is 
50%.  Zell  has  been  on  a  roll  in  1997.  In  just  his  apartment 
REIT  alone,  he  has  bought  units  worth  almost  .$2  billion  so  fai' 
this  year,  and  he  has  another  $1  billion  deal  pending.  By 
comparison,  his  apartment  acquisitions  in  1996  totaled  $754 

  million.  "Within  the 

bounds  of  discipline, 
he  wants  to  be  as  ag- 
gi'essive  as  possible," 
says  institutional  reit  analyst  Mike  Kirby  of  Green  Street 
Advisors  Inc.,  based  in  Newport  Beach,  Calif.  "Zell's  view  is 
that  you  can  har-dly  make  a  mistake  by  being  aggi'essive — un- 
less you  are  stupid." 

Operating  fi"om  his  headquarters  off  of  Santa  Fe's  main 
liistoric  square,  Wilham  Sandei's  is  perhaps  the  most  poweiful 
landloi'd  in  the  countiy.  He  presides  over  an  incredibly  complex 
ling  of  REITS  with  a  combined  mai'ket  cap  of  $8.6  billion,  and  he 
has  stakes  worth  about  $2  billion  in 
scores  of  other  reits.  In  a  business 
dominated  by  unabashed  self-promot- 
ers, Sanders  is  an  oddity.  His  name 
doesn't  even  hang  on  his  small  office 
building.  There  is  not  a  single  color 
photo  of  him  available.  He  is  said  to 
make  anyone  who  works  with  him — 
inside  the  company  or  out — sign  con- 
fidentiality agreements.  "We  don't 
want  anyone  to  make  off  with  our 
ideas.  I  am  shocked  at  what  my  com- 
petitors say  publicly,"  he  says  in  a 
pohte  phone  conversation  to  explain 
why  he  won't  be  intei"viewed. 

There  is  nothing  hidden  about 
Sanders'  goal:  to  drive  the  securiti- 
zation of  real  estate  around  the 
world  by  creating  dominant  public 
companies  in  several  focused  prop- 
erty classes.  Sanders'  ascent  has 
much  to  do  with  timing.  In  1988,  he 
sold  his  stake  in  the  company  he  had 
previously  founded  and  run,  Chica- 
go's LaSalle  Realty.  Two  years  later 
when  the  market — and  LaSalle's  rep- 
utation— fell  apart,  Sanders  had  al- 
ready started  over  in  Santa  Fe.  But 
rather  than  merely  snap  up  dis- 
tressed properties,  he  decided  to  fii-st 
set  up  a  research  and  development 
arm  to  map  strategy  and  act  as  a 
merchant  bank  to  startups  that  he 
would  then  bring  public. 


DEtLMUING  DYNAMOS 


The  fii'st  investment  was  Security  Capital  Pacific  Trusa 
tiny,  shaky  El  Paso  reit  that  Sanders  remade  into  the  do- 
inant  owner  of  apartments  in  the  Southwest.  Security  Capj; 
Atlantic  plays  the  same  role  in  the  Southeast.  Denver-ba(! 
Secmity  Capital  Industrial  is  the  national  leader  in  warehoi;' 
and  distribution  space.  Homestead  Village,  a  spin-out  fi'om  f 
cuiity  Pacific  and  Secuiity  Atlantic,  is  a  big  extended-stay  >• 
tel  operator  in  the  Southwest.  Separately,  Secuiity  Capitalrs 
Realty  has  made  lucrative  strategic  investments  in  exisUc 
public  or  private  REITs  such  as  CaiTAmerica  Realty  Corj). 
Storage  usA.  Sanders'  funding  and  research  has  turned  bih 
of  these  companies  into  powerhouses.  To  raise  funds  folu 
half-dozen  new  launches,  including  a  luxuiy-hotel  company  aci 
a  European  real  estate  investment  unit,  Sanders  is  bringik.' 
the  center  of  his  operations,  Security  Capital,  pubhc  a|t. 
regular  corporation,  not  a  reit.  j 
GRANDER  AMBITIONS.  While  Sanders  takes  the  cake  for  ccj- 
plexity,  perhaps  the  most  aggTessjo 
acquisitor  at  the  moment  is  Vorn^i 
Realty  Tiaist,  based  in  Saddle  Bro^. 
N.J.  Vornado  is  headed  by  t|e 
shrewd  55-year-old  Steven  Roth 
has  racked  up  a  total  return  of  74 
over  the  past  year  and  is  up  32^(0 
fai'  tliis  year.  Roth,  who  Kkes  keei-iij' 
a  very  low  profile,  wouldn't  spt-: 
for  attribution. 

Since  Roth  began  operating  \'- 
nado  in  1980,  the  company's  foes 
has  been  on  shopping  malls  in 
Northeast.  But  the  support  of  raj: 


in  fe 
rati-i 


THE  COMBINATION  OF  ROTH,  A  CANNY, 

blunt-spoken  real  estate  operator  with  an  eye  for 
value,  and  Fascitelli,  a  dealmaker 
par  excellence,  is  unleashing  a 
whirlwind  of  acquisition  activity. 
The  duo  are  expanding  Vornado's 
focus  from  shopping  centers  in  the 
Northeast  to  new  property  types  and 
geographic  areas.  Their  latest  foray: 
office  properties  in  New  York  and 
Pennsylvania.  Vornado  may  also  be 
eyeing  the  mail  holdings  of  the 
Cleveland-based  Jacobs  group.  If 
prices  get  too  rich  for  Vornado,  Roth 
can  focus  on  redevelopment  plans  he  has  in  New 
York  City. 


STEVEN  ROTH 

CHAIRMM  &  CEO 

MICHAEL  D. 
FASCITELLI 

PRESIDENT 
\orna(]o  Realty  Tnist 
Saddle  Brook.  \J. 


ly  growing  capital  markets  is  I 
abling  Roth  to  have  much  gi-ancr 
ambitions.  His  reit  is  selling  for  ^ 
80%  premium  to  the  value  of  its  \: 
derlying  assets — the  highd 
premium  in  the  industiy.  In 
der  to  keep  generating  steli 
returns,  Vornado  is  refusing! 
limit  itself  to  a  certain  prodit 
type  or  geogi'aphy.  Roth  hasJ 
good  incentive  to  boost  t3 
stock  price:  He  and  a  few  otlf 
executives  own  about  50%  t 
the  company. 

Late  last  year.  Roth  shock| 
the  industi-y  by  hiring  fonri; 
Goldman  Sachs  partner  and  real 
tate  investment  banker  Michael  . 
Fascitelli,  one  of  the  most  prominet 
dealmakers  in  the  business,  fori 


The  Intel  Pentium  n  processor. 
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powerful 
Intel  processor 
available  today  and  it  was  designed 
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computing  needs  in  mind.  So.  not  only 
do  you  get  greater  performance  from 
traditional  business  software,  but 
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J  you  also  get  the  power  for  advanced 
applications  like 
e-commerce  and  video 
conferencing.'  Most 
important,  you  get  the 
pentium*JI   headroom  you  need  to 
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compensation  package  heavy  in  stock  options  and  estimated  to 
be  worth  as  much  as  $50  million.  Fascitelli  was  brought  on  to 
make  the  most  of  Voniado's  balance  sheet  by  putting  more  of 
the  company's  capital  to  work  in  an  entrepreneurial  way  by 
investing  across  sectors  and  regions. 

Since  Fascitelli 
signed  on  in  Decem- 
ber, 1996,  Vomado  has 
been  aggi-essively  ex- 
panding into  a  hot  sector:  office  properties.  The  company 
has  also  been  buying  up  holdings  of  some  of  the  best-known 
private  real  estate  operators.  On  Api'.  15,  Voniado  became  the 
fii'st  REIT  to  stoiTn  New  York  City  when  it  closed  on  its 
purchase  of  4  million  square  feet  of  space  in  seven  midtown 
Manhattan  office  buildings  owned  by  New  York  real  estate 
magnate  Bernard  Mendik,  one  of  the  city's  biggest  private 
property  owners.  Roth  had  called  on  Mendik  aftei-  learning 

that  he  planned  to  take   

his  New  York  City  of- 
fice company  public  as 
a  REIT.  As  Roth  re- 
counts in  a  letter  to 
shareholders,  Mendik,  a 
former  client  of 
Fascitelli  at  Goldman, 
was  cordial,  but  he  nev- 
er called  back.  Then, 
"the  day  after  it  was 
announced  that  Mike 
was  joining  us,  Bernie 
called  Mike.  Our  deal 
was  announced  on  Mai'. 
12." 

Soon  after  the 
Mendik  deal,  Vornadu 
outbid  a  number  of 
REITS  and  opportunity 
funds,  including  Star- 
wood Capital  and  Leon 
Black's  Apollo  Group, 
for  the  mortgage  on  the 
41-stoiy,  875,000-squai-e- 
foot  office  building  at  90 
Park  Avenue  in  New 
York.  Vornado,  which 
had  been  outbid  in  two 
previous  deals,  paid 
$185  million,  $20  milHon 
more  for  the  property 
than  the  seller  had  e.\- 
pected.  At  the  moment, 
Vornado  is  said  to  be 
competing  with  premiei" 
mall  REIT  Simon  DeBar- 
tolo  Group  to  purchase 

the  mall  portfolio  of  the  O'Connor  and  Jacob  groups.  If  suc- 
cessful, VoiTiado  would  gi'ab  the  portfolio  before  it  goes  pub- 
lic, as  planned,  with  partners  in  a  new  megamall  REIT  IPO. 

Green  Sti-eet's  Kirby  says  he  isn't  wonied  about  players  of 
Roth's  caliber  getting  too  aggi-essive.  He  notes  that  in  the 
past  Roth,  "has  only  pulled  the  trigger  twice"  and  that  each 
time  Roth  took  such  aggi'essive  action,  it  proved  right  on  the 
mark. 

The  fii'st  time  Roth  made  a  big  move  was  in  purchasing 
the  Two  Guys  department-stoi-e  chain  for  its  real  estate  in 
1980,  when  the  I'etailer  went  bankioipt.  Roth  then  went  on  to 
outmaneuver  none  other-  than  Donald  Ti-ump  to  buy  bankiaipt 
retailer  Alexander's  Inc.  "Here  is  a  guy  who  has  exercised 
enormous  discipline,  saying,  'Now  is  the  time  I  need  to  get 


GUSHING  IN  ON  THE  FEEDINB  FRENZY 


IN  A  QUEST  TO  RETURN  20%- 

plus  returns  to  investors  in  his  oppor- 
tunity fund,  the  polo-play- 
ing Barrack  has  gone  from 
bidding  for  single  assets 
to  searching  for  "niches  of 
illiquidity."  Barrack  dabbles 
in  a  lot  of  different  areas: 
Duty  Free  shops,  cinemas, 
entertainment,  hotel,  oil, 
and  gas.  In  1997,  he  has  started  sell- 
ing off  more  of  his  properties,  many 
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aggressive,' "  says  Kirby.  "Investors  are  willing  to  go  along^- 
the  ride." 

If  prices  get  too  high,  Vomado  has  development  andje- 
development  opportunities.  Not  only  does  it  own  the  pitie 
Alexander's  site  in  New  York  City  but  Vomado  has  boi_|it 
up  much  of  the  property  around  the  busy  Madison  Sqih 
Garden  area,  including  the  office  building  atop  Pennsylv;'js 
Station.  The  company  envisions  an  entertainment  and  resu- 
rant  complex  at  the  site. 

BREAKING  THE  "SHACKLES."  Rainwater  is  a  dealmaker  dj 
different  sort.  H^  has  some  30%,  or  $425  miUion,  of  his  il 
billion  in  net  worth  tied  up  in  Crescent  Real  Estate  Equitjs, 
which,  next  to  Vornado,  trades  at  the  industry's  highest  »< 
mium  to  underlying  value.  Rainwater  believes  that  10  ydjn 
from  now,  the  value  of  reits  will  top  $500  billion  and  thaijc 
15  years,  it  will  hit  $1  trillion.  "There's  still  a  tremend 
amount  of  real  estate  in  private  hands  that  will  eventui 

  come  into  the  pu| 

market,"  he  says. 

Rainwater  create^s 
record  this  past  All 
by  easily  raising 
million  in  a  second! 
equity  offering.  He 
used  those  funds 
gobble  up  high-qua| 
office  properties  in 
Southwest.  Rainwal 
argues    that  enei 
prices  are  getting  re^ 
to  take  off  and  that 
Texas    economy,  £ 
Houston  in  particul 
will  be  one  of  the  nj 
beneficiaries. 

Crescent  "acquil 
markets,  not  building 
declares  Crescent  3 
Gerald  W.  Haddo] 
The  REIT  owTis  50%| 
all  Class  A  office  sp| 
in  Houston,  30% 
Denver,  35%  in  Austl 
central  business  distrj 
and  12%'  of  such  hi 
quality  office  space 
Dallas.  Crescent's  do 
nance  in  Houston 
allowed  it  to  raise  re 
at  Houston's  Green 
Plaza  by  15%.  to  2 
as  well  as  in  some 
las  suburbs,  where 
has  increased  ren 
rates  25%  to  30%. 
Crescent  operates  somewhat  like  Rainwater's  perso 
ventui'e-capital  fund.  Its  assets  include  resorts,  retail,  r 
dential,  and  health-care-related  properties.  "We  refuse  to 
categorized  by  a  single,  isolated  sector,"  says  Haddock, 
are  a  growth  company  because  we  have  broken  the  shac 
of  the  traditionally  passive  reit." 

In  June,  Crescent  spun  out  a  new  operating  entity  a 
regular  corporation,  not  a  reit,  to  handle  some  of 
operations  that  the  REIT,  by  law,  cannot.  Crescent  Operat 
Inc.,  which  some  analysts  are  dubbing  "baby  Crescen 
includes  a  50%.  interest  in  Charter  Behavioral  Health  Syste 
Inc.,  the  nation's  largest  behavioi'al  health-c 
provider,  and  100%  of  the  lessee's  interest  in  Crese 
Real   Estate   Equities'   seven   hotel/resort  properti 


of  them  to  reits.  Barrack  is  also  looking 
abroad  for  distressed  opportunities.  As 
acquisition-minded  reits 
snap  up  properties  at  ever 
higher  prices.  Barrack 
hopes  to  keep  feeding  their 
appetite.  And  in  the  next 
real  estate  down  cycle,  he 
hopes  to  pick  up  a  few 
REITS  himself.  His  goal:  to 
be  diversified  enough  to  become  "the  Fi- 
delity of  the  real  estate  business." 
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One  of  the  youngest  titans  to  emerge  is  the  supremely  con- 
fident 36-year-old  Bany  Sternlicht,  head  of  Phoenix-based 
Starwood  Lodging  Ti'ust  and  Starwood  Capital,  based  in 
Greenwich,  Conn.  As  a  28-year-old  partner  at  Chicago's  jmb, 
the  real  estate  advisory  firm,  Stemhcht  was  involved  in  one 

of  the  firm's  biggest 
disasters  ever — its 
purchase  of  Rands- 
worth  Ti-ust,  a  $425 
million  wipeout.  As  jmb's  deal  flow  crashed,  Stemlicht  gi"ew 
restless.  After  seeing  one  of  the  fii'st  Resolution  Tiaist  Corp. 
auctions,  he  knew  it  was  time  to  go.  "A  band  would  play 
every  time  they  auctioned  something  off.  It  was  priceless — 
like  they  were  seUing  cows.  I  thought:  'There  has  got  to  be 
value  in  those  small  packages.' " 

THE  VULTURE'S  NEW  ROLE.  Luckily,  Sternlicht  had  a  ft-iend 
who  let  him  test  his  hunch.  With  the 
help  of  Dan  Stem,  who  was  managing 
the  fortune  of  the  Burden  family, 
Sternlicht  raised  an  initial  $60  million. 
With  that,  he  started  buying  apart- 
ments in  the  West  and  prudently 
swapped  them  18  months  later  for  a 
stake  in  Zell's  apailment  REIT 


J 


wood  Lodging  Tinast's  negotiations  for  the  Westin  chain,  s'le 
Sternlicht's  opportunity  fund  co-owned  the  property  v;h(l.j 
Goldman  Sachs.  Having  won  Westin,  Stemlicht  now  he  ai 
worldwide  brand  he  can  use  to  unite  his  portfolio.  He  ny 
also  spin  out  an  office  reit  from  Starwood  Capital,  and  is  cn- 
centrating  his  new  opportunity  investments  in  the  riskst 
property  category:  raw  land  acquisition  and  developmit, 
including  the  conversion  of  militaiy  bases. 

One  of  the  most  radical  redefinitions  under  way  is  le 
role  of  the  vulture.  These  players  must  move  in  bigger  idiJ 
bigger  concentric  circles  to  find  20%- plus  retmTis.  More  t;n 
$10  billion  in  vulture-fund  money  awaits  investment.  Inst;d 
of  picking  off  etc  properties,  they  are  investing  abroad  amn 
real  estate-intensive  operating  companies.  Thomas  Barrti, 
the  head  of  opportunity  fund  Colony  Capital  in  Los  Angeki 
defines  his  universe  of  real  estate-rich  options  as  rangp 
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Lynch  Opportunity  funds. 


before  it  went  public,  locking 
in  an  immediate  200%  paper 
gain.  Sternlicht  went  on  to 
focus  on  hotels.  His  smartest 
move  was  buying  Hotel  Pi'op- 
erties  Ti'ust  in  1995,  a  nearly 
bankrupt  hotel  company  with 
a  novel,  rare,  gi'andfathered  tax  stinc- 
ture  called  "paired  shares,"  which  al- 
lowed it  to  both  own  and  manage  ho- 
tels. Other  hotel  re  its  have  to  contract 
hotel  management  to  a  third  party, 
since  the  income  stream  from  room- 
sei"vice  operations  and  restaurants  doesn't  fit  the  guidelines  of 
where  a  REIT's  income  can  come  from.  In  the  past  IV:  years,  as 
Sternlicht  has  bought  more  than  100  full-service  hotels,  the 
market  cap  of  Stamood  has  gi'own  fi'om  $8  million  to  $3  bil- 
hon,  rewarding  shareholders  with  returns  in  excess  of  75%-  a 
year. 

Hotels  ai'e  merely  Sternlicht's  public  business.  Pi-ivately,  out 
of  Greenwich,  he  inns  Stai-wood  Capital,  an  opportunity  fund 
that  has  raised  $2.5  billion  and  returned  more  than  50%  per 
year  to  investors  since  1991.  Stemlicht  recently  concluded  an 
awkward  phase  of  his  career,  having  to  stay  out  of  Star- 


OPERATING  FROM  HIS  PERCH  IN  DOWN- 

town  IVlanhattan,  Saltzman,  who  heads  up  Mer- 
rill Lynch's  real  estate  investment  banking  ef- 
fort,   has    been    at  the 
vanguard  of  the  reit  move- 
ment. His  group  at  Merrill 
helped  usher  in  a  new  era  for 
REITS  by  bringing  the  first  op- 
erating REIT  public  in  1991 — 
raising  $130  million  for  mall 
developer  Kimco  Realty.  Saltzman,  an  affable, 
innovative  dealmaker  and  a  New  York  licensed 
real  estate  broker,  is  a  member  of  the  invest- 
ment committees  of  a  series  of  Zell/Merrill 


PLAYERS  WHO  MAY 
STAY  PRIVATE 


FROM  THEIR  OFFICES  IN  THE  BANK 

of  America  Tower,  high  above  San  Fran- 
cisco's business  district,  the 
Shorensteins,  Walter,  82,  and 
Douglas,  42,  can  gaze  out  at 
some  of  the  crown  jewels  in 
their  real  estate  empire.  Dou- 
glas has  been  expanding  the 
family's  extensive  holdings  into 
new  markets.  These  private 
players  don't  rule  out  becom- 
ing a  REIT  but  question 
whether  the  flood  of  money 
from  the  capital  markets  will 
encourage  reits  to  make  un- 
wise acquisitions  in  order  to 


fi-om  timber  to  casinos.  He  has  taken  a  majority  stake  iiaP- 
British  cinema  company  and  owns  one  of  the  largest  Diy 
Free  shopping  networks,  as  well  as  the  posh  Aman  resortsn 
Southeast  Asia.  While  finding  new  high-yielding  investmeia 
may  be  tougher,  selling  existing  holdings  is  a  cinch.  Acqui'^ 
tion-himgi-y  reits  are  paying  higher  and  liigher  prices.  "I  Ica'f 
it,"  says  BaiTack.  "We  find  niches  of  iUiquidity,  clean  it  up,  i\ 
bring  it  in  a  wheelbaiTow  to  Wall  Street."  j;i 

Of  coui'se,  some  private  titans  will  always  remain.  Empii3 
such  as  those  of  Chicago's  Pritzkers  and  California's  Short 
steins  have  enough  heft  to  stay  private  and  independei, 
Pressui'e  from  public  markets  to  keep  bih 
ing  more  properties  is  one  reason  why  soi5 
private  empires  hesitate  to  take  the  row 
of  the  REIT.  "The  market  is  demandfj 
growth,"    says  Douglas 
Shorenstein,  chief  executive  \ 
ficer  of  Shorenstein  Co.,  whiji  5 
controls  much  of  the  office  spa^ 
in  the  San  Francisco  market,  :■ 
eluding  a  quarter  of  the  city's  ■ 
nancial  district,  with  such  trop^ 
properties  as  the  Bank  of  Amfi' 
ica  Tower.  "If  you  become  a  REi, 
you  have  to  be  an  active  buy 
And  you  have  to  ask  the  qut- 
tion:  Is  it  the  right  time  to 
out  there  voraciously  buying' 
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meet  the  market's  demands  for  growth. 


would  have  to  be  convinced  thi 
the  public  markets  would  alkj 
us  to  wait  to  the  dovm  cycle  to  buy  befok 
we  became  a  reit." 


EVER  SINCE  Alex  Martinez 

SWITCHED  TO  STATE  FUND, 

HE'S  SWEATING  OVER  SOMETHING 
OTHER  THAN  THE  DETAILS. 


AMAZING  FACTS 


THE  HUMAN  HEART  BEATS  40  MILLION  TIMES  PER  YEAR. 


THE  L.A.  PORT  COMPLEX  GENERATES  $170  BILLION  IN  TRADE  A  YEAR 
(AND  IT  KEEPS  GROWING). 


The  Los  Angeles  Ports  are  not  only  the  lifeline  of  the  city, 
they  form  the  biggest  port  complex  in  the  country.  Now, 
we're  expanding  them  even  more  with  the  largest  and 
most  elaborate  capital  improvement  project  of  any 


I  M  seapc 


port  in  U.S.  history.  And  that's  almost  like  having  our  own 
mint  right  here  in  Los  Angeles.  To  help  your  business 
evelop  internationally,  call  1-800-7LA-FACT. 
It's  amazing  what  grows  in  L.A. 


THE  NEW  LOS  ANGELES  MARKETING  PARTNERSHIP 


t  public  markets  also  put  some  checks  on  the  tendencies 
rd  excess.  That's  because  they  react  much  moi-e  rapidly 
do  private  markets.  In  the  1980s,  capital  continued  to 

into  the  market  even  though  the  fundamentals  had 
;d  south.  Today,  however,  if  REIT  cash  flow  starts  to 

REITS  will  quickly  find  it  extremely  difficult  to  raise  cap- 
)r  acquisition  or  development.  Another  important  check: 
!  will  go  into  any  coming  bear  market  with  far  less 
age  than  in  the  last  cycle.  A  downturn  would  likely 
1  a  serious  correction  in  stock  prices,  but  not  wholesale 

write-dovras. 


While  the  new  generation  of  moguls  is  undoubtedly 
changing  the  way  real  estate  is  viewed  as  an  investment, 
not  even  the  force  of  Sam  Zell's  personality  can  abolish  the 
real  estate  cycle.  But  if  these  new  managers  are  able  to  op- 
erate their  massive  holdings  with  the  right  mixture  of  en- 
trepreneurial zeal  and  professional  governance,  real  estate 
could  become  a  far  more  attractive  asset  to  a  far  wider 
range  of  investors. 

By  Suzanne  Woolley  in  New  Ycrrk  mid  Kathleen  Morris  in 
Los  Angeles,  with  Richard  A.  Melcher  in  Chicago  and 
Stephanie  Anderson  Forest  in  Dallas 


HOW  TO  PLAY  THE  REIT  RUNUP 


n  the  past  two  years,  real  estate 
investment  trusts,  or  reits,  have 
been  on  an  unprecedented  tear, 
le  equity  reit  index  of  the 
ational  Association  of  Real  Estate 
vestment  Trusts  has  soared  55.8% 
ice  August,  1995,  largely  thanks 
a  flurry  of  reit  takeovers.  "This 
an  anomaly,"  says  Thomas  Bar- 
ck,  head  of  Colony  Capital,  a  pri- 
ite  opportunity  fund  focusing  on 
al  estate-related  investments. 
bits  are  being  priced  on  acquisi- 
)n  potential — not  on  the  underly- 
g  property  value." 
Given  the  high  prices  of  many  reit 
Dcks,  investors  must  move  carefully, 
nding  undervalued  property  classes 
getting  increasingly  difficult.  The 
.me  now  is  consolidation.  Investors 
n  play  it  two  ways:  buy  the  aggres- 
je\y  acquisitive  mai'quee  names  that 
•n  to  be  the  Coca-Cola  or  Federal 
iqpress  of  this  new  world  of  real  es- 
te,  or  buy  the  weaker  players  that 
U  be  swallowed  up  by  consolidators. 
CH  MULTIPLES.  The  big  national 
iiTs  have  powerful  advantages.  Real 
tate  is  a  capital-intensive  industry, 
id  these  REITs  have  immediate  ac- 
ss  to  cheap  capital.  If  rents  stop  ris- 
g,  most  also  have  renovation  plans 
boost  occupancy.  But  some  caution 
in  order.  To  keep  the  rich  multiples 
aU  Street  gives  them,  they  have  to 
ow  rapidly  through  huge  piu-chases. 
ith  prices  across  the 
untry  approaching  the 
st  it  would  take  to  re- 
ace  buildings,  some 
DiTs  v\tI1  surely  overpay. 
Analyst  Kevin  Comer 
BT  Securities  Corp.  has  several 
cks  among  the  high-profile  national 
insolidators:  Vornado  Realty  Trust, 
quity  Residential  Properties  Trust, 
;arwood  Lodging  Trust,  and  Cres- 
int  Real  Estate  Equities.  Vornado 
oks  pricey,  at  69Mfi,  trading  at  about 
» times  1997  cash  flow,  but  cash 
)w  is  expected  to  double  by  1998, 


says  Comer.  "Every  transaction 
they've  done  has  added  to  earnings.' 

Marty  Cohen,  manager  of  Cohen 
&  Steers  Realty  Fund,  also  prefers 
investing  in  larger  REITs.  He's  buy- 
ing Cah  Realty  Corp.  and  Reckson 
Associates  Realty  Corp.,  two  East 
Coast  regional  office  powerhouses. 
Kenneth  Heebner,  CRA  Realty  fund 

REITs  Are  Red-Hot 
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manager,  is  a  fan  of  office  REITs  also, 
but  he  likes  a  smaller  one,  SL  Green 
Realty,  which  owns  B-class  Manhat- 
tan office  space.  And  he  sees  value 
in  the  far  larger  Boston  Properties. 
Heebner  expects  the  stocks  to  return 
at  least  25%  over  the  next  year 

Mega-REIT  Starwood  Lodging  Trust 
is  attracting  a  lot  of  investor  atten- 
tion. But  Paine  Webber  Inc.  analyst 


ter,"  says  Litt.  "But  not  30%  better." 
His  one-year  price  target  for  Patriot 
is  33,  about  a  30%  jump  fi-om  its  cur- 
rent 25J^ 

A  less  glamorous  pick:  Public  Stor- 
age Inc.,  the  nation's  largest  ovvmer 
of  storage  space.  Now  at  285^6,  it  has 
corrected  about  8%  since  July.  Says 
Lawrence  Raiman  of  Donaldson, 
Lufkin  &  Jenrette  Securities  Corp.: 
"The  stock  has  been  asleep  because  a 
new  pickup  and  deUveiy  service  has 
been  off  to  a  bumpy  start."  Raiman 
expects  a  20%-plus  return  on  the 
stock  over  the  next  year. 
"ADAPT  OR  DIE."  Given  the  appetite 
of  the  mega-REiTs,  plenty  of  weaker 
ones  will  be  gobbled  up.  Back  in 
1993,  when  private  entrepreneurs  be- 
came overleveraged,  an  entire  class 
of  REITS  came  public — largely  out  of 
a  desire  to  evade  bankruptcy.  "Now 
is  the  time  for  these  guys  to  adapt 
or  die,"  says  Comer.  Ambassador 
Apartments  Inc.,  an  underperforming 
Southwest  apartment  company,  "is  a 
classic  Equity  Residential  Properties 
Trust  acquisition  waiting  to  happen," 
he  says.  In  fact  a  Sam  Zell  affiUate 
already  ovras  9.5%  of  the  company. 
Other  potential  targets,  according  to 
Keith  Pauley  of  abkb  LaSalle  Part- 
ners, are  Las  Vegas'  Oasis  Residen- 
tial Inc.  and  Summit  Properties  Inc. 
in  Charlotte,  N.  C.  Both  are  apart- 
ment companies  in  weak  markets 


CAUTION 


The  big  REITs  have  powerful 
advantages,  but  some  may  overpay  for  their  quarry 


John  Litt  recommends  a  cheaper  op- 
tion in  the  hotel  sector:  Patriot  Ameri- 
can Hospitality.  It,  like  Starwood,  has 
a  "pau-ed  share"  stmcture,  which  al- 
lows them  to  both  own  and  manage 
hotels.  All  other  hotel  reits  have  to 
contract  out  management.  But  Star- 
wood tx'ades  at  a  multiple  that  is  30% 
higher.  "Starwood  may  be  slightly  bet- 


with  languishing  stocks.  Pauley 
thinks  an  acquirer  would  pay  up  to 
25%  above  cuirent  stock  prices. 

All  of  which  gives  the  investor  a 
cleai"  choice:  a  short-term  bet  on  a 
target  or  a  long-term  play  on  the 
next  Microsoft  of  the  reit  world. 

By  Kathleen  Morris 
in  Los  Angeles 


Finance 


MARKETS 


THE  MUSCLE 

IS  IN  THE  RUSSELL' 

Small  caps  could  beat  the  S&P  500  for  the  first  time  since  1993 


Small  is  big  on 
Wall  Street  these 
days.  After  more 
than  a  year  of 
languishing  while  in- 
vestors were  captivat- 
ed by  the  blue  chips, 
the  stocks  of  small  com- 
panies are  finally  lead- 
ing the  way. 

Over  the  past  five 
weeks,  the  Russell  2000 
index,  the  most  com- 
monly followed  measiu-e 
of  small-capitalization 
stocks,  has  gained  near- 
ly 4%,  while  the  Dow 
Jones  industiial  average 
slipped  6.5%  and  tht- 
Standard  &  Poor's  500- 
stock  index  fell  4.3%. 
"The  bull  market  has 
new  leadership,  and  it's 
secondary  stocks,"  says 
Ralph  J.  Acampora,  the 
top  technical  analyst  foi' 
Prudential  Securities 
Inc.  "The  muscle  is  in 
the  Russell." 
CATALYST.  And  small 
caps  are  not  likely  to 
go  flabby  anytime  soon. 
Market  forecasters  say 
these  stocks  should  outperfoiTn  the  lai'ge 
caps  through  the  end  of  the  year,  and 
possibly  into  1998.  That  means  small 
caps  could  best  the  s&p  500  this  yeai*  for 
the  fii'st  time  since  199:1  Through  Sept. 
10,  the  Russell  2000  is  up  20.5%,  the 
s&p  500,  24.1%. 

On  its  face,  the  move  to  small-cap 
stocks  comes  fi'om  disillusionment  with 
the  large  caps.  Statements  from  key 
big-cap  companies  such  as  Coca-Cola 
Co.  and  Gillette  Co.  that  earnings  would 
not  be  quite  up  to  expectations  in  the 
second  half  led  to  the  move,  says  Clau- 
dia E.  Mott,  Pnadential  Securities'  di- 
rector of  small-cap  research.  That 
prompted  investors  to  cash  in  some 
profits  and  look  for  other  opportunities. 
The  newfound  affection  for  smaller 


Dean  Witter,  Disci 
&  Co.,  says  small  st 
started  to  soai-  as 
as  the  President 
Congress  reachedLl 
deal  on  the  capital-ga| 
tax  cut — "one  betgi 
than  we  ever  holj 
for."  That  deal  slices  8 
maximum  tax  rateH 
long-term  capital  g^ 
from  today's  28% 
20%— and  18%  in 
years.  "These  co 
nies  are  fast  growi 
pay  little  or  no  di 
dends,  and  so  the.^W 
very  sensitive  .c 
changes  in  capital-g;ii 
taxes,"  says  Can4 
adding  that  strona 
economic  growth  ;« 
gave  investors  cofi- 
dence  to  invest  in  thi 
smaller,  somewhat  ril 


companies  is  built  on  sturdy  fundamen- 
tals: higher  forecasted  earnings  and  low- 
er price-eamings  ratios.  The  estimated 
earnings  growth  for  the  next  12  months 
is  23%  for  the  Russell  2000  companies 
vs.  14.7%'  for  the  S&P  500.  according  to 
First  Call  Corp.  The  p-e  ratio  based  on 
expected  earnings  for  the  small  caps  is 
12,  vs.  18  for  the  S&P  500.  Even  in- 
vestors who  like  dividend-paying  stocks 
have  discovered  they  aren't  giving  up 
much  to  buy  smaller  companies,  says 
Frank  H.  Reichel  III,  who  runs  the 
Stratton  Small-Cap  Yield  Fund.  The 
yield  on  the  Russell  2000  is  1.2%.,  vs. 
1.6%-  for  the  s&p  500. 

The  small-cap  rally  may  owe  some- 
thing to  Washington.  Peter  J.  Canelo,  a 
market  strategist  at  Morgan  Stanley, 


er  companies. 

Small-stock  analM  -i 
and  i)ortfolio  manag  i 
have  long  awaited 
flip-flop  in  the  relal 
performance  of  lail 
and  small-cap  stod 
Now  they're  cross 
their  fingers  it's  for  real.  "It's  beel 
humbling  experience,"  sighs  Satya  Pi| 
human,  a  quantitative  analyst  who  11 
lows  the  stocks  of  small  companies  ■ 
Men-ill  Lynch  &  Co.  "Since  the  bejii 
ning  of  the  year,  a  number  of  criticalB 
dicators  have  suggested  small  caps  \m 
undervalued,  but  that  didn't  seeniM 
make  any  difference."  J 
The  last  time  the  Russell  2000  I 
the  upper  hand  was  in  early  1996.  i 
stocks  plunged  in  July  of  that  year,  I  - 
as  the  markets  rebounded,  investorsi 
vored  large  caps.  For  all  of  1996, 
Russell  2000  lagged  the  s&p  .500  ret! 
by  6.4  pei'centage  points.  Small  std 
sank  again  fi-om  Febnaaiy  through  Ar 
of  this  year — especially  the  high  ■ 
tech  issues.  Small  stocks  scored  a  sh» 


gain  in  May  but  could  not  gather 
rh  momentum  to  outiim  the  blue 
.  "The  s&p  was  throwing  a  gi-eat 

and  no  one  wanted  to  leave,"  says 
;  Navellier  of  Navellier  &  Associ- 

a  fund  manager  and  newsletter 
sher 

the  smaller  stocks  retain  their  mai-- 
iadership,  it  will  also  be  good  news 
lutual-fimd  investors.  As  strong  as 
results  have  been  for  the  last  few 

they  haven't  been  as  good  as  the 
;00.  That's  because  most  funds  on 
ige  invest  in  companies  smaller 
those  in  the  s&p,  and  they  usually 
t  in  them  equally  rather  than  ac- 
ng  to  company  size. 
I  one  is  more  pleased  to  see  the 
•  in  the  smaller  stocks  than  some  of 
und  managers  who  specialize  in 
-cap  growth  stocks,  the  hardest 
It's  been  tough,"  says  Gary  L.  Pil- 

portfolio  manager  of  the  $6  biUion 
Growth  Fimd.  "We're  up  35%  fi-om 
)w  in  April,  but  our  peifoiTnance  is 
y  positive  for  the  yeai'."  As  the  ac- 
anying  table  shows,  the  average 
-cap  growth  fund  is  up  38.3%  since 
\pril,  but  only  17.7%  year  to  date 
gh  the  best  of  the  lot  more  than 
le  that).  Those  funds  invest  heavily 
e  volatile  high-tech,  health-care, 
retail  sectors.  Russell  2000  tech 
s  are  up  53.7%  since  late  April  but 
18.7%'  for  the  yeai'.  Small-cap  value 
i,  which  invest  in  more  mundane 
cial  and  industrial 
lanies,  have  gained 
since  the  April  bot- 
but  are  beating 
th  fLmds  so  fai-  this 


92i  I  I  I  I 


2000  as  a  measure  of 
the  small-cap  market 
as  the  NASDAQ  Com- 
posite, the  principal 
over-the-counter  mar- 
ket index,  has  become 
increasingly  influenced 
by  large-cap  high-tech 
stocks  such  as  Mi- 
crosoft Coil),  and  Intel 
Corp.  The  median 
market  cap  of  a  stock 
in  the  Russell  2000  is 
$450  million,  less  than 
one-tenth  that  of  the 
S&P  500.  Many  in- 
vestors equate  small-cap  and  high-tech, 
but  technology  accounts  for  only  13.4% 
of  the  Russell  2000.  Financial  finns,  the 
largest  segment,  make  up  23.3%  of 
the  index. 

NARROWER  SPREADS.  As  the  small-cap 
stocks  gained  strength  in  recent  weeks, 
money  has  started  to  roll  in.  "Fund  in- 
vestors are  clearly  rotating  fi'om  large- 
cap  to  small,"  says  Robert  Adler  of  amg 
Data  Services.  His  data  show  that  in 
the  week  ending  Sept.  3,  equity  fimds 
took  in  about  $5.3  billion  in  new  cash, 
about  40%  of  which  went  to  funds  that 
invest  in  small-cap  stocks.  Year  to  date, 
such  funds  have  taken  in  only  about 
20%  of  new  cash.  There's  not  yet  a  lot 
of  new  money  from  institutional  in- 
vestors. In  the  fu'st  six  months  of  1997, 
small-cap  managers  accounted  for  about 
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)r  sure,  the  in- 
)rs  will  be  hearing 
;  more  about  the 
ell  2000  in  coming 
:hs.  The  "Russell" 
of  the  name  comes 
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ing  investment- 
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sell  1000,  and  the 
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THE  TOP-PERFORMING  FUNDS 

TOTAL  RETURN* 

YEAR-TO-DATE 

SINCE  APR.  25 

SINCE  AUG.  6 

SMALL-CAP  GROWTH  FUNDS 

MUNDER  MICRO-CAP  EQUITY  Y 

64.23% 

69.59% 

8.84% 

BRAZOS/JMIC  SMALL  CAP  GROWTH 

47.85 

48.30 

3.60 

LAZARD  BANTAM  VALUE  INSTL. 

36.68 

37.89 

3.58 

Nl  MICRO  CAP 

34.69 

52.18 

5.83 

SMALL-CAP  BLEND  FUNDS 

STATE  ST.  RESEARCH  AURORA  B 

44.01% 

42.52% 

3.50% 

O'SHAUGHNESSY  CORNERSTONE  GROWTH 

42.50 

50.89 

5.21 

HUDSON  CAPITAL  APPRECIATION  A 

40.68 

35.75 

2.13 

SCHROEDER  SMALL  CAP.  VALUE 

37.04 

35.60 

3.60 

SMALL-CAP  VALUE  FUNDS 

PARNASSUS 

47.02% 

43.68% 

4.23% 

BRIDGEWAY  ULTRA-SMALL  COMPANY 

44.31 

50.64 

9.56 

TEXAS  CAPITAL  VALUE  &  GROWTH 

42.04 

45.79 

0.59 

MUNDER  SMALL-CAP  VALUE  K 

37.82 

33.45 

4.22 

AVERAGES 

ALL  SMALL-CAP  GROWTH  FUNDS 

17.70% 

38.30% 

2.67% 

ALL  SMALL-CAP  BLEND  FUNDS 

23.90 

32.63 

3.03 

ALL  SMALL-CAP  VALUE  FUNDS 

25.95 

28.69 

2.87 

S&P  500 

26.94 

22.29 

-3.11 

"Appreciation  plus  teinwestment  of  diuidends  and  capital  gams,  before  taxes,  ttirougti  Sept  5 

DATA;  MORNiNGSTAR  INC 

26%  of  all  new  money 
placed,  according  to 
Eager  &  Associates,  a 
Louisville  investment- 
consulting  firm,  in 
1993,  a  strong  year  for 
small-cap  investing, 
that  figure  was  33%. 

Of  course,  a  little 
money  goes  a  long 
way  in  moving  these 
stocks.  The  market 
value  of  the  entire 
Russell  2000  is  a  little 
more  than  $1  trillion — 
about  the  same  as  the 
combined  value  of  the  six-largest  stocks 
in  the  s&p  500.  Some  small-cap  pros  also 
believe  structural  changes  in  the  over- 
the-counter  market  are  having  an  ef- 
fect on  prices  as  well.  Regulators  have 
begim  ordering  market  makei's  to  trade 
the  stocks  with  narrower  spreads — in 
increments  of  sixteenths  instead  of 
eighths.  The  result  is  fewer  market 
makers  in  many  stocks,  with  remaining 
dealers  keeping  fewer  shares  in  inven- 
tory. "That  hurt  on  the  decline,"  says 
Navelher,  but  he  admits  that  it  is  boost- 
ing prices  as  demand  picks  up. 

What  could  spoil  this  sweet  scenario? 
A  flood  of  bad  initial  public  offerings, 
says  fund  manager  GaiTett  R.  Van  Wag- 
oner. He  says  investment  bankers  "are 
tiying  to  biing  out  gai'bage  they  couldn't 
shovel  out  in  the  spring  or  summer."  A 
few  costly  flops  could 
send  the  whole  sector 
into  a  swoon.  The  other 
danger,  says  Canelo,  is  a 
shaqj  increase  in  inter- 
est rates.  But  in  that 
unlikely  case,  the  large- 
cap  stocks  will  get 
crushed  as  well. 

William  R.  Keithler, 
who  I'uns  two  Berger 
small-cap  mutual  fimds, 
thinks  that  these  stocks 
will  continue  to  rally, 
but  he  says  that  this 
probably  isn't  the  start 
of  a  huge  upwai'd  move. 


nies,  he  notes,  make 
their  greatest  gains 
coming  out  of  a  reces- 
sion. That  was  the  case 
in  1991,  when  the  Rus- 
sell 2000  logged  a  44% 
return,  but  it's  not  the 
case  now.  "We've  got  a 
lot  of  gi'ound  to  make 
up,"  he  says.  Still,  mak- 
ing up  that  ground  can 
make  investors  a  lot  of 
money. 

By  Jeffrey  M.  Lader- 
man  in  New  York 


Finance 


INVESTORS 


GUESS  WHO'S  COURTING 
THE  BEARDSTOWN  LADIES? 

Companies  like  McDonald's  are  pitching  to  small  stockholders 


Ai-med  with  slick  videos  and  colorftil 
charts  one  recent  Saturday  morn- 
ing, investor-relations  officials  fi'om 
three  medium-size  companies  gear  up 
for  their  show.  Sitting  before  them  in  a 
ballroom  at  a  Hilton  hotel  in  Austin, 
Tex.,  are  200  members  of  local  investors 
clubs  representing  all  age  groups  and 
occupations.  They  are  ready  to  spend 
the  next  six  hours  mulling  over  price- 
earnings  ratios  and  projections  of  rev- 
enue gi'owth  as  Diebold,  maker  of  auto- 
matic teller  machines,  steel  firm 
Worthington  Industries,  and  Colorado 
utility  New  Century  Energies  go 
through  their  show-and-tell. 

Their  purpose  is  dead  serious:  to 
counteract  the  gr'owing  clout  of  big  in- 
stitutions such  as  mutual  funds.  More 
companies  are  regarding  them  as  fickle, 
short-sighted,  and  too  willing  to  dump 
stock  because  of  a  bad  quarter.  Scores 
of  fuTns,  including  Abbott  Laboratories, 
Amoco,  and  Intel,  are  now  hitting  the 
road  regularly  to  lasso  more  individual 
investors,  since  they  hang  on  to  their 
stock  longer  and  are  more  willing  to 
weather  a  storm.  "You  do  need  big  in- 
stitutions. But  you  don't  want  one  of 
them  to  have  such  a  position  in  your 
corporation  that  it  affects  your  deci- 
sions," says  David  A.  Daberko,  chair- 
man and  chief  executive  of  Cleveland- 
based  National  City  Corp.,  who  is 
pushing  the  small-stockholder  move. 
BIG  RELIEF.  Helping  the  corporations  in 
their  quest  is  the  National  Association 
of  Investors  Coi'p.,  which  helps  educate 
and  organize  small  investors.  As  more 
individuals  maneuver  to  cash  in  on  the 
bull  market,  the  naic  "iiii—iii""^"" 
has  seen  its  member- 
ship triple,  to  G.33,000, 
since  1993.  Companies 
are  taking  them  more 
seriously  than  ever  be- 
fore. Says  Kenneth  S. 


ing.  Now,  they'll  meet  with  the  naic." 

By  hitting  the  investor  club  circuit 
on  weekends,  companies  such  as  Diebold 
Inc.  have  succeeded  in  cutting  back  on 
the  institutions'  stranglehold.  In  19^)0,  in- 
stitutions held  82%  of  Diebold's  stock, 
but  today  they  hold  only  about  65%. 
That's  a  big  relief  to  Diebold,  a  technol- 
ogy company  that  faces  volatile  mar- 
kets. "There  are  a  handful  of  institu- 
tions out  there  that  can  i-eally  make  the 
market  swing  with  the  quick  sale  of  a 
tech  stock,"  says  Donald  E.  Eagon  Jr., 
the  company's  vice-president  for  investor 
relations.  In  April,  Diebold  saw  its  stock 
tank  fi-om  $42  to  $28  a  share  when  an 
institutional  investor  became  dismayed 
over  a  dip  in  orders  and  sold  off  1.5 
million  shares. 


HOW  COMPANIES  WOO  INDIVIDUAL  INVESTORS 


►  CEOs  and  investor-relations  officials  pitch  their  stock  to  weekend 
meetings  of  investnnent  clubs  across  the  nation 

►  Connpanies  offer  discounts  on  stock  bought  by  individuals  directly 
Janke,  president  of  the    ^'^'PiiSA    have  come  a-courting  r 

►  Firms  let  shareholders  roll  over  dividends  into  new  shares  of  stock 


Nor  are  technology  outfits  the 
ones  that  are  looking  for  individuajj 
vestors.  McDonald's  Corp.  has 
chasing  them  for  years  and  now 
about  a  50-50  mix.  "They  providi 
important  balance  to  institutional  h| 
ers.  Besides  that,  ours  is  a  global 
sumer  brand,  and  individual  inves 
can  relate  to  that  on  a  personal  le' 
says  Maiy  C.  Healy,  assistant  vice-p] 
ident  of  investor  relations. 

There's  no  optimal  balance  betw  - 
individuals  and  institutions,  however  • 
Colgate-Palmolive  Co.,  the  mix  no^ 
40%  individual  and  60%  institutio 
"We  think  that's  healthy,"  says  A  i^' 
Crawford,  director  of  investor  relati 
Colgate  tries  to  hang  on  to  indivi(  * 
shareholders  by  picking  up  their  atl  ''li 
dance  fees  and  lunch  tabs  at  inves  i^iif 
fail's.  Thomas  A.  Richlovsky,  Nati( 

City  tr-easurer,  1  to 
wise  has  atten  iitl< 
hundreds  of  N  mp 
meetings  over  'f* 
past  10  years,  tf' 
that  time,  the  b  "ae 
has  managed  to  s  tet 
holdings  from  t  n 
thirds  institutic  Ei 
three  years  ago  si 
about  half  today,  itia 
Corporations  itio 
promote  stock  buys  by  individuals  ioB 
other  ways.  Companies  include  tl  ttl 
stocks  in  their  own  employees'  ret  M 
ment  plans  or  give  away  options  on  s  teet 
cial  occasions,  such  as  corporate  lop 
niversaries.  Some  offer  discounts  irii 
direct  stock  buys  and  have  plans  for  iC 
dividual  investors  to  roll  dividends  o  iiii 
into  new  shares.  Some  60%'  of  Colga  ifle 
shareholders  do  that.  me; 

Club  members  make  investments  K 
two  ways.  Single  members  can  1  tm 
shares  in  companies  they  like.  Or  Icui 
stock  can  be  bought  in  the  name  of  tt( 
club,  making  them  somewhat  Uke  mi  j5s 
tui'e  mutual  fimds.  Membere  split  up  in 
dividends  or  stock-sale  proceeds  late  itri 
So  long  as  large  institutions  do;  fti 
nate  the  markets,  of  course,  the  inv«  irel 
ment  clubs  will  do  ^it 
tie  to  prevent  the  k  r 
of  institutional-relai 
volatility  that  la 
Diebold  and  scores  Kt[ 
other  companies.  I  {iv 
for  the  companies  t',  k 


BALANCE 

National  City 
CEO  Daberko, 
worried  about 
institutional 
clout,  backs  the 
small-investor 
movement 


Madison  Heights  (Mich.) 
group:  "Fifteen  years 
ago,  the  only  way  a  ceo 
would  meet  with  in- 
vestors would  be  at  a 
financial  analysts'  meet- 


►  Companies  promote  stock  purchases  by  their  employees  through 
401(k)  plans  or  gift  options  on  special  occasions 
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investment  clu  i 
around  the  country,  t  iJi 
is  the  beginning  oi  [tt 
beautiful  fi-iendship.  j^i 
By  Peter  Galus2§i.l 
in  Cleveland 


COMMENTARY 

By  Debra  Sparks 


DOES  WARREN  BUFFEH  DESERVE  SPECIAL  TREATMENT? 


Varren  Buffett  delights  in 
masking  his  intentions.  But 
unknown  to  most  investors, 
gets  a  Httle  help  from  none  other 
an  the  Securities  &  Exchange 
immission.  Under  sec  rules  devel- 
ed  in  the  mid-1970s,  individuals  or 
mpanies  with  investment  portfo- 
s  of  more  than  $100  million  in 
uities  must  disclose  securities 
sitions  quarterly  in  a  13F  filing, 
it  the  Sage  of  Omaha  can  keep 
nfidential  for  a  year  or  more 
me  of  the  holdings  of  Berkshire 
ithaway  Inc.,  his  investment 
hide,  thanks  to  an  unusual 
emption.  Other  well-heeled 
vestors  have  obtained  similar 
nfldentiality  privileges. 
The  rationale  for  secrecy?  You 
ve  to  show  you  have  ei- 
er  a  "proprietary  invest- 
mt  strategy,"  which  if  dis- 
)sed  could  "cause  substan- 
il  harm  to  [one's]  competitive 
sition,"  or  a  risk  arbitrage  po- 
ion  that  may  not  be  closed  he- 
re the  next  quarter's  end. 
But  doesn't  everyone  on  Wall 
reet  think  their  methods  are 
roprietary?"  "We've  definitely 
!ard  that,"  says  sec  spokesper- 
n  Chris  Ullman.  "But  simply 
Dking  for  undervalued 
ocks  is  not  unique  to  what 
oney  managers  do." 
1ME  ENOUGH."  Last  year,  the  sec 
•t  more  than  1,700  13F  filings, 
bout  50  individuals  or  companies 
>t  to  keep  all  or  part  of  their  hold- 
gs  secret  for  a  year.  A  partial  list 
om  New  York  research  firm  Techni- 
etrics  includes  such  companies  as: 
reenway  Partners.  Capital  Re- 
arch  &  Management,  Waterstreet 
apital,  T.  Rowe  Price,  Allen  Hold- 
gs.  Fleet  Financial  Group,  Deep 
iscount  Advisors,  Marcus  Schloss, 
uane,  Cunniff,  Dillon  Read,  Lehman 
rothers,  and  Alpine  Associates. 
Over  two  quaiters  in  1995  and  '96, 
Ipine  Associates,  a  private  limited 
irtnership  in  Cresskill,  N.  J.,  built  a 
9  million  position  in  Revco — but  did- 
t  disclose  it  for  another  year,  accord- 
g  to  Bob  Gabele,  an  insider-trading 
cpert  with  Ft.  Lauderdale-based 
)A/Investnet.  Alpine  disclosed  its  po- 


sition about  the  same  time  CVS  said  it 
was  buying  Revco.  "I'm  not  speculat- 
ing Alpine  knew  if  the  deal  was  com- 
ing," says  Gabele.  "But  they  took  a 
fairly  significant  position  in  Revco, 
and  possibly  someone  in  the  pubhc 
would  have  liked  to  have  seen  that." 
Execs  at  Alpine  would  not  comment. 


Sometimes  the  secrecy  backfires. 
On  Aug.  21,  when  Buffett  released 
his  latest  stock  holdings,  his  previ- 
ously disclosed  8%  position  in  Wells 
Fargo  &  Co.  was  missing.  Investors 
concluded  he  had  dumped  his  stake, 
causing  a  sharp  sell-off  in  Wells 
shares.  Not  ti-ue.  Buffett  just  didn't 
have  to  disclose  his  position. 

Technimetrics  Vice-President  Cary 


Confidential  SEC 
filings  for  certain 
well-heeled  investors 
make  little  sense 


Krosinsky  says  it's  ridiculous  to  al- 
low confidential  filings.  "Its  not  clear 
who's  getting  confidential  treatment 
at  any  point  in  time,"  he  says.  "Right 
now,  for  example,  Warren  Buffett 
has  disclosed  part  of  his  holdings, 
but  the  other  part  remains  confiden- 
tial. The  most  recent  information 
about  his  confidential  holdings  is 
from  Mar.  31.  1996.  That's  15  months 
late."  Everyone  without  special 
ti'eatment  has  45  days  after  the 
end  of  the  quarter  to  file.  "That 
should  be  time  enough  for  in- 
vestors like  Buffett  as  well," 
says  Ki'osinsky. 

All  of  this  raises  questions 
about  whether  confidential  fil- 
ings are  necessary  or  even  ap- 
propriate. Do  these  professional 
investors  really  have  investing 
strategies  so  special  that  their 
positions  should  be  protected 
for  a  year  or  more?  Should  any 
strategies  be  protected? 

"People  who  run  huge  pools 
of  capital  don't  have  to  follow 
the  same  rules  that  everyone 
else  does,"  gripes  L.  A.  mer- 
chant banker  Marshall  Geller. 
"If  Buffett  sells  shares  confiden- 
tially, he  avoids  possibly  losing 
lots  of  money  if  the  stock 
drops  on  the  news.  Whereas 
if  I  have  to  disclose  I'm  sell- 
ing, I  will  lose  lots  of  money 
if  the  stock  drops.  I  should  be 
harmed  and  he  shouldn't?" 

Clearly,  the  sec  has  created  an  un- 
even playing  field  for  investors.  It's 
time  for  the  sec  to  reexamine  its 
confidentiality  policies  and,  ideally, 
abolish  them.  Secret  fihngs  give  un- 
fair advantages  to  a  few  and  fuel  the 
harmful  whisper  circuit  on  Wall 
Street.  To  keep  the  market  truly 
open,  the  SEc's  job  is  to  prevent  un- 
necessary speculation,  not  create  it. 

Says  Larry  Feinberg  of  Oracle 
Partners  in  New  York,  who  heads  a 
$500  million  hedge  fund:  "I  do  not 
think  confidential  filings  are  fair.  If 
I'm  going  to  pull  down  my  pants  in 
pubhc  I  want  everyone  to  pull  down 
their  pants,  too." 

Debra  Sparks  is  money  &  banking 
editor. 
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CONSOLIDATION 
AHEAD:  Steinberg 
ad»uts  he  might 
be  tempted  to  sell 


BY  GENE  G.  MARCIAL 

IS  STEINBERG 
OPEN  TO  OFFERS? 

Saul  Steinberg  one  of  the  Street's 
veteran  dealmakers,  is  busy  en- 
hancing shai-eholder  value  at  Reliance 
Group  Holdings  (rel),  where  he's  chair- 
man and  CEO.  Reliance,  the  nation's 
20th-lai'gest  property-casualty  insurer, 
has  yet  to  join  the  bull  mai-ket.  It's  at 
12,  up  only  a  bit 
from  this  year's 
low  of  10. 

Steinberg  has 
recently  sold 
noncore  assets  to 
reduce  debt  and 
strengthen  the 
balance  sheet. 
"We  are  very  fo- 
cused on  our  core 
property-and-ca- 
sualty-insurance 
business,  and  we 
will  grow  organi- 
cally and  through 
acquisitions,"  he 
says. 

Steinberg  notes  that  consolidation 
in  insurance  has  just  begun,  and  he 
says  Rehance  intends  to  be  one  of  the 
"consohdators,"  or  acquisitors.  But  he 
admits  he  may  be  tempted  or  forced  to 
sell  at  the  right  price  at  the  right  time. 
One  company  insider  says  Reliance  was 
approached  by  a  large  insurer  but  that 
Steinberg  wasn't  interested.  Any  deal 
will  have  to  be  friendly,  since  Stein- 
berg owns  32%  of  the  stock.  "Reliance 
is  one  of  the  most  undervalued  insur- 
ance stocks  around,"  he  says,  pointing 
out  that  it  trades  at  10  times  1998's 
estimated  earnings  of  $1.20  a  share, 
vs.  its  peere'  price-eaiTiings  ratios  of  15 
to  25.  Steinberg  thinks  Reliance  is 
worth  twice  its  cuiTent  stock  price. 

Steinberg  reckons  that  without  ac- 
quisitions, eaiTiings  will  grow  at  an  an- 
nual clip  of  15%.  That  may  be  a  modest 
forecast,  he  thinks,  given  the  potential 
of  Reliance's  access  to  the  Internet, 
which  so  far  has  produced  $40  million 
in  new^  business,  and  its  prospects  in 
China.  Steinberg  sees  a  huge  Chinese 
property-casualty  market.  Reliance  re- 
cently agi'eed  to  provide  reinsurance 
and  other  services  to  China's  Huatai 
Pi'operty  Insurance. 

Analysts  cheer  Steinberg's  recent 
moves.  In  a  typical  Steinberg  deal — to 


cash  in  assets  without  letting  them  go 
completely — Reliance  in  late  August 
sold  half  of  its  title-insurance  business 
to  Lawyers  Title  for  $478  million, 
making  Lawyers  No.  1  in  that  field. 
Reliance  ends  up  with  48%  of  the  title 
company,  renamed  LandAmerica  Fi- 
nancial, with  combined  yeaiiy  revenues 
of  $1.3  billion.  Some  $125  milUon  of  the 
$238  million  cash  fi'om  the  deal  will  be 
used  to  slash  Reliance's  debt.  "The  sale 
is  essentially  nondilutive,  demonstrating 
Reliance's  ability  to  restructure  without 
compromising  earnings,"  says  Oppen- 
heimer's  Ahce  Schroeder. 

PUniNG  ZING  IN 
YOUR  JUNK  MAIL 

Sometimes,  tiny  companies  can  make 
sw^eet  music.  In  the  huge  $84  billion 
direct-marketing  industiy,  one  pint-size 
operator — Marketing  Services  Group 
(M.SGI) — has  an  impressive  roster  of 
blue-chip  cHents,  including  Citicorp, 
Walt  Disney,  and  Unocal.  Why  do  these 
giants  need  Marketing  Senices?  For 
one,  the  company,  whose  shares  have 
doubled  in  price  since  early  March,  to 
5,  makes  marketing  campaigns  sizzle, 
notes  Michael  Shonstrom,  an  analyst 
at  Neidiger/Tucker/Bruner,  a  Denver 
investment  fiiTn.  Boston  Group's  Aai'on 
Lehman  also  likes  the  company.  He 
expects  the  stock  to  hit  12  in  18 
months. 

At  Citicorp,  part  of  Marketing  Ser- 
vices' role  is  to 
introduce  a  cam-        ^  HIT  WITH 
paign  that  will    BLUE-CHIP  CLIENTS 

promote  its  home- 
mortgage-equity 
loan  program. 
And  with  Disney, 
it  has  designed 
direct-mail  mar- 
keting for  its 
theatrical  and 
consumer-products 
divisions.  Using 
advanced  systems 
and  software. 
Marketing  Ser- 
vices evaluates 
and  redesigns  its 
clients'  direct-marketing  programs.  It 
pro\ides  a  variety  of  services,  including 
database  management,  telemarketing, 
and  marketing  via  the  Internet. 

The  company's  growth,  which  took 
off  in  the  quarter  ended  June  30,  will 
surprise  a  lot  of  people,  says  Shon- 
strom. After  a  loss  a  year  ago,  he  says, 
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it  will  post  fouith  quarter  earnings 
4c  a  share.  For  all  of  fiscal  1997,  he  e 
pects  a  42c  loss.  But  1998  will  produ 
7c  on  sales  of  $34  million,  he  says 
big  swing  will  occiar  in  1999,  project) 
36c  on  sales  of  $40  million,  figuri 
Shonstrom.  ceo  Jeremy  Barbera  h;] 
hired  William  Blair  &  Co.  to  finanil 
acquisitions.  ; 

THESE  PRINTERS  I 
ARE  IN  HOTDEMANB 

As  a  value  investor.  Jack  Silver  is  ^ 
for  overlooked  stocks  that  have  u;' 
derpriced  assets.  And  sometimes, 
finds  a  stock  with  added  appeal:  a  faij 
earnings-growth  kicker.  "'That's  wM 
you  are  blessed,"  says  Silver,  who 
head  of  siar  Cap- 
ital, a  New  York  A  TAKEOVER  MAY 
investor  group.  BE  LOOMINfi 
He  now  regards 
TransAct  Tech- 
nologies (tact), 
which  designs  and 
makes  printers 
used  for  coupons, 
receipts,  and  tick- 
ets, including  lot- 
teiy  stubs,  as  one 
such  gem. 

Silver  beheves 
that  TransAct, 
which  shot  up  to 
17  a  share,  has 
one  added  lure. 
Because  of  the  company's  niche  ma 
kets  and  speedy  growth — earnin| 
grew  a  heady  100%  in  1996— "the  lik^ 
Khood  of  a  takeover  is  quite  high,"  saj 
Silver,  who  has  accumulated  an  8.3 
stake.  Ti'ansAct,  he  notes,  is  a  big  cas 
generator  with  little  debt  and  with  a 
e  ratio  of  13.5,  based  on  projected  19J 
earnings  of  $1.25  a  share  on  revenu« 
of  $90  million.  This  year,  he  expecl 
TransAct  to  earn  80c  a  share  on  sal« 
of  $65  million,  vs.  1996's  54c  on  $^ 
milUon. 

Ti'ansAct  is  worth  25,  fi.gures  Silve 
judging  from  other  recent  deals.  It  hi 
ties  with  original-equipment  manufa 
turers,  among  them  gtech,  the  world 
largest  maker  of  on-line  lottery  syi 
tern  terminals,  with  which  it  has 
exclusive  $16  million  contract  to  suppl 
printers.  Another  is  Japan's  Okidat 
which  operates  a  piinter  and  fax  bus 
ness  worldwide.  IVansAct  also  supplit 
printers  to  the  burgeoning  kiosk  ma 
kets  that  sell  assorted  products  an 
sei-vices. 
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MCI  Telecommunications  Corporation,  All  riglits  reserved. 


Is  this  a  great  time,  or  what?  is  a  service  mark  of  MCI,  Savings  relets  to  AT&T  private  line  vs,  MCI  frame  relay  rates  effective  July,  1997  10  nodes  or  more. 


If  your  company's  mainframe  data  is  being  run  on 

a  private  line,  you're  actually  paying  for  the  whole  cow. 

That's  because  you  have  to  pay  for  a  private  line 

even  when  you're  not  using  it. 

Why  buy 

By  converting  your  SNA  traffic  from  private  line  to 
MCI's  frame  relay  neuvork,  you  can  save  up  to  40%. 
Doing  it  is  easier  than  you  think.  You  won't  even 

he  whole  thing 

need  to  invest  in  new  equipment. 

And  with  those  savings,  your  company  can  afford 
other  modern  necessities  such  as  a  Web  site  or  intranet. 

lA/hen  you  just 

For  more  information  about  why  it's  time  to  put 
your  old  system  out  to  pasture,  visit  www.mci.com  or 
call  1-800-659-5479. 

leed  the  milk? 

Is  this  a  great  time,  or  what? 

IVICI 
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WHY  MICROSOFT  IS 
GLUED  TO  THE  TUBE 

A  new,  souped-up  version  of  WebT\  is  what  made  Gates  bite 


It  was  the  wee  hoiu's  of  the  moiTiing 
on  Apr.  6,  and  the  fax  machine  at 
the  Treasui'e  Island  Hotel  in  Las  Ve- 
gas was  furiously  cranking  out  an 
endless  stream  of  pages.  Hanned  hotel 
staffei-s  dressed  as  pirates  dashed  back 
and  forth  to  a  suite  on  the  eighth  floor, 
where  Steve  Perlman  and  Phil  Gold- 
man— two  of  the  three  founders  of 
WebT\"  Networks — were  huddled  with 
Ci*aig  Mundie,  a  senior  \ice-pi-esident  at 
Microsoft.  The  faxes  from  Microsoft  bore 
details  of  the  bombshell  deal  they  would 
soon  annoitnce:  Microsoft  would  pay  $425 
million  for  WebT\',  a  Silicon  Valley  start- 
up that  was  losing  money,  had  a  so-so 
product,  and  just  over  50,000  customei-s. 
Do  the  math,  and  that's  S8,5(X)  per  cus- 
tomer. Had  Microsoft  ChauTnan  W'ilUam 
H.  Gates  HI  lost  his  mind? 

For  the  answer,  tune  in  on  Sept.  16, 
when  Microsoft  tmveUs  a  new,  souped-up 


version  of  its  WebT\'  system  for  stirfing 
the  Net  \ia  T\'.  That  product,  along  with 
the  team  that  built  it — Perlman.  Gold- 
man, and  co-fotmder  Bmce  Leak — is  the 
real  reason  Gates  bought  the  company. 
Gates  has  said  that  the  Webrv'  acqtiisi- 
tion  is  Microsoft's  ilskiest  gambit  to  date. 
But  if  it's  successftil.  it  cotild  be  the  Tro- 
jan Horse  the  software  giant  has  been 
seai'ching  for  to  ride  into  millions  of  liv- 
ing rooms  ai'oimd  the  world. 

Web'H'  and  Net  cinising  de\ices  made 
by  a  slew  of  livals  may  well  prove  to  be 
the  first  successful  information  appli- 
ances. These  simplified  computing  de- 
vices tap  into  the  power  of  the  Net,  are 
much  easier  to  use  than  PCs,  and  cost  a 
fi-action  of  the  price.  So  far,  corporations 
have  been  slow  to  trade  in  their*  PCs  for 
slimmed-tiown  Net  models,  such  as  "net- 
work computers"  or  NetPCs  (page  102). 
But  companies  from  Microsoft  to  RCA  to 


FOUNDING  FATHERS:  U'f         /' n/i 

for  0  0  patents  for  the  i(piJ.u'>.  Imllt 
Leak,  Perlman,  and  Goldman 


Sony  are  betting  that  Web  appliad 
will  catch  on  with  consumers. 

0\vTiing  a  big  chunk  of  this  mai-ket  I 
must  for  Microsoft.  To  keep  up  its  3 
average  annual  gi'owth,  the  software 
tan  must  find  new  mai'kets  to  conq 
beyond  its  PC  stronghold.  And  what  1 
ter  place  than  T\',  now  in  98%  of  U 
homes,  vs.  just  409f  for  PCs?  In  coni 
yeai-s,  television  sets  are  expected  to 
come  a  major  portal  to  the  Net — an 
whole  new  set  of  digital  programnj 
that  will  be  offered  over  it.  Some  1 1 
lion  Net-ready  T\'s  will  be  in  U.  S.  hoi 
by  2000,  predicts  Forrester  Research 
The  software  that  rims  on  them  co 
become  as  lucrative  as  the  Windows  ^ 
wai'e  that  rans  on  most  PCs — one  i| 
son  why  the  new-  WebT\'  box  will  rd 
scaled-down  version  of  Windows.  \ 
want  to  be  the  software  supplier...: 
nonpc  equivalent  to  Windows."  s; 
Mundie. 

WHIZ  CHIP.  So  what  does  WebT\'  have! 
its  remote  control?  Perlman.  Web^ 
fierj-  young  chief  executive,  isn't  tallq 
But  insiders  say  the  company  has  co 
up  with  technology-  that  helps  get  aroi 
the  cmTent  bandwidth  limitations  of  \ 
Net  to  deliver  high-quahty.  high-sp< 
Web  images  and  \ideo.  At  the  hear^ 
this,  say  insidei's,  is  an  innovative  c 
that  crams  the  capabilities  of  a  T\'  tui 


frr'  '    *  f 
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1863  Civil  War  token  minted  anonymously 
to  help  remedy  government  coin  shortage. 


CASH  MANAGEMENT 


PHILOSOPHY:  WE  WORK  HARD 


SO  YOU  DON'T  HAVE  TO. 


WE  HAVE  A  VERY  SIMPLE  It  takcs  8  lot  of  hard  work  for  your  ^ 

CASH  MANAGEMENT  ■    Cash  Management  Operation  to  perform 

PHILOSOPHY:  WE  WORK  HARD  '         Its  full  potcntial.  Thc  problcm.  is, 

■  while  few  seem,  to  n,otice  when,  things  • 

so  YOU  DON'T  HAVE  TO.  " 

go  sm.oothly,  everyone  notices  when 
things 'go^  wrong.  That's  why  First  Union's  dedicated  cash, 
nmnagement  team  works  hard  to  get  to  know  you,  your 
husiness  and  your  financial  needs.  That  way^  we  can.  anticipate 
problems  before  they  appear.  And  tailor  the  solutions  you.r 
-Specific  business  requires^  •  And  since  time  is  of  .the  essence,  , 
O.lir  Customer  Service  Analysts  are  just  a  phone  call  aw^ay 
to;  .■answer  your  questions  quickly  and  easily.  To  find  out 
even-  more  about  our  cash  m.anagement  'philosophy,  call 
L8()0-377'9208  or  visit  our  Web  site  at  www.firstunion.com 
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otel  •  New  York 

connections  The  Internet  isn't  a  f; 

It  isn't  hvpe.  It's  nothing  short  of  a  revolution.  A  borderless  marketplace  that  is 
changing  the  way  businesses  do  business.  '  ^ 

CEOs  eager  to  reap  the  Internet's  rewards  of  speed,  communication,  and 
competitiveness  must  carefully  examine  their  organizations  as  well  as  the  impact  of 
industry  unlimited  by  time  and  space.  The  senior  team  must  act  quickly  to  formula! 
new  strategies  today  that  \\'\\\  keep  their  companies  ahead  in  the  future. 

CONNECTIONS:  Competitive  Strategies  for  the  Age  of  e-business  will 
help  CEOs  and  the  most-senior  decision  makers  make  the  Internet  work  to  their 
competitive  advantage.  This  interactive  torimi  trom  Business  Week  and  IBM  will 
be  the  opportunirv'  to  unleash  the  power  and  promise  of"  the  Internet.  It  won't  just 
open  doors,  it  will  open  minds. 

transforming 
businesses 
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cable  modem,  and  a  high-speed  PC  mo- 
dem into  one  low-cost  unit.  That,  and 
other  tricks,  help  Webr\'  begin  to  blui' 
the  distinction  between  T\'  progi^amming 
and  Web  fai'e.  That  bandwidth-busting 
technology'  has  helped  WebT\'  snag  new 
licensees,  such  as  Hitachi  Ltd.  and  Mit- 
subishi Coi-p..  to  make  the  new  boxes. 

The  boxes  may  be  impressive,  but 
they're  just  a  means  to  a  bigger  end: 
creating  a  network  that  will  deliver  new 
kinds  of  digital  content  to  homes.  "We 
intend  to  define  mass-market  media  for 
the  next  century."  says  the  cocksure 
Perlman.  Webiy'  is  putting  the  finishing 
touches  on  a  re- 
vamped Net-TV  ser- 
vice that  provides  a 
glimpse  into  how- 
media  might  be  deliv- 
ered in  the  future. 
The  centerpiece:  an 
improved  progi'am 
guide,  called  Explore, 
that  has  a  dozen  or  so 
categories,  such  as 
news,  sports,  and 
shopping,  and  serves 
as  a  launching  point 
to  Web  sites  and 
T\'  progi-amming.  The 
idea,  says  Stacy  Jol- 
na,  WebiA's  \ice-pres- 
ident  for  progi'amming 
and  a  foiTner  cxx  ex- 
ecutive, is  "to  show- 
case the  best  content 
on  the  Weh  and  TW" 
BEST  OF  BOTH.  At 
first,  that  will  mostly 
be  brand-name  con- 
tent from  Web  sites. 
But  as  content  cre- 
atoi-s  take  advantage 
of  the  new  Webiw 
viewers  will  be  able 
to  tune  into.  say.  the  Gramniy  Awai'ds 
and  chck  the  remote  to  get  more  info 
on  award-winning  ailist  Toni  Braxton, 
listen  to  her  latest  CD,  and  purchase  a 
ticket  to  one  of  her  concerts.  Broadcast- 
ers could  soon  start  offering  data  ser- 
\ices  over  the  airwaves  as  well — stats, 
for  example,  could  be  zipped  off  the  Net 
along  with  the  broadcast  of  a  sporting 
event.  Such  enhanced  progi-amming  is 
'in  even'bod\-'s  business  plan."  says  Lai-- 
ry  Gerbrandt.  an  analyst  at  Paul  Kagan 
Associates  in  Carmel.  Calif. 

Also  in  those  business  plans:  pOes  of 
revenue  from  online  advertising,  trans- 
actions, and  subscription  fees.  The  po- 
tential is  huge:  Jupiter  Communications 
Co.  predicts  that  online  revenue  from 
these  soui'ces  will  swell  from  SI  billion  in 
1996  to  S2;i8  billion  bv  2000.  Gates  i-e- 


cently  told  a  gathering  of  Wall  Street 
analysts  that  the  Net-TV  market  is  a 
"completely  unproven  business  in  ternis 
of  vokune  and  royalty."  But  he  added: 
"Someone  will  come  along  and  do  some 
gi'eat  software  to  get  a  revenue 
stream . . .  and  that  someone  could  be  us," 
WebTV  charges  a  S19.95  subscription 
fee  for  its  Net  service.  In  addition,  it 
plans  to  make  money  from  ad  sales  and 
by  taking  a  cut  of  what  \iewers  buy  on 
its  network.  WebT\"'s  Jolna  says  "every- 
thing from  autos  to  travel  tickets  to 
clothing"  will  eventually  be  sold  tlirough 
WebT\'.  That  could  put  Microsoft  in  the 

THE  INTERNET:  COMING  SOON  TO  A  TV  NEAR  YOU 


month  senice  that  delivere  pei-sonali 
Web  content  fi'om  sources  includingi 
Internet  Shopping  Network  and  Intt 
Quicken  Financial  Network,  enhais 
for  Ty"s.  The  NetChannel  senice  \vlI 
available  next  week  fi-om  partner  i 
which  makes  a  S300  Net-rv  de\ice.  ■! 
WIDE  FIELD.  Microsoft's  rivals  in  the  (1 
puter  world — Oracle  and  Sun  Mil 
systems — won't  be  sitting  out  this  rcj 
either.  In  August.  Sun  acquii-ed  Net| 
pUance  maker  Diba.  Samsimg  Groun 
ready  is  selling  Diba-based  Net  T\Ti 
Korea,  and  other  manufacturers 
licensed  the  Diba  technology-  to 

set-tops  for  said 
Taiwan.  China, 
Japan.  "[MicrosJ 
hardlv  has  a  locl4 


SUN  Bought  Diba,  a  designer  of  Internet  appliances, 
including  Net  TVs. 


NETCHANNEL  Startup  works  with  Thomson  Consumer 
Electronics,  owner  of  RCA,  to  offer  Net  programming 
enhanced  for  TV.  Its  NetChannel  service,  at  $19.95  a 
month,  will  be  available  in  September  on  RCA  set-tops. 


ORACLE  Its  NCI  unit  licenses  software  to  manufacturers 
of  set-tops  and  other  Net  devices.  NEC  began  shipping 
a  $2,500,  28-inch  TV  with  NCI'is  software  in  July.  And 
RCA  will  offer  its  NCI-based  $299  RCA  set-top  this 
month. 


WebTV  Since  October,  it  has  sold  just  100,000  set-top 
boxes,  which  let  TV  viewers  surf  the  Net.  It  hopes  its  new 
version  will  be  a  mass-market  entertainment  network. 
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catbird  seat,  since  it  owns  not  only 
WebT\'  but  also  one  of  the  lai-gest  col- 
lections of  Web  propeities.  including  Cai- 
Point.  an  online  car-buyer's  guide;  Expe- 
cUa.  a  Web  travel  agency:  and  Sidewalk, 
a  local  ails-and-entertainment  guide. 

But  Gates  isn't  the  only  one  with  big 
Net-rv  plans.  Microsoft's  WebT\-  buy — 
along  with  the  Si  billion  it  invested  in  ca- 
ble operator  Comcast  Corp. — ^jolted 
competitors  into  action.  The  day 
after  Mundie's  announcement 
in  Las  Vegas.  NetChannel  Inc.. 
a  San  Francisco-based  WebT\' 
rival,  said  it  would  acquii-e  Mew- 
Call  America,  which  offered  a 
Web  service  called  ox-TV,  and 
combine  the  tw-o  companies'  Net-T." 
services.  On  Sept.  15,  NetChannel 
will  foi-mallv  introduce  a  .?19.95-a- 


the  market, 
Mai-ge  Breya,  direj 
of    marketing  j 
Sun  Microelectrorf 
w-hich  includes  DiU 
Oracle's  Netwt 
Computer  Inc.  (Si 
unit,  which  incluji 
Navio,  the  softwi 
maker  it  acquirecS 
August  fi-om  Nets(; 
Communications, 
censes  software 
Net  T\'s.  RCA,  for 
ample,  uses  an  Na 
sign  for  its  box 
Japan.    NEC  H 
Electronics  sells 
xci-based  enhan 
that  includes  a 
drive.     At  $2, 
though,  it's  not  ch 
xci  is  pitching 
set-top  design  to 
execs  just  as  har 
Microsoft  is  pitc 
WebTV's,  xci's 
pusli  IS  for  a  next-generation  syste 
expects  hai'dware  pattnei-s  to  ship 
fore  Chiistmas.  The  layered  design 
different  companies  supply  various  o 
ponents.  That's  in  contrast  with 
crosoft's  proposal,  w-hich  critics  charg 
an  end-to-end  system  that  could  c 
competition.  Netscape  ceo  Jam 
Bai'ksdale  is  a  backer  of  xcrs  propii 
and  has  met  with  cable  ex 
"We  told  them:  'Don't  let 
pei*son  who  controls  the  :l 
top  control  the  conten! 
says  Bai'ksdale.  Indeed.H 
the  Net  redefines  me|: 
Web-n-'s  rivals  will  lilil 
expand  to  include  Arrj. 
ica  Online  and  ABCp' 
well  as  XCI  and  Rc;ji 
This  is  heady  sl| 


INTERNETSOLUTIONS 


Building  a  Website  that  will  attract  millions  of  fans  requires  a  powerful  teammate.  An  IBM  RS/6000'  Internet  solution  hiandles 
/  of  the  busiest  Websites  around;  the  NriL,  the  Olympic  Games,  the  PGA  of  America,  even  Wimbledon,  to  name  a  few.  The  reason? 
credibly  scalable  UNIX'  operating  system,  AiXt  gives  the  RS/6000  the  flexibility  to  rise  to  any  challenge  -  now  or  down  the  road. 
'  you're  building  an  Internet  site  for  millions  or  an  intranet  for  hundreds,  we'll  help  design  a  winning  solution  for  your  business.  To  learn 
It  all  of  our  RS/6000  solutions,  stop  by  www.rs6000.ibm.com/solutions  or  call  1 800  IBM-2468,ext.  FA057. 


300  and  AiX  afe  legislered  Irademarks  and  Sotulions  for  a  small  planet  is  a  Iradematk  ol  IBM  Corp  UNIX  is  a 
trademark  in  the  L)  S  and  other  counlries,  licensed  exclusively  tfirough  X/Open  Company  Limited  All  otfier 
nd/or  product  names  are  trademarks  or  registered  trademarks  ol  Ifieir  respective  companies  ©1997  IBM  Cotp 
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for  Perlman.  who  has  wanted  to  bring 
the  Net  to  the  masses  since  his  days  at 
Apple  Computer  Inc.'s  research-and-de- 
velopment  labs.  Although  WebTV's  first 
product  wasn't  a  barn-burner — about 
100,000  units  have  been  sold  to  date — it 
proved  that  plugging  into  cyberspace 
doesn't  have  to  be  a  complicated  or  cost- 
ly aflaii'.  The  initial  product,  a  slim  black 
box  ft'om  Sony  Corp.  and  Philips  Elec- 


tronics for  under  $300,  plugs  easily  into 
a  TV  or  VCR.  (The  price  of  that  model  is 
expected  to  be  slashed  when  the  new 
product  ships.)  When  hooked  into  a 
phone  line,  it  dials  into  WebTV's  net- 
work to  let  people  surf  fi'om  their  Tvs 
and  send  E-mail. 

WebTV  stores  popular  sites  on 
servers  and  compresses  video  and  im- 
ages for  faster  performance.  Its  tech- 


nology can  also  display  Web  conteiilai?! 
it  looks  crisp  on  low-resolutionm 
screens.  With  his  hot  new  techno 
and  Microsoft's  financial  backing,  Irl- 
man  might  just  fulfill  his  new  hi', 
dream:  Microsoft  software  in  every  v 
ing  room. 

By  Amy  Cortese  in  New  York, 
Steve  Hamm  mid  Robert  D.  Hof  in 
Mateo,  Calif. 


NETPCs  ARE  HAVING  A  HARD  TIME  BOOTING  UP 


David  M.  Quady  is  trying  to  save 
his  company  $90  million  a  year. 
That's  the  potential,  at  least,  if 
the  market  research  is  correct  and 
he  can  slash  30%  off  the  cost  of 
maintaining  Norwest  Corp.'s  30,000 
personal  computers  by  switching  to 
a  slimmed-down  cousin  of  the  PC — 
the  NetPC.  So  in  June,  Quady,  who 
helps  select  the  computers  for  the 
Minneapolis  financial  services  firm, 
decided  to  launch  a  pilot  group  of 
NetPCs,  since  they  are  supposed  to 
be  cheaper,  yet  similar  to  personal 
computers. 

The  machine  is  going  to  be  more 
similar  than  Quady  ever  dreamed. 
On  Sept.  8,  IBM  Corp.,  one  of  Quady's 
two  suppliers,  decided  that  demand 
was  not  strong  enough  to  justify 
building  a  new  line  of  NetPCs.  IBM 
isn't  giving  up  on  the  NetPC  concept, 
however,  just  on  plans  to  build  one 
from  scratch.  Instead,  Big  Blue  will 
modify  an  existing  PC,  seal  off  the 
floppy  disk  drive,  and  give  it  all  the 
features  of  a  NetPC,  namely,  software 
that  makes  it  easier  to  distribute, 
monitor,  and  troubleshoot  PC  applica- 
tions. That's  0.  K.  by  Quady.  "The 
goal  is  still  going  to  be  met,"  he 
says.  "We're  still  as  excited  about  it." 
TIRE  KICKING.  But  is  the  rest  of  Cor- 
porate America?  The  computer  in- 
dustry is  trying  to  sHm  down  and 
simplify  the  PC  into  something  akin 
to  a  corjDorate  information  appliance. 
So  far,  however,  NetPCs  have  not 
found  a  big  following.  And  their  ri- 
vals, the  so-called  network  computer, 
a  concept  unveiled  more  than  a  year 
ago,  is  still  in  the  tire-kicking  stage 
at  most  companies. 

Now  it  seems  some  PC  makers 
aren'*:  too  jazzed  about  building  Net- 
PCs from  the  ground  up.  Like  ibm. 
Micron  Electronics  is  folding  NetPC 
features  into  its  existing  line  of  pcs. 
Gateway  2000  says  it  hasn't  received 


a  single  order  for  its  product.  And 
Digital  Equipment  Corp.  is  weighing 
demand  for  NetPCs  to  see  whether  it 
will  go  ahead  with  plans  to  make  a 
separate  product. 

This  could  be  a  major  blow  to  the 
NetPC  camp.  Just  last  June,  compa- 
nies such  as  Compaq,  Hewlett- 
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DEFINITELY  NOT  DEFINITELY 

'THESE  PRODUCTS  ARE  ESSENTIALLY  DISPLAY  DEVICES  RUNNING 
EITHER  WINDOWS,  UNIX  OR  MAINFRAME  APPLICATIONS  OFF  A  SERVER 

DATA:  ZONA  RESEARCH  INC  ,  SURVEY  OF  139  CORPORATIONS 

Packard,  and  IBM  unveiled  NetPCs — a 
new  category  of  desktop  machine 
based  on  a  design  by  Microsoft,  In- 
tel, Compaq,  and  DeU.  The  NetPC  is 
a  slimmed-dowTi,  $1,000  box  aimed  at 
the  corporate  buyers  who  may  be 
toying  with  the  idea  of  switching  to 
rival  network  computers,  or  NCs.  The 
NCs  are  $750  diskless  machines  that 
get  programs  zapped  from  the  server 
and  then  execute  them  locally,  mak- 
ing them  less  expensive  to  upgrade 
than  regular  PCs.  The  NetPC,  by  con- 
trast, costs  a  tad  more,  but  includes 
a  hard  disk  and  can  still  have  pro- 
grams installed  and  run  locally. 

But  analysts  say  the  NetPC  con- 
fused customers.  With  the  new  ma- 
chines not  due  out  until  fall,  details 
on  prices  and  specifications  were 
sketchy.  Says  Rob  Enderle,  an  ana- 
lyst at  Giga  Information  Group: 


"Customers  felt  that  they  were  pay- 
ing more  and  getting  less." 

Not  all  PC  makers  see  it  that  way 
Dell  Computer  and  Hewlett-Packarc 
are  still  planning  NetPCs  by  yearenc 
Compaq  also  is  sticking  with  its 
timetable  for  unveiling  a  NetPC  this 
month,  although  it  acknowledges  it's 
a  niche  product.  Meanwhile,  chip  gi- 
ant Intel  Corp.  says  that  IBM's  deci- 
sion is  proof  that  the  concept  is 
catching  on.  Says  Craig  R.  Barrett, 
Intel's  president:  "The  real  issue  is 
not  how  they  bring  them  to  market, 
but  whether  they're  moving  ahead." 

Slowly.  So  far,  NetPCs  have  yet  to| 
ship.  IBM,  which  also  is  marketing  a  ' 
line  of  NCS,  will  sell  a  PC  with  NetPCj 
capabilities  next  month.  But  cus- 
tomers ai*e  skeptical.  "I  always 
thought  the  NetPC  was  kind  of  an  in] 
terim  product,"  says  Dennis  Jones, 
the  chief  infonnation  officer  at  Fed- 
eral Express.  Jones  is  trying  out  NCi 
in  the  company's  call  centers. 

That  doesn't  mean  NCs  are  speed- 
ing their  way  into  corporations.  Tak( 
Tree  Island  Industries  Ltd.  in  Van- 
couver, B.  C,  a  manufacturer  of  steel! 
parts.  The  company  has  installed  40  ji 
NCS,  but  Otto  K.  Folprecht,  manager] 
of  information  systems,  says  they're 
a  stopgap  solution.  That's  because 
the  first-generation  NCs  mainly  run 
Windows  applications,  while  later 
versions  will  use  software  based  on 
Java,  the  progr"amming  language  de- 
signed to  run  on  all  sorts  of  comput- 
er systems.  Eventually,  Folprecht  ex 
pects  to  replace  all  400  of  his  PCs 
vrith  the  next-generation  NCs.  "At 
one  point  in  time,  everything  will  be 
NCs,"  Folprecht  says. 

Until  that  day  aiTives,  though, 
computer  makers  may  find  there's 
not  much  net  in  either  NetPCs  or 
network  computers. 

By  Ira  Soger  in  New  York,  with 
bureau  reports 
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RAIN  IN  SPAIN, 
DICTED 

a  PLANE  

NEKS  FERRY  PASSENGERS 

),000-plus  feet.  But  for 
toring  weather  or  sam- 
;  atmospheric  poHution, 
5pace  mavens  envision  a 
e  new  type  of  high-fly- 
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IFLIER:  Centurion  prototLjpe 


lircraft.  Backed  by  nasa, 
uadron  of  companies  led 
i^eroVironment  Inc.  of 
rovia,  CaHf.,  is  testing 
anned,  battery-powered 
is  that  will  one  day  glide 
to  three  times  higher 
aii'liners,  and  even  park 
iselves  over  hurricanes 


to  help  weathermen  sharpen 
their  storm  predictions. 

In  late  summer,  over  Cah- 
fornia's  El  Mirage  dry  lake- 
bed,  AeroVironment  tested 
the  latest  scale  model  of  a 
craft  called  Centurion  (pic- 
tiu'e).  It's  a  feathery,  62.5-foot 
"flying  wing"  made  of  carbon 
fiber  that  weighs  just  25 
pounds.  Batteries  power  12 
evenly  spaced  propellers  for 
up  to  an  hour  at  a 
stretch.  Next  summer, 
the  company  hopes  to 
launch  the  full-scale  Cen- 
turion, with  an  altitude 
goal  of  100,000  feet.  Its 
210-foot  wingspan  rivals 
that  of  a  Boeing  747. 

After  that,  the  next 
big  leap  will  be  a  flying 
wing  called  Helios,  to 
be  launched  in  2001.  It 
will  run  on  solar  batteries, 
storing  extra  energy  during 
the  day  in  fuel  cells  and  con- 
suming it  at  night.  That 
should  make  possible  the  ul- 
timate dream — what  Centu- 
rion project  manager  Rik  D. 
Meininger  calls  "eternal 
flight."  □ 


BUILDING  TEENSY  TRANSISTORS 

ST  YEAR,  INTEL  CORP.  CHAIRMAN  ANDREW  S.  GROVE 

id  microprocessors  in  2011  would  have  a  billion  tran- 
itors,  more  than  100  times  the  number  on  Intel's  best 
ips  today.  Now,  Intel  has  revealed  how  these  super- 
ips  might  be  made.  It's  joining  rivals  Advanced  Micro 
;vices  Inc.  and  Motorola  Inc.,  three  national  labs,  and 
le  suppliers  to  perfect  a  light-based  system  that 
rints"  circuit  lines  0.1  micron  wide.  That's  less  than 
11'  the  size  of  the  thinnest  lines  now  in  production. 
Until  recently,  this  wasn't  considered  possible,  at 
ist  not  with  light.  Then,  in  1995,  Sandia  National  Lab- 
atories  patched  together  an  experimental  system  us- 
l  so-called  extreme  ultraviolet  (euv)  light  produced  by 
unique  laser  plasma.  Such  light  is  invisible — even  to 
iss  lenses.  So  miiTors  will  focus  the  light  into  ultra- 
ly  circuit  pattems.  These  mirrors  will  have  to  be 
ade  with  incredible  precision:  The  surface  must  be 
looth  to  within  one  atom's  diameter. 
Intel  and  its  partners,  dubbed  the  Extreme  Ultravio- 
;  LLC,  figure  it  will  take  $250  million  and  three  years 
create  a  commercial  EUV  tool.  That  makes  Extreme 
Itraviolet  the  biggest  partnership  ever  between  indus- 
y  and  the  national  labs.  Otis  Port 


BARK  BITES  GANGER 


THE  PAWPAW  TREE  BEARS 

more  than  just  a  funny 
name  and  a  sweet  fruit. 
Some  compounds  in  its 
bai'k  are  natural  insecti- 
cides. Others  fight  drug- 
resistant  cancers.  Now, 
scientists  at  Purdue  Uni- 
versity are  beginning  to 
understand  how. 

Certain  cancer  cells  that 
survive  chemotherapy  ap- 
pear to  resist  drags  by  de- 
veloping a  tiny  molecular 
"pump"  that  expels  anti- 
cancer agents  before  they 
can  kill  the  cell.  Typically, 
only  2%  of  a  patient's  can- 
cer cells  develop  such  a 
pump.  But  these  cells 
grow  into  deadly  drag-re- 
sistant tumors. 

Doctors  today  try  to  kill 
them  by  flooding  the  body 
with  other  compounds  to 
divert  the  pump.  They 
then  administer  high  doses 
of  anticancer  chemicals. 
Such  treatments,  however, 
can  cause  severe  side  ef- 
fects and  even  death. 

Purdue  researcher  Jerry 


McLaughlin  says  his  gi-oup 
has  discovei'ed  more  than 
40  potential  anticancer 
compounds  in  the  bai'k  of 
the  pawpaw — a  common 
North  American  ti'ee  that 
bears  the  largest  fruit  of 
any  native  species. 

In  recent  laboratory 
tests,  one  group  of  com- 
pounds killed  off  long-sur- 
viving cancer  cells,  seem- 
ingly by  blocking  the 
energy  such  cells  utilize  to 
operate  the  pump.  Purdue 
has  filed  for  patents  on  the 
use  of  these  compounds 
and  is  already  geai-ing  up 
for  animal  tests. 

Catherine  Artist 


PAWPAW:  Tumor  fighter 


A  MAGIC  WAND  PGR 
TESTING  LigUIDS 

FINDING  CONCENTRATIONS  OF 

drugs  in  blood  or  contami- 
nants in  a  stream  generally 
means  sending  samples  to  a 
lab  for  analysis.  Researchers 
at  the  University  of  Washing- 
ton have  now  shiiink  that  lab 
down  onto  a  wand-like  probe. 
Attached  to  a  portable  PC,  it 
perfonns  quick,  on-site  detec- 
tion of  heavy  metals,  enzymes, 
or  other  biological  molecules. 

The  wand  uses  an  im- 
proved version  of  a  sensing 
technology  called  surface 
plasmon  resonance,  or  spr. 
Liquid  samples  are  placed  on 
microscope  slides  or  computer 
chips  that  are  covered  with  a 
thin  layei-  of  gold.  The  pre- 


cious metal  has  been  pre- 
treated  with  an  agent  that 
responds  to  a  tai'get  chemical. 
The  SPR  sensor  analyzes  the 
sample  by  measuring  the  re- 
flection of  white  light  boimced 
off  the  surface.  The  intensity 
of  the  reflected  Ught  depends 
on  the  concentration  of  the 
target  substance. 

Hospitals  could  become  ea- 
ger customers.  Used  in  an 
emergency  room,  spr  probes 
may  be  able  to  give  doctors  a 
quick  read  on  the  presence 
of  telltale  enzymes  in  the 
blood,  allowing  them  to 
speedily  diagnose  and  treat 
heart  attack  patients. 

Chip  giant  Texas  Instru- 
ments Inc.  and  Portland-based 
startup  Ikonos  Corp.  have 
licensed  the  patented  tech- 
nology.      Elizabeth  Veornett 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwsep@businessweek.com 
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Hoechst  Marion  Roussel 

The  Pharmaceutical  Company  of  Hoechst 


is  wife's  birthday. 


In  most  cases,  it's  the  family 
members  who  first  see  the  signs  of 
mental  deterioration.  At  some  point, 
their  loved  one  is  no  longer  able  to 
manage  simple  everyday  tasks  or  even 
remember  the  names  of  relatives. 

Neuroscience  research: 
New  hope 
through  new  developments. 

In  time,  people  with  Alzheimer's 
disease  lose  everything  they  have:  their 
memory,  language  skills,  power  of 
reason  and  personaUty. 

Hoechst  Marion  Roussel,  the 
Hoechst  Group's  pharmaceutical 
company,  is  focusing  research  efforts 
on  developing  new  treatments  for 
mental  disorders.  This  is  only  one  of 
the  many  ways  we  are  working  today 
for  a  healthier  tomorrow. 

Hoechst  AG,  D-65926  Frankfurt 
http://www.hoechst.com 

Hoechst  is  an  international  group  of 
companies  spearheading  innovation  in 
Life  Sciences  and  Industry.  With  more 
than  140,000 people  worldwide,  last 
year's  sales  totalled  $  34  billion. 


Finding  new  ways. 


Hoechst 


Special  Report 


MEDICINE 


GMHn 


DBEilSE? 

The  volume  and  variety  of  research 
will  allow  many  more  to  survive 


It's  7:30  a.m.  in  Operating  Room  8  at 
Stanford  Medical  Center.  Amid  the  pre- 
operative bustle,  beeping  monitors,  and 
the  staff's  black  humor  as  they  don 
gloves  and  gowns,  the  elderly  patient's 
body  on  the  table  is  an  island  of  still- 
)iess.  I  see  her  hand,  relaxed,  ghostly 
pale,  and  gently  upturned.  I  imagine 
it  pruning  a  rosebush  or  caressing  a 
grandchild's  cheek.  I  cannot  bring  my- 
self to  look  above  the  green  drape  to 
the  patient's  face.  I  wish  her  well,  but 
during  the  next  three  hours,  I  will  see 
more  than  a  stranger  should.  I  will  look 
into  her  heart. 

This  patient,  call  her  Patricia,  is 
battling  heart  disease,  the  na- 
tion's No.  1  killer.  And  she  has 
been  losing.  In  recent  months, 
gardening  or  chasing  a  gi"and- 
child  would  have  been  unthink- 
able for  her.  She  barely  has  the 
strength  to  walk  around  her 
house.  Patricia  is  75,  and  her  heart  is 
wealing  out.  A  cmcial  valve  is  failing  to 
shut  properly,  and  so  her  heart  is  work- 


ing overtime  for  a  fi-action  of  the  pump- 
ing benefit.  Untreated,  she  would  be 
dead  in  less  than  a  yeai*  fi"om  congestive 
heart  failure. 

Instead,  technology  is  about  to  save 
her  In  the  next  tkree  hours,  surgeons 
will  open  her  heart  and  insert  a  small 
mechanical  device  to  replace  that  leaky 
valve.  It  should  be  snapping  open  and 
shut  well  past  her  90th  buthday,  if  noth- 
ing else  goes  wTong.  Valve  replacements 
are  miraculous  enough,  but  they  have 
been  done  for  years.  The  new,  so-called 


INNOVATION:  THE  BEAT  GOES  ON 

Progress  is  exploding  in  operating  roon 
and  biotech  labs.  And  it  comes  none  too 
soon:  About  1  million  Americans  die  of 
heart  disease  each  year  The  biggest  proi 
lem  by  far  is  coronary  artery  disease 
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nnlly  invasive  approach  her  doc- 
are  using,  however,  doesn't  require 
her  breastbone  be  cut  and  her  en- 
;hest  be  opened,  as  is  done  in  con- 
onal  open-heart  surgery.  Instead, 
)rs  will  work  through  a  single, 
;-inch  incision,  and  she  should  be 
!  feeling  normal  in  three  days, 
novative  new  sui'geries  such  as  this 
part  of  explosive  progress  being 
i  in  the  fight  against  heart  disease, 
happening  not  only  in  operating 
is  but  also  in  fluid-engineering  labs, 
3h  pigpens,  and  on  the  cutting  edge 


of  biotechnology.  And  it  comes  none  too 
soon.  About  1  million  Americans  die  of 
heart  disease  each  year,  including  about 
300,000  who  die  of  cardiac  arrest  be- 
fore they  can  get  to  a  hospital.  Heart 
disease  kills  about  as  many  Americans 
as  all  other  diseases  combined.  And  it 
can  only  get  worse  as  the  population 
ages,  with  the  number  of  Americans 
over  65  doubling  to  22%  of  the  popula- 
tion by  the  year  2030.  This  is  happening 
despite  the  knowledge  that  at  least  half 
of  all  heart  disease  can  be  prevented 
by  simple  and  obvious  lifestyle  changes 


such  as  quitting  smoking,  eating  better, 
and  exercising. 

It's  a  good  time  for  a  miracle,  and 
the  good  news  is  there  seems  to  be 
more  than  one  on  the  horizon.  The  vol- 
ume and  variety  of  reseai-ch  projects — 
auning  to  understand  heart  disease  from 
the  earliest  stages  of  conception  thi'ough 
the  heart's  last  few  heroic  beats — is 
staggering: 

m  To  ease  the  strains  and  complications 
of  surgery,  doctors  are  perfecting  a  va- 
riety of  less  traumatic  and  more  effec- 
tive procedures,  some  using  robots. 
m  Geneticists  are  unraveling  the  micro- 
scopic dance  of  dna  that  governs  blood- 
vessel development,  and  they  may  soon 
be  able  to  correct  genetic  errors. 
B  Moleculai-  biologists  are  conjuring  new 
blood  vessels  out  of  diseased  and  dy- 
ing tissue  in  a  promising  procedure 
dubbed  "biobyi^ass." 

■  Researchers  are  devising  a  new  gen- 
eration of  aitificial  heaits,  some  of  which 
could  be  humming  in  patients'  chests 
before  the  turn  of  the  century. 

■  Researchers  are  exploring  the  poten- 
tial of  transplants  of  animal  heaits  as  al- 
ternatives to  artificial  hearts.  Such 
hearts  could  be  pumping  human  blood 
vrithin  five  years. 

■  New  technology  is  transfonning  the 
pacemaker  and  opening  the  door  to 
treatment  with  a  wide  variety  of  high- 
tech devices. 

With  the  success  of  existing  tech- 
nologies, more  and  more  people  are  sur- 
viving heart  attacks  and  living  with 
heart  disease.  "We're  seeing  a  shift  in 
heart  attacks  from  acute,  fatal  diseases 
to  chronic  diseases,"  says  Rockefellei' 
University  Professor  Jan  L.  Breslow, 
the  president  of  the  American  Heart 
Assn.  "Tlie  number  of  people  Uving  with 
congestive  heart  failure  has  tripled  in 
the  last  20  years."  Indeed,  the  phenom- 
enon of  heart  patients  nowadays  under- 
going multiple  crises — each  of  which 
previously  might  have  killed  them — is 
part  of  what  has  driven  America's  heart 
health-care  tab  to  $259  billion  annually. 

The  biggest  heart  problem  in  the 
U.  S.  by  far  is  congested  plumbing:  coro- 
nary artery  disease.  More  than  13  mil- 
lion Americans  are  afflicted  with  the 
disorder,  in  which  arteries  that  supply 
the  heart  muscle  become  gummed  up 
and  narrowed  by  waxy  deposits,  or 
plaques,  that  ultimately  lead  to  clots, 
blocking  arteries  and  causing  a  heart 
attack. 

Medicine  has  made  cbamatic  advances 
against  coronary  disease  vrith  such  in- 
novations as  antihyi^ertensives,  clot-bust- 
ing drugs,  pacemakers,  and  bypass 
.surgeries.  Here  are  some  of  the  next- 
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generation  technologies  that  are  con- 
tributing to  the  emerging  heart-disease 
miracle: 

SURGERY  

The  door  to  the  0.  R.  where  Patricia 
awaits  swings  open  and  surgeon  John 
H.  Stevens,  36,  greets  his  Stanford  stajf 
with  a  boyish  grin.  Historically,  heart 
surgeons  have  been  plucked  from  the 
brightest  and  most  surgically  talented 
medical  students.  With  such  attentioyi 
come  big  egos,  intense  competition,  and 
sometimes  resentment.  In  hospital  halls, 
they're  referred  to  as  cowboys, 
prima  donnas,  and  occasion- 
ally (and  not  flatteringly)  as 
"God." 


As  co-founder  of  a  company 
called  Heartport  Inc.,  the  per- 
sonable Stevens  and  a  gi'oup 
of  surgeons  at  Stanford  are 
pushing  the  boundaries  of 
what  thousands  of  "Gods"  be- 
fore him  thought  was  either 
possible  or  wise.  With  Patri- 
cia, Stevens — who  recently 
left  Stanford  to  become 
Heartport's  chief  technical  of- 
ficer— does  most  of  his  work 
through  what  Heartport  calls 
a  "port"  incision,  about  three 
inches  wide  beneath  her  right 
breast. 

Such  minimally  invasive 
pi'ocedures,  first  used  in  the 
early  1990s,  are  becoming  the 
rage  in  cardiac  surgery,  al- 
though they  have  their  de- 
tractors. Well-known  heart 
surgeon  0.  H.  "Bud"  Frazier 
of  the  Te.xas  Heart  Institute 
says  that  while  he  supports 
their  use  experimentally,  "a 
small  incision  is  not  the  most 
important  thing"  to  be  con- 
cerned with  when  doing  heart 
surgery — he's  not  sure  sur- 
geons should  sacrifice  good 
visibility  of  the  heart  for  a 
small  scar.  Heartport  says  it 
has  data  showing  that  the 
rates  of  complications  or 
deaths  with  the  new  tech- 
niques are  no  higher  than 
those  for  conventional  surgery. 

After  his  opening  incision, 
Stevens  makes  two  clicks  with 
what  look  like  pliers  and 
pulls  out  a  small  piece  of  rib. 
"Spare  rib?"  cracks  the  nurse. 
She  flips  it  into  a  pan. 


Well  over  1,000  patients  have  had  heart 
operations  using  other  less-traumatic 
techniques,  such  as  CardioThoracic  Sys- 
tems Inc.'s  "beating  heart"  bypass 
surgery,  which  uses  special  instniments 
to  hold  the  beating  heart  still.  That 
eliminates  an  occasional  nightmai-ish  con- 
sequence of  conventional  sm-gei-y — some 
patients'  hearts  never  start  beating 
again. 

Other  surgical  innovations  are  also 
appearing.  Dr.  Patrick  M.  McCarthy, 
director  of  the  Cardiac  Assist  Progi'am 
at  the  Cleveland  Clinic,  is  experiment- 


HEART  DISEASE 

Combating  cardiac  ills  on  many  fronts: 


SURGERY  Operating  through  smaller  incisions,  surgeons 
are  trying  to  reduce  pain,  infection  risks,  and  recovery 
times  for  open-heart  procedures 

GENETICS  /  GENE  THERAPY  Scientists  around  the 
world  are  unravelling  the  genetic  underpinnings  of  heart 


ing  with  a  radical  procedure  invcta 
by   Argentine   surgeon   Rands  I  ^ 
Batista.  In  failing  hearts,  the  left  er 
tricle  becomes  enlarged  and  pumj  It 
efficiently.  In  the  Batista  procemi 
surgeons  carve  out  a  golf-ball-sizes© 
tion  of  the  enlarged  ventricle  and  ^ 
en  its  valve.  By  reducing  the  volui^<  '■' 
muscle,  what's  left  pumps  more  til 
ciently.  It  doesn't  always  save 
but  some  patients  have  impr^ 
dramatically. 

In  another  exotic  procedure,  sii 
at  the  University  of  California  at] 


LESS  TRAUl 

Minimally 
invasive  pn 
cedures  are] 
controversii 
but  gainim 
adherents 

Angeles,  are  making  oldJ 
slightly  damaged  donor  b 
usable  by  repairing  the 
embodied  hearts  before  t: 
planting  them.  The  rec( 
tioned  hearts  are  give 
patients  who,  accordin 
cun-ent  guidelines,  woul 
ineligible  for  transplants 
cause  they  ai"e  over  65.  S( 
seven  reconditioned  h( 
have  been  transplanted, 
cipients'  three-year  sur 
rates  are  comparable  to  t 
for  recipients  of  convent 
transplants. 

GENETICS 


Wander  into  cardiologist  I 
C.  Fishman's  lab  at  Har 
University,  and  you  may 
fuse  it  with  the  marine  b 
g-v  department.  Fishman's 
disease— and  devising  biological  strategies  to  prevent  jt__    perimental  subjects,  as  b 


DRUGS  An  array  of  new  agents,  including  a  class  of 
"super  aspirins,"  could  improve  cholesterol-lowering 
and  save  lives 

ARTIFICIAL  HEARTS  After  years  of  frustration,  new 
materials  and  designs  promise  more  effective,  long-last- 
ing assistance  for  patients  unable  to  get  transplants 

DEVICES  Inch-long  platinum  "stents"  to  keep  blood 
vessels  open  and  defibrillators  that  can  shock  a  heart 


his  name,  are  not  humans 
fish — zebra  fish,  to  be  sp( 
The  value  of  these  tiny  < 
tures  is  that  their  emb 
are  transparent,  and 
hearts  develop  within  one 
of  fertilization.  That  prov 
a  unique  window  to  s 
how  the  cardiovascular 
tem  develops. 


Variations  on  minimally  in-     back  tojife  are  bemg  widely  adopted   Theoretically,  hundred 


vasive  approaches  are  red-hot. 


genes  might  contribute! 
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heart  problems.  To  Fishman's  delight, 
however,  the  zebra  fish  have  shown  that 
mutations  in  a  single  gene  can  provoke 
quite  specific  heart  problems.  One  mu- 
tation, for  example,  causes  a  heart  to 
form  without  any  valves.  Another 
makes  blood  vessels  loop  the  wrong 
way.  Yet  anothei-  makes  the  heart  beat 
slowly.  With  that  information  in  hand, 
"it's  conceivable  that  one  could  make 
parts  of  hearts  again"  and  regenerate 
damaged  tissue,  he  says. 

Important  genetic  clues  are  also 
coming  from  such  unexpected  places 
as  the  quaint  Italian  village  of  Limone 
sul  Garda.  Many  villagers,  descendants 
of  an  18th  centuiy  resident  named  Gio- 
vanni Pomaroli,  have  eternally  young 
hearts.  Although  they  smoke  and  drink, 
have  high  cholesterol  levels,  and  gobble 
fats  and  salt  with  abandon,  Pomaroli's 
descendants  have  virtually  no  heart 
disease  and  often  live  well  into  their 
90s. 

The  reason  seems  to  be  a  genetic 
mutation  researchers  have  dubbed 
"Apo-A-1  Milano."  It  produces  some 
kind  of  protective  protein  akin  to  high- 
density  lipoproteins  (hdls),  the  so-called 
good  cholesterol  associated  with  a  re- 
duced risk  of  heart  disease.  Elide  Fava, 
36,  has  the  Milano  gene,  and  so  do  her 
two  children.  She  lets  them  eat  all  the 


TURBO  TICKER 

The  size  of 
a  D-cell 
battery,  this 
device 

pumps  blood 
in  a  smooth, 
continuous  flow 

potato  chips  they  want.  Because  of  the 
Milano  gene,  "Limone  is  full  of  little  old 
people  who  look  young,"  she  says. 

P.  K.  Shah  of  Cedars-Sinai  Medical 
Center  in  Los  Angeles  has  created  a 
gene-spliced  version  of  that  protein.  In- 
jected into  mice  prone  to  develop  ath- 
erosclerosis, the  drug  prevented  clog- 
ging of  the  arteries  in  some  and  even 
reversed  it  in  others.  "The  results  are 
very  exciting,"  he  says. 

At  the  University  of  Utah,  re- 
searcher Mark  Keating  is  examining 
the  terrifying  phenomenon  of  sudden 
death  caused  by  an  erratic  heart 


rhythm  called  tachycardia.  By  comb- 
ing Mormon  genealogical  records,  Keat- 
ing has  uncovered  three  mutant  genes 
related  to  proper  functioning  of  the 
heart's  electrical  circuitry.  Simple  mea- 
sures, such  as  prescribing  potassium 
supplements  and  the  heart  drugs  called 
beta  blockers,  are  believed  to  disarm 
these  genetic  time  bombs.  The  treat- 
ment is  already  being  given  to  people 
with  the  mutations. 

GENE  THERAPY  

About  300,000  patients  each  year  un- 
dergo bypass  surgery  to  try  to  restore 
good  blood  flow  to  their  hearts.  Now 
comes  a  revolutionary  development:  At 
New  York  Hospital/Cornell  Medical 
Center,  gene-therapy  pioneer  Ronald 
G.  Crystal,  surgeon  Todd  K.  Rosen- 
gart,  and  others  are  working  with 
genes  and  human  proteins  that  spark 
"angiogenesis" — the  growth  of  new 
blood  vessels.  The  idea  is  to  prompt 
the  growth  of  new  arteries  when  ex- 
isting coronary  arteries  are  failing. 
Crystal  calls  it  "biobypass." 

In  studies  with  pigs,  Crystal  has 
used  genetically  engineered  viruses  to 
transfer  a  gene  called  veg-f  to  the 
heart.  It  made  new  vessels  grow  and 
restored  blood  flow  in  pigs  whose  coro- 
nary arteries  were  clamped  shut.  He 
hopes  to  be- 
gin human 
>i  trials  within 
t  a  year. 
Biotech  pio- 
neer Genentech  is  experimenting  with 
a  gene-spliced  form  of  veg-f  that  could 
be  given  as  a  drug. 

A  related  phenomenon  has  emerged 
unexpectedly  from  a  surgical  tech- 
nique doctors  began  performing 
several  years  ago  to  route 
more  blood  into  oxygen- 
starved  areas  of  the 
heart.  Using 
y^'-  lasers. 


doctors 
drilled 

about  two 
dozen  tiny  hole.-- 
in  the  heart  to 
create  physical 
channels  to  bring 
more  blood  in.  The  re- 
searchers have  since  learned 
that  the  physical  disruption  of  the 
heart  tissue  by  the  lasers  stimulated 
angiogenesis.  Cardiogenesis  Corp.,  a 
maker  of  cardiac  lasers,  is  joining 
biotech  company  Chiron  Corp.  to  ex- 
plore how  the  laser  technique  could 
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be  paired  with  biobypass,  witi 
hope  of  obviating  some  sui 
bypass. 

ARTIFICIAL  HEARTS 

Eai'ly  efforts  to  create  artificial  b 
going  as  far  back  as  1969,  weri 
sounding  failures — patients  felt  n 
able,  they  suffered  repeated  stroke 
many  had  trouble  even  getting  o 
bed.  But  the  picture  has  changed, 
teclmology  has  made  a  lot  of  stridei 
will  make  even  more  in  the  next  de( 
says  pioneer  surgeon  Frazier  o) 
Texas  Heart  Institute  in  Housto: 
2000,  Frazier  hopes  to  implant  a 
replacement  heait  made  by  abiomei 
in  Danvers,  Mass.  It's  a  long  way 
the  primitive  Jarvik-7  heart  that  d( 
Barney  Clai'k  received  at  the  Univf 
of  Utah  in  1982.  abiomed's  device  ii 
of  several  designs  that  will  be  full; 
plantable,  with  no  wires  or  tubes 
tniding  from  the  skin.  Tlie  Jarvik- 
contrast,  was  tethered  to  a  devic( 
size  of  a  washing  machine. 

Another  innovative  design  is  a  sn 
assist  pump  called  the  Streamliner  i 
development  by  Bartley  Giiffith,  a 
cUologist  at  the  University  of  Pittsbi 
The  Streamliner,  about  the  size  of 
cell  batteiy,  whii'ls  like  a  tiny  tur 
pimiping  blood  not  in  heartbeats  b 
a  continuous  flow:  patients  wh( 
it  will  have  no  pulse. 

"The  perception  is  thai 
artificial  heart  failed 
is  dead,"  says  I 
M.  Leder 
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chief  executive  of  .^iomed.  In  fact,  he 
says,  advances  in  electronics  and  materials 
technology  have  sparked  dramatic 
progress. 

ANIMAL  HEART  TRANSPLANTS 

Not  everyone  agi-ees  \\ith  Lederman, 
and  some  are  hedging  their  bets.  They 
are  working  hard  on  another  promis- 
ing, but  also  controversial,  approach: 
xenotransplants,  or  transplants  of  animal 
hearts  into  humans. 

As  with  artificial  hearts,  the 
fii'st  xenotransplants  were  failures.  One 
of  the  most  notable  was  the  infamous 
"Baby  Fae"  transplant  of  a  baboon 
heart    into    an    infant    in  1984. 


surgery  and  immunology  at  Harvard, 
says  it  will  be  at  least  five  years  be- 
fore animal  hearts  begin  to  be  used 
for  transplants.  One  worry  is  that 
xenotransplants  will  inadvertently 
transfer  animal  viruses  into  human 
recipients. 

DEVICES  

Sometimes  near  miracles  can  spring 
from  the  simplest  innovations.  A  de\ice 
called  a  "stent,"  aimed  at  keeping 
clogged  arteries  open,  is  a  single  wire 
shaped  to  create  a  fihgreed  metal  tube 
smaller  than  a  paper  clip.  It  is  inserted 
into  aiteries  diuing  angioplasty,  in  which 
a  balloon  is  threaded  into  a  clogged 


The  infant  died  shortly  thereafter. 

There  has  been  cjuiet  progi"ess  since 
then,  however,  much  of  it  the  result  of 
advances  in  preventing  transplant  re- 
jection. Today,  30,000  patients  per  year 
receive  heart  valves  from  pigs.  The 
next  frontier  is  to  produce  pig  hearts 
genetically  engineered  to  carry  human 
immune  system  proteins.  The  chances 
of  rejection  should  be  no  higher  than 
with  human  heai'ts. 

Remember  cover  girl  Dolly,  the 
cloned  Scottish  sheep?  ppl  Therapeu- 
tics, which  owns  rights  to  that  tech- 
nology', is  planning  to  develop  trans- 
plantable hearts  in  animals  and 
then  to  clone  the  animals  that  produce 
the  best  match.  Another  group  of 
British  researchers  working  with  a 
Novartis  subsidiary  called  Imutran 
has  transplanted  pig  hearts  into  mon- 
keys and  shown  the  hearts  can 
survive  more  than  60  days. 

Dr.  David  H.  Sachs,  professor  of 


artery  and  inflated  to  force  the  artery 
open.  Stents  reduce  reclogging  of  treat- 
ed aiteries  by  30%  to  50%  or  more,  and 
newer  stents  may  be  even  better.  A 
San  Cai'los  (Calif.)  company  called  Isos- 
tent  is  actually  iiradiating  the  filigi'eed 
metal  tubes,  which  seems  to  improve 
their  ability  to  resist  reclogging. 

Another  gadget  undergoing  improve- 
ment is  the  pacemaker  It  will  become  more 
sophisticated,  says  Medtronic  ceo  WiUiam 
W.  George.  "We  will  upgi-ade  the  pace- 
maker to  a  heart  management  de\ice," 
adapting  it  to  treat  not  only  rhythm  disor- 
dei-s  but  also  heail  failm'e. 

Di-amaticaUy  improved  computing  pow- 
er is  behind  the  spideiy  robot  in  a  small 
room  at  Intuitive  Surgical  in  Moimtain 
View^  CaUf.  There,  founder  and  physi- 
cian Frederic  H.  MoU  sits  at  a  console, 
peeling  into  a  thi-ee-dimensional  imaging 
scope,  his  hands  attached  by  Velcro  to 
two  scissor-like  controllers.  A  couple  of 
feet  awav  on  a  table,  robot  aiTns  control 


two  extremely  tiny  pincei-s,  no  more  y|[ 
half  an  inch  long,  poised  over  a  pig  h^ 
As  MoU's  fingers  move,  so  do  theji 
cers,  one  of  which  holds  a  suture  ne% 
In  a  wink,  Moll  has  sewn  several  sti 
es.  Originally  designed  to  allow  miliij 
surgeons  to  perfoiTn  operations  renrj^ 
ly  on  downed  soldiers,  the  technoloj  is 
now  being  adapted  to  push  the  fi-oiia 
for  minimally  invasive  siu'gery:  It  c 
mean  that  only  tiny  puncture-woi 
size  incisions  are  needed.  Privately 
Intuitive  hopes  to  begin  human  t 
of  heart  sui'gery  in  early  1998. 

Three  hours  after  Steveyis  b( 
surgei-y,  he  has  restored  almost  nor 
blood  fioiv  with  the  new 
and  is  ready  to  close.  All 
turn  to  a  mmiitor  above 
cia's  body.  Rhythmic  sp 
Jiash  across  the  videoscr 
and  the  monitor  beeps 
same  pattern. 


MANGIA 

In  Limone 
sul  Garda, 
Italy,  many 
villagers  an 
bom  with 
the  "long-lifi 
gene 


''Nice  beat,"  says  a  nurse. 

"Yoii  can  dance  to  it,"  says  the  o; 
ator  of  the  bypass  machine. 

I  look  back  to  the  operating  field 
there,  inside  the  open  port,  I  can  see 
tricia's  trembling,  pumping  heart.  I 
see  her  heart  is  less  taut,  less  blue, 
diseased  than  when  Stevens  began, 
went  home  three  days  later. 

None  of  these  remarkable  new  si 
eries,  expeiimental  drugs,  or  genetic 
coveries  will  end  heart  disease  in 
generation.  It's  possible,  however,  to 
template  such  an  eventuality.  Each 
vance  reveals  more  clues  that  will  1 
prevent  kUling  and  crippling  heait  attJ 
and  coimteract  the  slow  and  miseK 
years  of  decline  that  Patricia  endurec 
this  isn't  the  end  of  heart  disease, 
surely  the  beginning  of  the  end. 

By  Joan  O'C.  Hamilton  in 
Francisco  with  Naomi  Freundlich 
New  York  and  bureau  reports 
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THE  WEB  USER'S  GUIDE 
TO  SCREENING  STOCKS 


John  Lah  loves  numbers. 
The  chief  financial  offi- 
cer at  a  Charlottesville 
(Va.)  health-care  company  by 
day.  Lah  dives  right  back 
into  vast  pools  of  numbers 
at   night,   searching  for 
stock   picks.    He  pays 
S29.95  monthly  to  Tele- 
scan,  a  dial-up  data  ser- 
\ice  that  allows  his  per- 
sonal computer  to  look 
for  undervalued  stocks 
by  combing  through  an 
assortment  of  financial 
ratios.  But  lately,  Lah  is 
finding   much   of  the 
same  infoiTnation  on  the 
Internet — and  many  of 
the  stock-screening  sites 
are  free.  "It's  just  in- 
credible." says  Lah,  who 
already  has  invested  in 
five  stocks  he  found  via 
the  Net.  "People  don't 
realize  how  much  all 
this  stuff  used  to  cost." 

A  year  ago,  you 
couldn't  perform  data- 
base searches  for  stocks 
on  the  Web  at  all.  But 
today,  at  least  1-5  stock- 
screening  sites  are  beck- 
oning (table).  For  indi- 
\iduals  armed  with  a  PC  '■ 
and  modem,  these  sites 
offer  an  inexpensive  way 
to  sift  through  a  univei'se  of 
stocks  to  isolate  the  few  that 
meet  particular  criteria.  For 
example,  you  can  search  for 
financially  strong,  small-com- 
pany stocks  shomng  upward 
price  momentum,  yet  trading 
at  below-market  price-earn- 
ings ratios. 

CD  COUSINS.  The  stocks  se- 
lected by  these  screens  ai-en't 
guaranteed  to  rise  in  price, 
of  course.  And  even  the  best 
databases  sometimes  >ield 
"dirty"  results — information 
a  computer  says  is  fine  but 
common  sense  knows  to  be 
inaccurate.   One  database, 


Wall  Street  City,  listed 
BrookljTi  Union  Gas,  a  huge 
utility,  as  a  microcap  stock. 
But  as  Ed  Schej-tt,  a  Ben- 
nington (Vt.)  plant  manager 
and  longtime  amateur  in- 
vestor notes,  screening  by 
computer  lets  you  rapidly 
"prune  down  to  a  short 
list" — ^the  better  to  focus  your 
research  on  a  few  stocks  and 
to  delve  into  them  more 
deeply.  Some  sites  even  let 
you  screen  for  mutual  funds. 

You  can  also  get  screening 
software  offered  on  cd-rom 


or  fioppy  disk  from  compa- 
nies such  as  Momingstar  (800 
7:35-0700)  and  Value  Line  (800 
53.5-9(>48).  These  senices  let 
you  set  your  own  criteria, 
making  them  more  powerful 
than  their  Web  cousins.  But 
they  can  cost  as  much  as 
.S995  annually,  and  many  pro- 
grams ai-e  updated  weekly,  at 
best.  In  contrast,  most 
screening  sites  are  updated 
daily  with  closing  prices. 

Sound  good?  It  is,  except 
for  the  problem  of  picking 
through  all  the  Web's  new 


stock-screening  opportuni 
That's  why  we  set  out  to 
the  sites  and  guide  you 
ward  the  best.  WTiile  r 
are  free  or  offer  a  sea 
down  version  gratis,  v 
you  get  at  some  spot 
clearly  better  than  at  oti 
The  spectram  runs  f 
simple  sites  best  for  be 
ners  to  complex  ones  gei 
to  advanced  amateurs.  At 
'  simplest  and  most  straii 
forward  end  is  Standar 
Poor's  Coi-p.,  which  doet 
the  work  for  vou.  s&p 


ESS  WEEK,  a  unit  of  The 
aw-Hill  Companies) 
ts  10,000-stock  universe 
gh  six  preset  screens 
week,  rotating  them 
ive  weeks  thi'ough  a  to- 
30  screens  before  start- 
ler again.  They  include 
les  for  stocks  showing 
r  profit  and  dividend  in- 


es  or  high  yields  with 
)-e  ratios,  s&p,  which  of- 
the  screens  as  a  stand- 
service  for  $7.95  month- 
ms  by  yearend  to  fold 
into  a  $9.95-a-month 
called  Personal  Wealth 
will  feature  mai'ket  com- 
aries  and  help  investors 
financial  planning, 
bit  more  complicated — 
Tiore  flexible — are  such 
services  as  AlphaChart, 
[etGuide,  Market  Player, 
dngstai-.Net,  researchmag. 
StockTools,  and  Quicken 


NETWorth.  Some  are  easier  to 
use  than  others,  but  each  lets 
you  set  your  own  criteria. 
Most  of  these  free  services 
carry  advertising  or  want  you 
to  buy  additional  data  from 
them.  The  trick  is  to  locate 
the  site  offering  criteria  you 
care  about. 

Do  you  think  it's  important 
that  managers  have  an  incen- 
tive to  see  their  company's 
stock  soar?  At  Quicken's 
site,  you  can  search  the 
Disclosure  Inc.  database 


ONLINE 


year  ago,  you 
couldn't 
perform 
database 
searches  for 
stocks  on  the 
Web.  Today,  at 

least  15 
screen  sites, 
many  of  them 
free,  are 
available 


of  Securities  &  Ex- 
change Commission  filings  for 
corporations  with  high  levels 
of  stock  held  by  insider's.  Are 
you  fascinated  by  technical 
analysis?  Check  out  Al- 
phaChart, which  tracks  such 
exotica  as  the  Chaikin  oscil- 
lator, an  indicator  of  stock- 
price  strength,  or  Bollinger 
bands,  a  way  of  defining  a 
stock's  price  trend.  If  it's 
Canadian  stocks  you  want, 
try  StockTools.  Do  you  won- 
der how  the  gi'oup  of  stocks 
your  screen  produces  will 
perform  in  the  market  to- 


gether? At  researchmag.com, 
you  can  create  a  stock  port- 
folio from  your  screens  and 
compare  its  composite  char- 
acteristics, such  as  p-e  ratio 
or  price  change  over  the  past 
year,  with  an  index,  such  as 
the  Dow  Jones  industrials. 

The  fi-ee  site  with  the  best 
mix  of  sophistication  and  user- 
friendliness  is  Hoover's 
StockScreener.  Easy  to  un- 
derstand and  fast,  Stock- 
Screener offers  a  good  vai-iety 
of  variables,  plus  a  way  to 
click  on  each  for  a 
description  of  how 
it's  computed.  The 
stock  prices  used 
in  its  calculations 
are  updated  daily 
by  Hoover's  part- 
ner. Media  General 
Financial  Sei-vices. 

StockScreener's 
standout  feature  is 
its  presentation  of 
results  in  spread- 
sheet format,  al- 
lowing you  to  sort 
and  re-sort  stocks 
in  ascending  or  de- 
scending order  of 
any  criterion — say, 
stocks  with  the 
biggest  market 
values  first,  or 
lowest  profits  last. 

StockScreener's 
worst  flaw:  You 
can't  download  the 
results  into  your 
own  spreadsheet. 
To  do  that,  you 
have  to  go  to 
www.xls.com,  op- 
erated by  another 
partner,  and  pay 
$2.50  per  company 
sorted  by  youi'  screen.  That's 
helpful,  but  it  can  get  costly 
if  you  download  spreadsheets 
for  25  companies.  Another  op- 
tion is  Wall  Street  Research 
Net,  where  a  near-clone  of 
StockScreener  lets  results  go 
into  spreadsheets. 

To  test  StockScreener,  we 
tried  a  simple  seai'ch  for  com- 
panies of  reasonable  size 
(market  value  of  at  least  $200 
million  with  last  12  months' 
sales  of  $400  million  or  more); 
that  aren't  too  pricey  (p-e  ra- 
tio of  10  or  less);  that  pay  a 
better-than-market  dividend 


(at  least  2%  yield);  that  have 
a  decent  balance  sheet  (debt 
not  more  than  33%  of  equity); 
and  whose  margins  are  ex- 
panding. This  screen  left  five 
stocks:  Barclays  (a  bank),  En- 
tergy (a  utility).  Ford  (an 
auto  maker),  and  Plum  Creek 
Timber  and  Sun  Energy 
Partners  (master  limited 
partnerships).  Each  is  a  solid 
target  for  further  research. 

Gordon  Gustafson,  a  mo- 
tion-picture production  coor- 
dinator in  Los  Angeles  who 
has  been  screening  on  the 
Web  for  eight  months,  has 
found  several  stocks  via 
StockScreener,  his  favorite 
site.  "It  allows  me  to  pinpoint 
exactly  the  criteria  I  want," 
he  says,  "and  fi'om  there  I'll 
go  into  EDGAR  and  read  the 
10-Qs  and  such."  (edgar  is 
the  sec's  Web  site  for  corpo- 
rate filings.) 

"BEST-FIT  MATCHES."  If  pay- 
ing $9.95  a  month  doesn't  de- 
ter you,  an  even  better  ser- 
vice can  be  found  at 
Microsoft  Investor.  Its  In- 
vestment Finder  function 
screens  through  the  same 
Media  General  universe  of 
companies  found  at  Hoover's 
StockScreener,  but  it  boasts 
81  variables — nearly  four 
times  the  number.  Microsoft 
Investor  also  proved  quite 
easy  to  operate,  presenting  a 
menu  with  12  categories  of 
criteria.  Click  on  one,  and  an 
adjacent  box  pops  up  to  show 
you  the  choices  in  that  cate- 
gory. For  instance,  click 
"management  efficiency"  and 
the  second  box  offers  you  five 
choices:  revenue  per  employ- 
ee, income  per  employee,  re- 
ceivables turnover,  inventory 
turnover,  and  asset  turnover. 
When  you  run  a  screen, 
Microsoft  Investor  only  shows 
the  25  "Best-Fit  Matches" 
that  meet  your  criteria, 
though  at  the  bottom  of  the 
list  you'll  find  a  link  that  lets 
you  see  the  200  best  fits. 

At  the  same  monthly  rate, 
Thomson  Investors  Network 
suffers  fi'om  its  way  of  orga- 
nizing screening  criteria 
around  relative,  not  absolute, 
measiu-es.  For  example,  in  al- 
most all  cases  you  can't 
screen  by  an  absolute  criteri- 
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on,  such  as  "more  than  $400 
million  in  revenues."  Instead, 
you  are  limited  to  four  rela- 
tive measures  for  each  vari- 
able, such  as  top  20%  in  rev- 
enues, top  20%-50%,  and  so 
on.  Thomson  says  it's  work- 
ing to  improve  its  screens. 

In  addition  to  a  nifty,  if 
limited,  free  screening  fea- 
ture, IQ  Net  offers  an  $18.95- 
per-month  subscription  ser- 
vice called  IQ  Suite  that 
mixes  100  technical  and  fim- 
damental  variables.  To  use  it, 
you  need  a  Java-enabled  Web 


browser,  and  you  have  to 
download  thi-ee  megabytes  of 
software.  That  allows  more 
computei-hterate  investoi-s  to 
address  their  own  queries  to 
the  database,  such  as  "high 

>=  MAX125  AND  VOLUME  >= 

5*MAv40."  Those  cjueries 
would  find  stocks  at  a  clos- 
ing price  higher  than  any 
over  the  past  125  days  and 
whose  volume  today  is  at 
least  five  times  noiTnal. 

Still  undaunted?  Tiy  Tele- 
scan's  own  entry  on  the  Web, 
Wall  Street  City,  which  taps 


the  same  data  base  but  oper- 
ates more  slowly  than  the 
dial-up  sei-\ice.  Its  ii'ee  stock- 
screening  function  is  fairly 
limited,  but  if  you  pay  the 
$34.95  monthly"  for  the  full 
ProSearch  service  you'll  find 
a  viitual  wonderland  of  stock- 
market  data. 

There's  plenty  here  for  the 
most  avaricious  number 
cmnchers  (even  those  with  a 
yen  for  overseas  stocks,  data 
on  which  comes  at  a  $10 
monthly  surcharge).  Among 
the  site's  many  variables  are 


r 

no  fewer  than  27  diffebi 
ways  of  looking  at  eamg: 
per  share,  and  for  eacje 
those  you  can  screen  iija 
ther  absolute  or  relavi 
modes.  No  complex  progW 
ming  commands  are  requpc 
Neophytes  will  be  stofe 
cold  by  the  wide  choic- 
Wall  Street  City.  But  at 
they'll  know  where  to 
ever  they  turn  into  a 
numbei-s  jimkie  like  John  H 
for  whom  screening 
nightly  ritual.  Robert  Br/jje 
and  Demi  Foust 


How  the  Sites  Stack  Up 


SITE  NAME/ 

INTERNET  ADDRESS  (HHR://) 

PRICE 

NO.  OF  STOCKS/ 
VARIABLES 

COMMENTS 

www.techcharts.com/scan.html 

r  1  cc 

■i  nnn/ 
19 

HnnH  \/ariQhloc  fnrtorhnirQl  Qn^h/cic-  crroonc  vfiol 
UUUU  VdlldUIco  lUI  LcLIIIIILd!  dllalyolo,  otlccllbyicl 

only  ticker  symbols 

HOOVER'S  STOCKSCREENER* 

WWW.bLULKoUl  ccllcl.LUlll 

Free 

8,000/ 

99 

Good  choice  of  variables;  easy  to  use;  results  com« 

III  bpicdUillccl  lUllildl  ycl  die  IIUI  CApUildUlc 

I.Q.  NET 

WWW.  ILjL.uU!  1 !  /  oLd  M 

Free  basic  service;  premium 

crrODnc    xlfi  Q^/mnnth 
oLICcIlo,  4)io.  JJ/ IMUilUI 

10,000/ 
1  nn 

Quick;  mixes  technical  and  fundamental  criteria; 

IcW  Ucc  vdl  IdUIco 

MARKETGUIDE  NETSCREEN 

nQicorQon  mcirl/QtrriiiHQ  prim 
lIclbLIccIt  JlldlKcl^UIUcXUIII 

Free 

9,800/ 
9n 

Easy  links  to  complete  company  reports;  measure; 
giuwiii  uiiiy  uvcr  uiicc-ycdi  pciiuub 

MARKETPLAYER* 

WWW.lIldi  Ktiipidycl-LUIII 

Free 

3,600/ 

/  J 

Vast  measures  of  past  and  projected  profits;  user; 
iiccu  10  uecuiiie  iiaiiuy  wiui  drudiie  beaitii  icriiib 

MICROSOFT  INVESTOR 

invesior.msn.com/nome.asp 

$9.95/month  for  package 
of  features,  including  screens 

8,000/ 
fii 

oi 

Well  designed  and  easy  to  use;  results  can  be  dov\ 
loaaea  oniy  lo  mosi  receni  version  oi  txcei 

MORNINGSTAR.NET* 

\A/ww  mnrnino^tAr  npt 

VV  VV  VV.  1 1  lUI  1 1  M  1  go  la  1 . 1 1 C  L 

Free 

8,000/ 
1  ? 

Intelligent  selection  of  variables;  but  there  are  too 

fpw  nf  thpm 

1  C VV  U 1   L lie  1 II 

QUICKEN  NETWORTH 

networth.quicken.com 

Free 

12,000/ 
19 

Some  unusual  variables,  such  as  insider  holdings 
many  crude  variables;  prices  updated  monthly 

RESEARCHMAG.COM 

www.researchmag.com 

Free 

10,000/ 
21 

Shows  how  many  stocks  each  variable  cut  from 
the  field;  portfolio  analyzer;  some  hazily  defined 
variables;  can  be  tricky  to  use 

STANDARD  &  POOR'S* 

www.stockinfo.st3ndardpoor.com/ 
screens/contents. htm 

$7.95/month  or 
$79.50/year 

10,000/ 
40 

Exploits  S&P's  comprehensive  data  base;  simple  t 
use;  inflexible,  pre-set  screens  bar  customization 

STOCKTOOLS 

www.stocktools.com 

Free 

36,000/ 
12 

Large  universe  of  stocks,  including  Canadian  is- 
sues; less  historical  price  data  then  others 

THOMSON  INVESTORS  NETWORK* 

www.thomsoninvest.net 

$9.95/month  for  package  of 
features,  including  screens 

7,000/ 
18 

Includes  a  few  unusual  criteria;  doesn't  permit 
searches  by  absolute  values 

WALL  STREET  CITY 

www.wallstreptcity.com 

$0-$34.95,  depending 
on  number  of  features 

40,000/ 
297 

Advanced  variables;  foreign  stocks;  overwhelming 
list  of  complex  choices 

WALL  STREET  RESEARCH  NET 

www.wsrn.com 

Free 

8,000/ 
17 

Allows  searches  by  key  market  indexes;  has  few 
variables 

.XLS 

www.xls.com 

Screens  are  free;  $2.50  per 
company  for  downloading  data 

8,000/ 
14 

Wealth  of  data  downloaded  swiftly  in  spreadsheet; 
expensive;  designed  more  for  businesses 

*Cannot  be  copied  to  a  spreadsheet 
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OW  HARD  IS  IT  TO  STEAL  A  NU 
ROM  OUR  PHONE?  BUTCH  HERE  WI: 


LADLY  DEMONSTRATE.    Some  clogs'  barks  are 

rse  than  their  bites.  That's  not  true  of  good  old  Butch.  Which 
why  we  suggest  it's  smarter  and  safer  to  experience  QUALCOMM's 
MA  digital  phones  firsthand.  You'll  be  impressed  at  how  our  digital 


good  at  providing  clearer  voice  quality  and  no  cross-talk.  This  is  all 
i  to  an  amazing  digital  technology  we  developed  called  CDMA.  Your  chances 
finding  anything  like  it  are  about  the  same  as  mistaking  Butch  for  a  French 
die.  For  a  closer  look,  contact  us  at  www.qualcomm.com/cdma  or  1-800-349-4188. 


OUALCOMM 
CDMA  Digital 
Portable  Phinc 


01997  OUALCOMM 
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HOW  TO  SELL 

THAT  TROPHY  HOME-FAST 


For  sale  to  the  highest  bidder 
at  auction:  a  9,100-square- 
foot  contemporary  home  nes- 
tled on  two  acres,  with  hO- 
foot  indoor  lap  pool  and 
gymnasium,  plus  1,700 
square  feet  of  outdoor  decks 
overlooking  Cold  Spring 
Harbor,  Long  Island,  N.  Y. 

A  foreclosiu'e  or  distressed 
property  sale,  right?  Guess 
again.  Auctioning  unique 
homes  worth  more  than  $1 
milhon  is  fast  becoming  an 
acceptable  option,  rather 
than  a  last  resort.  That's  be- 
cause owners  realize  an  auc- 
tion can  be  a  more  efficient 
way  to  sell  a  trophy  home 
than  the  traditional  method. 
Auctions  "create  a  sense  of 
urgency  by  setting  a  dead- 
line," says  William  Bone, 
president  of  National  Auc- 
tion Group  in  Gadsden,  Ala. 
An  informal  survey  of  six 
auctioneers  showed  that  they 
have  put  up  nearly  500  tro- 
phy homes  for  auction  this 
year,  up  from  300  in  1996. 
Typically,  about  70%  of  the 
homes  are  sold. 
FEW  NIBBLES.  Selling  at  auc- 
tion makes  sense  when  you 
have  a  one-of-a-kind  proper- 
ty, high  carrying  costs,  and  a 
need  to  unload  quickly.  "Peo- 
ple who  can  afford  homes 
like  mine  would  rathei'  build 
to  match  theii'  own  tastes," 
says  Alex  Mitchell,  owner  of 
a  dental-supply  company 
whose  home  is  described 
above.  Mitchell  paid  $1.5  mil- 
lion in  1992  for  the  house, 
which  was  built  during  a  real 
estate  boom  in  1986  for  $2.8 
million.  He  listed  it  with  a 


broker  last  year  for  the  price 
he  paid,  but  had  few  nibbles. 

Auctions  establish  a  price 
for  pi-operties  like  this — ones 
that  are  diffi- 
cult to  value 
because  they  can't  be  com- 
pared with  other  homes. 
Buyers  sometimes  pay  up  to 
20%  less  than  the  last  selling 
price.  "Auctions  get  the  job 
done,"  says  Shemi  Rokeach, 
vice-president  of  Global  Eq- 
uities Group,  a  New  York 
real  estate  investment  firm. 
"With  a  conventional  broker, 
you  just  hope  your  property 

AUCTION  ROUTE:  Ruth 
and  Alej-  Mitcliell 


REAL  ESTATE 


loss  of  eaiTiing  power  on  that 
money. 

Those  burdensome  carry- 
ing costs  can  make  sellers 
willing  to  pay  the  up-front 
marketing  fees  auctioneers 
require.  In  a  traditional  sale, 
brokers  foot  the  marketing 
bill,  but  they  just  advertise 
locally.  Auctioneers  spend  up 
to  3%  of  the  property's  value 
over  several 
weeks  to  mar- 
ket worldwide  via  newspa- 
pers and  glossy  brochures. 

A  home  is  shown  by  ap- 
pointment for  about  three 
months.  On  auction  day,  bid- 
ders come  ready  to  buy  with 
a  certified  check,  usually  for 
10%  of  the  opening  bid,  or 
an  amount  of  $50,000  or 
$100,000.  There  are  three 
types  of  bids.  With  an  ab- 


UNUSUAL:  The  Mitchell 
home  on  Long  Island,  / 


sells."  Rokeach's  2,500- 
square-foot  Manhattan 
penthouse,  along  with 
Mitchell's  property,  are 
two  of  seven  trophy 
homes  slated  to  be 
auctioned  by  Chicago- 
based  Sheldon  Good  & 
Co.  on  Sept.  16  in  New 
York. 

Because  they're  un- 
usual, trophy  homes 
can  take  two  years  or 
more  to  sell  through 
traditional  avenues — 
and  that  gets  expen- 
sive, savs  Thomas  Bat-  .  ,^  ^     ,    ,  ^■v.  ^ — 

tie     III,     executive    ^Yo"™'^jq"e,d«4,o-^^^^^^  ^3^2  329-8200).  Hi» 


solute  bid,  the  properl 
sold  that  day  to  the  hig^ 
bidder  regardless  of  p(j( 
Using  a  minimum  bid 
seller  announces  the  j: 
and  can  reject  bids  belo| 
With  a  reserve  bid,  the  ' 
er  sets  a  secret  figure 
the  auctioneer  must  get. 
serve  bids  protect  the  h 
owTier  fi'om  accepting  a  ; 
below  the  comfort  leve 
homes  don't  bring  thel 
sei've,  many  sellers  pull  1 
properties  off  the  mark(j 
Sellers  pay  an  auctio| 
a  commission  similar  to  I 
ventional  broker  fees-i 
tween  5%  and  10%  of  tlj 
nal  price.  But  the  se 
typically  recover  their  : 
.    keting  expenses  fr(i 
V     buyer's  premium,  il 
of  "up  to  10%  that! 
purchaser  pays  on: 
of  the  sale  price.  St 
house  goes  at  auci 
and  the  marketing! 
plus  commission  et 
6%.  The  seller  cans 
half  of  the  6%  li 
fi'om  the  buyer's  piE  - 
urn.  So  the  net  cost^  '' 
of  the  sale  price,  i  «'s 
turn  out  to  be  less  i 


Why  Go  to  the  Gavel? 


paying  a  broker. 

To  find  an  auctio 
contact  the  Nati 
Auctioneers  Assn 
541-8084;  www.auci 
eers.org)  or  the 
tional  Assn.  of  Rea 


vice-president  at 
Gwent  Group,  a  Bloom- 
ington  (Ind.)  real  es- 
tate research  firm.  An 
owner  saddled  with  a 


•  Your  cariying  costs  are  high 

•  You  need  to  sell  quickly  because  of  a  divorce, 
job  change,  or  purchase  of  another  home 

•  Your  property  needs  the  aggressive 


licensed  real  estate  1 
ker  who  has  sold  1 
lar  properties. 

If  you  choose  to 
your    home  on 


vacant     home     pays    "^A*"*^^!"^!^"^^'""  5'°"^?^'^^^^    block,   be  ready 

move    out.  Aucti 
often    deliver  vii 
they  promise:  a  q 
sale.  Toddi 


about  17%  of  its  mar- 
ket value  annually  in 
taxes,  insurance,  mort- 
gage, and  upkeep,  plus 


•  You  want  to  be  guaranteed  a  sale  and  a 
minimum  price 
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Wli  ere  you  can  find  some 
of  tke  solutions  we  ve  created. 


Business  success  stories 
on  the  Interne^ 


some 


Few  companies  liave  deplosecl  Internet  and  Intranet  slrateqies  tliat  are  suecessliil  Inismess  solutions.  ,\l 
iWeb,  we've  created  Kundreds  ol  customized  solutions  lor  a  di\  ei-se  ranoe  ol  clients.  includniL;  Inrliinc.lOt)  and 
Hiine  /OOO'companies  sucli  as  N'ortliw  cslern  Mutual  Lile  and  H arle\ -Da\  idson.  as  w  ell  as  cornipanies  I  die 
iW'ortK  Corporation,  Catalina  Marketing  and  Bis^elow  lea. 

USWeli  is  a  leading  international  compans  dedicated  to  deli\erinf^  powerlul  Internet  and  Intranet  solutions  lor- 
ur  Ku.sines.s-critical  needs.  Witln  more  than  50  ollices  nationw  ide,  w  e  deli\  er  comprehensive  ser\  ices,  inclutlins^ 
tial  consultation,  strategic  and  arcliitecture  planning,  site  design,  application  dexelopment,  hostino  ;ind  slle  mar 
tin^.  Fmally,  tKeres  a  name  you  can  turn  to  tlials  as  solid  as  the  clients  we  work  loi-.  So  let  us  put  our  exper-tise  lo 
irk  in  building  an  Internet  or  Intranet  solution  tlial  meets  your  business  ohjecti\es.  lo  recei\e  our  Iree  i^uide  entitled 
Waiy.s  lo  Put  an  Inlranel  lo  Work,  \  isit  oui-  site  at  w  ww.iisw  eli.com/lorlune  21  or  ca  II  l-888-L'S\\'i:B-4n,exl.217 

U  S   W  E  B 

A  STRATEGIC   PARTNER    FDR  THE    INFORMATIDN   A  G  E 

t  1997  L'SWcK  Cin  por  utinn.  L  SWl-K.  ihr  L  SWi-li  loi^o  jind  "A  slrulef^if  piiHni-r  Inr  tlic  inlni  mtitinn  u^l-  are  trademarlis  ofL'S\\c-KC\Hnurnti<m. 
All  otlicTcompam  and  piodutl  names  arc  registered  Inidemarlis  or  Irademarlis  of  tlieir  respective  Kniders. 


Personal  Business 


A  HOME  TEAM 

OF  YOUR  VERY  OWN 


It  was  a  grueling 
trip.  For  seven 
days,  Ken  Gross 
barnstormed 

through  the  North- 
east on  a  22-5eat  bus, 
living  on  fi'ench  fries, 
late-night  t\'.  and  hoops 
trivia.  Gross  was  on 
board  with  the  Atlantic 
City  Seagulls,  one  of  12 
teams  in  the  small  U.  S. 
Basketball  League.  But 
he  wasn't  on  the  roster: 
He's  the  ouTier.  The  44- 
year-old  Philadelphian 
paid  .S300.000  for  the 
team  in  1996  and  spent 
another  .$400,000  to  nm 
it  this  season. 

Gross  is  proof  you 
don't  have  to  be  Te-i 
TiuTier  or  George  Steiii- 
brenner  to  get  in  on  tht-  tlinil 
of  pro  team  ownei*ship.  If  you 
don't  have.  say.  the  minimum 
.$80  million  the  National 
Hockey  League  charges  for 
new  membership,  your  op- 
tions are  ex-  ■ 
panding.  .Aj-ena  ^ 
football,  women's  basketball, 
and  indoor  soccer  ai'e  just  the 
start.  All  told,  nearly  60 
smaller  leagues  operate  in 
traditional  sports  such  as 
baseball  and  hockey,  and  in 
growing  niches  including  bi- 
cycling and  roller  hockey. 

Franchises  in  the  fledghng 
Professional  Bicycle  League 
(PBL) — which  hopes  to  pit  two 


NVESTING 


oval — can  run  as  little  as 
S50.000.  A  new  team  in  the 
National  Lacrosse  League 
costs  $2.50,000.  Naturally, 
prices  escalate  in  high-profile 
sports.  A  mil- 
lion dollars  \\t11 
buy  you  a  team  in  the  Conti- 
nental Basketball  Assn.  Some 
AAA  baseball  clubs  can  cost 
SIO  million  and  up.  Whatever 
yoiu"  staitup  fees,  says  stock- 
broker Jason  Klein,  who  paid 
about  S.500,000  for  Roller 
Hockey  International's  Buffa- 
lo Wmgs,  you'U  "quickly  real- 
ize it  takes  a  lot  more  mai'- 
keting  muscle  and  resotu'ces 


Procuring  a  Pro  Team 

LEAGUE 

TELEPHONE 

AVG.  NEW        AVG.  ANNUAL 
TEAM  PRICE      OPERATING  COST 

CONTINENTAL 
BASKETBALL  ASSN. 

602  254-6677 

§1,000,000  Sl.700,000 

NATIONAL 
LACROSSE  LEAGUE 

716  85.5-4.511 

250,000 

700,000 

PROFESSIONAL 
BICYCLE  LEAGUE 

212  387-9219 

50,000 

100,000 

ROLLER  HOCKEY 
INTERNATIONAL 

916  272-7825 

500,000 

700,000 

DATA:  BUSINESS  WEEK 


than  you  anticipated."  This 
season,  he's  plunking  down 
S700.000  for  expenses. 

That's  why  it's  cracial  to 
study  a  sports  team  "just  as 
you  would  any  other  business 
opportunity,"  says  Jim 
Wadley,  founder  of  a 
food  company  and  co- 
o\vr\er  of  the  Dukes,  a 
Northem  League  base- 
ball team  in  Duluth-Su- 
perior,  Alinn.  Few  teams 
clear  an  annual  operat- 
ing profit.  Just  three  of 
roller  hockey's  18 
teams  were  in  the  black 
last  year.  TTiat  doesn't 
mean  o\\Tiership  is  al- 
ways a  financial  dead 
end.  Teams  in  a  popu- 
lar league  A\ill  usually 
appreciate  in  value, 
even  if  they're  not  prof- 
itable. In  1988,  a  fi'an- 
chise  in  the  East  Coast 
Hockey  League  cost 

DUKES  ACTION:  Oicner 
Wadley  says  he  isn't 
in  it  to  make  money 

.ii  ait  $25,000.  Today  it's  S1.5 
million.  Even  so,  unless  ovm- 
ing  a  pro  team  is  yoiu-  pas- 
sion, you'll  find  safer  invest- 
ments elsewhere. 

Still  game?  You  can  dis- 
cover what's  out  there  by  pe- 
rusing Franklin  Covey's 
Sports  Marketplace  (S199;  800 
776-7877).  You'll  want  to  as- 
sess the  sport's  overall 
strength,  its  popularity  in  a 
given  region,  and  the  dtu-a- 
bility  of  other  o\MTei"s.  When 
Jeanie  Buss,  who  manages 
the  Great  Western  Forum 
arena  in  Los  Angeles,  was 
deciding  whether  to  bring  a 
roUer-hockey  team  to  the  city, 
she  was  encouraged  by  the 
sport's  huge  growth  among 
teenagers.  A  veteran  of  fotu' 
sports  staitups,  she  knew  the 
importance  of  a  long-tenn  fan 
base.  ""WTien  these  kids  grow 
up,  they'll  be  players  and 
consumers,"  Buss  explains. 

It's  hard  convincing  fans 
they'll  love  a  game  they 
know  little  about.  So  it's  im- 
portant to  consider  a  region's 
tastes  before  hawking  season 
tickets.  In  1996.  pro  lacrosse 
came  to  Chai'lotte,  but  lasted 


just  one  season  in  h( 
crazed  North  Carolina, 
preferences  can  mean  le 
ai'eas  with,  fewer  hve-e 
tainment  options.  Boise's 
ho  Sneakers  have  beer 
of  the  more  dm-able  tean 
the  World  TeamTennis 
di-awing  an  average  of 
2.000  fans  a  match. 
HOT  RIVALS.  Another  f 
is  the  stability  of  comp 
o\\'ners.  Creating  hot  t 
rivalries  if  teams  are  cc 
ually  mo\"ing  or  going  i 
is  tough.  So  be  sm-e  to  ( 
out  yom-  league-mates, 
leagues  screen  hea\ily, 
those  seen  as  acting  on  £ 
may  not  go  far.  When 
startup  PBL  placed  nev 
per  ads.  just  4  of  the  18 
spondents  were  judge 
ha\ing  real  potential. 

Once  you  acquire  a 
chise,  you'U  find  negoti 
the  team  contracts,  a 
lease,  and  media  rights  " 
harder  than  it  looks  or 
per,"  says  the  Buffalo  W 
Klein.  But  most  owmei-s 
tend  they're  not  in  spor 
make  theu*  fortunes.  T] 
be  happy  just  to  break 

So  says  the  Dukes'  Wi 
who  played  in  college 
was  never  good  enougl 
the  majors.  After  his 
won  an  afternoon  contes' 
the  60-year-old  could 
describe  his  state  as  "\ 
and  fuzzy."  Such  are  th 
wards  in  real-life  flelc 
dreams.       Dennis  Bei 


WORTH  NOT 


■  GETTING  IN  PRACT1C 

Investors  interested  i 
new  futures  contract 
pegged  to  the  Standai 
&  Poor's  500-stock  ind 
can  practice  trading 
online.  The  new  E-mii 
S&P  500  contract,  valu' 
at  one-tenth  that  of  th 
version  traded  by  inst 
tional  investors,  was 
launched  on  Sept.  9  bj 
the  Chicago  MercantU 
Exchange.  The  simula 
trading  fee  is  SIO.  For 
more  information,  see 
the  Merc's  Web  site, 
\\-wAv.cme.com. 


www.ey.com 


Your  House.  Your  Competitor's. 

How  Come? 

You  may  not  care  about  square  footage  or  a  driveway  that  dou- 
bles your  commute.  But  if  you  sense  that  your  company  isn't  as 
profitable  as  it  could  be,  maybe  it's  time  to  do  something  about 
it.  At  Ernst &Young,  we  can  help  maximize  the  profitability  of  vir- 
tually every  facet  of  your  business.  And  it  sometimes  takes  only 
a  single  idea  to  make  a  multimillion-dollar  difference  in  profits. 

We  hope  you'll  call.  Because  even  if  you're  happy  with  your 
house,  you  may  still  want  to  consider  an  expansion. 

Of  your  bottom  line. 

There  Isn^tA  Business  We  Can^t  Improve  ^ 

=!l  Ernst  &YOUNG 


FOR  AD  RATES  AND  INFORMATION 

PHONE:  (312)  464-0500 
FAX  (312)  464-0512  OR  WRITE: 


BusinessWeek 


Marketplace 


BUSINESSWEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE.  SUITE  201 
CHICAGO.  IL  60611 


Business  Opportunities 


EXECUTIVE 
CONSULTING 

Call  the  S&K  Group  today  to  receive 
your  free,  NO  OBLIGATION  video 
and  literature  explaining  how  you 
can  start  your  own  specialized 
business  consulting  practice  with  a 
moderate  amount  of  start-up  capital. 
Discover  how  a  number  of  our 
associates  annually  earn  SI  50.000  or 
more  applying  the  S&K  approach. 

(800)660-0330 


OPPORTllilTY  iL^OCKS 


Once  in  a  vvhilc  a  business  upporlunily 
cumes  along  that  will  never  repeat  ihelf.  an 
upportunily  so  strong  lhal  liming  is  iif  the 
essence  for  the  select  few  who  talte 
advantage.  We  know  that  our  proven,  ten 
year  old  program  is  so  profitable  wiih 
respecl  to  return  on  investmeni  thai  we  urge 
vou  10  talk  10  our  dealers.  If  you  have  sales/ 
mgmt  skills  and  can  invest  in  a  proven 
business  which  will  give  you  extremely 
high  income,  an  e.vclusive  protected  area. 
Iraining.  leads,  secured  accounts  to  call  on, 
then  lei's  talk.  .Veas  nnm  fasl. 

1 -800-60  i -7200 


SELL  A/£IV  PATENTED  DEVICES 
in  the  Water  Energy  field 

and  receive  sut)stantial  prolits  Simple 
1 5-minute  demonstration  produces 

dynamic  results  Prime  lerntones  still 
available  Small  initial  investment 
For  details  and  Free  sample 

Call  1-800-447-4962 

Fax  310  530  1381  Chronomite  Labs.  Inc. 


CONSULTANTS 


International  firm  expanding 
in  US  needs  independent 
consultants  to  represent  our 
company.  We  offer  some  of  the 
finest  Training  and  Development 
processes  available  today.  Very 
high  income  potential.  Extensive 
training  and  support 
Management,  marketing,  or 
consulting  experience  helpful. 
Send  resume  or  brief  personal 
history  to: 

RESOURCE  ASSOCIATES 
CORPORATION 

D.L.  Engle,  VP  Development 
Department  WB79 
31  Hickory  Road 
Mohnton,  PA  19540 
(800)  799-6227  Ext.  12 
Fax:  (610)  775-9686 


Internet  Goldmine! 


♦  Make  over  MOOK  your  1st  year! 

♦  Guaranteed  Monthly  Payouts!! 

♦  No  Selling  ♦  Not  Multi-Level 

♦  Low  Start-up  ♦  Proven  Results 


inet  ^  (888) 

788-IN£T 


NEW  BUSINESS  OPPORTUNITY 


Bath  Fitter®  acrylic 
athtub  liners  and 
sr.imless  bathwalls 
are  revolutionizing 
the  bathroom  reno- 
vation industry 
They  are  custom 
molded  and  mstalled 
right  over  old  or 
worn  tubs  and  tile 
Prime,  exclusive 
territones  available 
Call  now  for  a 
complete  information 
package 

800-892-2847 
Fax  802-862-7976 


BATH 
FITTERS 


Business  Opportunities 


I  MADE  OVER  $1,000,000 
LAST  YEAR... 


in  a  zero  stress,  relaxed,  ideal 
lifestyle,  simple,  home-based  business' 
Now  I  want  to  teach  2  highly 
motivated  persons  in  your  area  my 
turn-key  system  Call  my 


24  Hr.  Hotline  800-367-3881 


$350K+.-t"t-  Annual  Profit 

Potential  From  Home 
from  less  than  $10K  start  up! 


•  $75K  possible  first  lew  months 

•  Nominal  overhead 

•  Exciting  breakthrough  products 

•  24  hour  support  system 

•  No  employees  •  No  inventory 

•  No  selling  experience  required 

•  Flexible  hours 

•  Portable--operate  anywhere  you 
have  fax  and  phone 

Financial  freedom  can  be  yours  in 
90  days'  Find  out  more  today: 

1-800-432-0018,  Ext.  5252 
Fax  207-767-1103 


Attorney  Services 


LAWsini  &  Asset  Protection 


•  Corporations  &  Ltd,  Partnerships 

•  Offshore  Trusts  &  Corporations 

•  Private  OfTshore  Banking 

•  Tax  &  Estate  Planning  Strategies 

'-Prcfcsiional  ■  Confidential 

Steven  Sears,  CPA-Attorney 
714-544-0622 


Franchising 


Franchise 

your  business! 

Call  tor  information  about 
Franchise  Your  Business"  sem'nars, 
or  Information  on  franctiislng. 

Francorp' 

Sp9tianHi  In  franchise  Development  BW 

1  -aOO-FRANCHISE  (1  -800-372-62441  ^ 


Business  Services 


INCORPORRTE 


FREE  Information 

All  50  States  and  Offshore 

Attorney  owned  and  operated 

1-800-672-9110 

www.corpcreations.com 


TRflDEMflRK 


Menswear/Fastiion 


MEN3  WIDE  SHOES 

EEE-EEEEEE,  SIZES  5-13 

•  FREE  catalog 

•  High  quality 

•  160  styles 


HITCHCOCK  SHOES.  INC. 

Dept  55J  Hingham,  MA  02043 
1-800-992-wiDE  www.wideshoes.com 


Int'l  Marketing/Consu 


YOUR  COMPAr:^ 
IN  BRAZIL 

Looking  for  top  companies  witi 
of  art  products  or  services  \ 
up,  represent  or  distribute  in  i 
We  offer  a  team  of  experil 
executives,  good  relationshj 
banks  &  gov't  and  access  a  ma 
180  million  consumers.  Pis  col 

Mr.  Alberto  Sapoczr 
fx:  55-ll-2173216f 
ph:  55-11  2172755' 
e-mail:  coop@dialdata.cosi 


Exxe  International  li  ic.  China  Business  Col 
Your  gateway  to  Chin 

Feasibility  studies  /  Support  /  Govt,|olnt| 


Tel:  (714)  260  4920"  ., 
Em3ll:Exxe@aol.can 


Fax:  (714;' 
Htq)J/www.ei< 


Corporate  Gifts  i^v 


1000  Temporary  Tattoos  with  your 
Just  S189.00!! 

plus  STO.OO  S&H  (CA  add  7.25%  sal 
Customiztd!  Full  Color!  2"x2' 

~  Calico  I 

3000  Alamo  Drive,  St«  201  •  Vacavllle.  Cj 
Tel:  707/448-7072  •  Fax:  707/446-8; 


Business  Opportunities 


OFFSHORE  COMMERCIAL  BAN 


—  Agents  Wanted  Worldwide  -- 

30'7r  commi.ssion  paid  to  non-exclusive 
independent  agents  to  market  our  Class  A 
international  commercial  banks  and  Class  B  offshore 
banks.  A  Unique  and  Profitable  opportunity! 


FINANCE  MERCHANTS  GROU 

Nassau,  Bahamas 
Contact  Ms.  Anne  Gregory 
for  further  details  and  available  banks 

Tel.  (242)  394-7080     Fax:  (242)  394-7082 
USA  Tel.  (602)  230-4153    USA  Fax:  (602)  230-52 


FOR  AD  RATES  AND  INFORMATIDN 

PHDNE:  (312)464-0500 
FAX:  (312)  464-0512  OR  WRITE: 


BusinessWeek 


Marketplace 


BUSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE,  SUITE  2010 
CHICAGO.  IL  6061  1 


Sales  Promotion/Display  Products 


the  largest  selection  ol  literature  displays  in  the  counti-y  and 
ledge  and  experience  to  help  you  select  a  display  to  really 
your  materials.  FREE  68  page  catalog.  800-626-0322. 


SIEGEL 

DISPIAY  PRODUaS 


nputer  Equipment 


IBM  486 


nty/Options  Avaibble 

HLY  *249_ 

DMPUTER  Depot 
800-852-6650 


mputer  Equipment 


'LETT-PACKARD 

Buy-Sell-Trade 

COLOBPRO  DRAFT/MASTEK 
DRAFTPRO  DESIGNJET 
STATIC  PLOTTERS  RUGGEDWRITER 

)00  workstations  &  Vectras 
I  Refurbished  Equipment 
I  Dasher  &  Associates 

ond  Ave  S  Birmingham.  AL  35222 
)5/591-4747  Fax  205/591-1108 
4833  •  e-mail  sales@dasher.com 


jsiness  Services 


Highest  Quality 
Laser* All  Sizes 
48  Hour  Delivery 
888-404-2656 

SURF  or  call  for  details 

ipColorCopies.com 


rnii 


Personal  Checks 

with  the  purchase  of  600 

3-To-A-Pagc  Busiiu'ss  Chaks 

only  ^29  S&H 
(Otter  good  thru  12/31/97) 

1-800-239-4087 


Telecommunications  Services 


FREE  Audio  Conferencing 


Special  Offer!!! 
FREE 
Meet-Me  Automated 
Conference  Calls 
for  the  Month  of 
this  publication'^ 

(Day-Time  Conferences  'Subject  to  Availability) 

Zj*  ^  ■r^  /  ^ ^pS     "Ralei  iis  LOW 
a  '.  MM  KM  t        t^ifll      tSt  per  uimiilf  " 

\J  m  HCf  i\Ft:i<E.\X  IW  SERI  ICES.  I\C 

Call  1-800-778-MEET  now! 

www.eagle.nel 

 Referral  Code:  BW797ETSI  


SECRETS? 

•  Avoid  the  phone  bill' 

'  Use  prepaid  phone  cards 
■  Save  LD$ 

•  Collectible  Series' 

1-888-873-9327 


http  //onewebstreet  com/marilyn/ 
Start  your  own  phonecard  business' 


Sports  Equipment 


For  a  free  40  p.  ski  catalog 

1-800-641-3327 


Home  Furnishings 


FOLDING  GUEST  BED 

The  most  comfortable  cot  you  can  buy 


'  74ef 


Open  72"x  32" 
Folds  close  5" 

"Comfort 
Guaranteed' 


VI5A» 


S/H  SI  0.95 


RTA  CO.  1-888-226-6619 


Furniture 


Executive  Desks/ 

•  Riverside,  Berkline,  Sealy,  DMI 

•  FREE  ■  factory  direct  delivery 
World's  Largest  On-Line  Furniture  Store 
http://www.FurnltureFlnd.coin 


Computer  Furniture 


I^Ergonomic  Keyboard  Tray 

avothhle  ky  the  /irs/  fime  to  imati  buiineise^ 

•  Ad|usts  to  ttie  woy  YOU  work 

•  Provides  comfortable  support 

•  Avoids  repetitive  stress 

•  Delivers  on  sfyle  &  durability 

www.agio-designs.com 
800-688-2446  x29 


Wines/Cigars 


Wlnecellars 
Humidors 


Factory  DM  to  Ylw 


Beautiful  burl  root  humidors  tor  75 
cigars  only  S169,  includes  humidi- 
lier  solution  kit  and  hygrometer-ci 
$100  value'  Other  models  lor  up 
to  250  cigars  with  a  mirror- 
like poly/lacquer  finish  and  , 
brass  locksels  Display 
units  with  2  glass  doors  S 
electric  humidifier-holds  1500  cigars 
only  S1395  and  cuslom  walk-ins  hold  millions' 

47  Deluxe  Winecellars,  24  bottle  cellars  from 
S229,  handmade  wood  cellars  for  60  to  3400 
bottles,  cooling  units,  custom  racks  and  cellars 

Call  for  a  free  catalog  800/777-8466 
www.vlnotemp.com 


Consumer  Electronics 


I  Music  World 
I  Computer  World 

America's  Only  Catalogue  of  its  Kind! 

Receive  Out  fRII  Mail 
Order  Catalogue  Hon' 

212  pgs.  of  Top  Brond 
Names  in 

Audio »  Video 
Computers*  Portables 

Home  Office 
Music 'Video  &  More 
All  at  Distovnt 

BN096 

Orilei  loll  Free  24  Houis  4  Day  /  Di 

1-800-221-8180 


Real  Estate 


Snwot/i  JScUUn^  -flke/id 

CALL  FOR  A  FREE  BOOKLET: 
HOW  TO  BUY  YOUR  HOIVtE  IN  FLORIDA 

\Nha\  to  look  for— What  to  look  out  for. . . 

PRINGLE  DEVELOPMENT 
1-800-533-5940 


http://vvwvi/.pringle.coni 

VOID  WHERE  PFIOHiBiTED 


FOR  AD  RATES  AND  INFORMATION 

PHONE:  (312)  464-0500 
FAX:  (312)  464-0512  OR  WRITE: 


Education/Instruction 


University  Degrees 


Approved  Self  Paced  Home  Study 
Associate  Bachelors  Masters  Doctors 

Emphasis  in:  Business  Admin  Public  Admin 
Health  Care  Admin.  Human  Resources, 
Finance.  Int'l  Business.  Tech  Mgml,  Law, 
Paralegal.  Psychology,  Computer  Science 
http://www.scups.edu 
Email:  enroll@scups.edu 
1-800/477-2254  (24  hrs) 
Southern  California  University 
for  Professional  Studies 
1840  E.  17  St-BW,  Santa  Ana,  CA  92705 


EARN   ]y|  g  A  YOUR 

WITH  THE  FIRST  UNIVERSITY 

TO  BE  AWARDED  ISO  9001 
Bachelor,  Master,  Doctorate 


FREE  Business  Library 

12  Volume  CD  Reference  Library 


*  *  Executive  Certificates  * ' 

•  Total  Quality  Management 

•  Environmental  Management 

•  International  Trade  &  Commerce 

Newport  University 

20101  S  W,  Birch,  Suite  #120 
Newport  Beach.  CA  92660 
http://www.newport.edu 
E-Mail:  admissions@newport.edu 
714-757-1155  •  800-345-3272 


BusinessWeek 


Marketplace 


BUSINESSWEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE,  SUITE  20 
CHICAGO,  IL  6061  1 


Education/Instruction 


"It's  great  to  have  that  flexibility 

to  go  to  class  when  it's  most 
convenient.  I  also  really  enjoy  the 
class  because  I'm  learning  things 
I  can  apply  to  my  work." 

Ron  L,  Wllliami  -  Applied  Materials  Inc 

Award  Winnine  Distance  Education 

MBA  or  MS  Degrees 


Call  303-333-4224 

501  S  Cherry  Si 
Office  350  Dept  Tl 
Denver,  CO  B0222 

1  800-441-4746 
Fax  (303)  336-1144 


UNIVERSITY 

Accredited  by  the 
Distance  '- 
EoucATtON  &  Training 
Council 


Adn 


seisimu  edL 


BS,  m,  MBA,  Ph.D. 

EARN  A  DEGREE 

resume  tor  no-cost  evaluation  or  call 


(800)  240-6757 

6400  Uptown  Bl»d  NE 
f  -  Suite  398-W 
^^^^^^       Depl  64 

luerque  New  r^e«ico871  lOU  S  A 


Get  a  College 
Degree  In  27  Days 

BS/  MS/  MBA/  PhD.,  etc 

Including  graduation  nng,  transcript, 
diploma  Yes,  it's  real,  legal, 
guaranteed  and  accredited. 

Columbia  State  University 

1-800-689-8647  2a^^s 


INVEST  IN  YOU 


YoLir  VALUE  Is  What  You  Know 
Approved  BS's  and  Masters  in  Business  and 
Engineenng  Through  Distance  Learning 


CNU 


[IKtRMA\;TIO\* 


16909  Panhenia  Street.  N.irth  Hills.  CA  91343 

For  Catalog  Call  1-800-782-2422 
Web  Site:  http:  //www.cnuas.edu 


MBA  BY  Distance  Learning 

Maior  British  university  otters  accredited  MBA,  no 
Bacrielof's  or  GMAT  needed  Chosen  by  Economist 
Intelligence  Unit  as  one  of  wortd's  best  MBA  programs 
HERIOT-WAn  UNIiVERSm  (800)  MBA-0707 
North  American  Distributor  •  Ask  tor  ext  20 
6921  Stockton  St.  Suite  2.  E!  Cerrito,  CA  94530 
For  Immediate  FaxBack  literature:  from  your 
fax  machine's  phone,  call  (510)  486-8900, 


Business  Service 


RESEARCH  REP 


20,000  ACADEMIC  TOPICS  AV^U 

Send  S2  for  the  290  page  ca5§, 
Cl'Si." "r"  ■::  r'.s  3'so  3v8'k 
RESEARCH  ASSISTANC 
11i;,;i:;r:  Ave ,  »206BF 
L.s  Arge.es,  CA  90025  • 
TOLL  FREE  HOTLINE:  800-35 


tittp://www.research-assista 


Publishing  Servici 


Publish  Your  Book 

7,5-year  tradition  of  quality,  Sipl 
book  publisher  offers  publisr-it 
serv  ices  for  books  of  all  tvpefc 
free  Author's  Guide  wxAe  Dorrc- 
BW.  643  Smithfield,  Pittsbuif  ■ 

or  call  i-soo-fig-S-y.wy 


Financial  Service 


Private  Capitl 
Available 

Real  Estate  Dev.,  Busins 
Funding,  Seed  Capital,  Ccja 
FVoperties,  Credit  Lin^ 
Equity  &  Debt 

InveCap  410-820-611. 


ADVERTISE  IN  THE  NOVEMBER 
BUSINESS  IVEE/C  MARKETPLACE  AND 
REACH  OVER  6  MILLION  RESPONSIVE  READERS 
WHEN  THEY  ARE  MAKING  PURCHASE  DECISIONS  FOR 
CORPORATE  AND  PERSONAL  HOLIDAY  GIFTS. 

The  next  Marketplace  section  closes  on 
September  24  for  the  November  issues. 
For  rates  and  information  contact: 

Business  Week  Marketplace 
500  North  Michigan  Avenue 
Suite  2010 
Chicago,  IL  60611 
Phone  312-464-0500 
Fax  312/464-0512 


usiness  Week  Index 


DUCTION  INDEX 


hange  from  last  year;  4,B% 


PRODUCTION  INDICATORS 


PRODUCTION  INDEX 

Aug   «)  l?5,9 
1 ')')','  -  1  00 


Sept.  Jan  May  Aug. 

1996  1997  1997  1997 

e  index  is  a  4-week  moving  average 

iroduction  index  slipped  again  in  the  week  ended  Aug.  30.  Before 
ation  of  the  four-week  moving  average  the  Index  dropped  to  124.6,  from 
I  in  the  p'evious  week.  The  seasonally  adjusted  output  of  autos,  trucks, 
Ic  power  and  coal  all  helped  to  drag  the  index  down.  For  the  month  of 
,t,  rail-freight  traffic  was  sluggish  due  to  the  United  Parcel  Service  strike 
las  partly  responsible  for  the  month's  decline  to  125.9  from  126.1  m  July. 


index  copyright  1997  by  The  McGraw.Hill  Companie 


ING  INDICATORS 


IK  PRICES  (9/5)  s&p  500 

LATEST 
WEEK 

929.05 

WEEK 
AGO 

899.47 

YEARLY 
%  CHG 

41.7 

•ORATE  BOND  YIELD.  Aaa  (9/5) 

7.25% 

7.28% 

-6.5 

STRIAL  MATERIALS  PRICES  (9/5) 

106.9 

105.9 

-3.4 

NESS  FAILURES  (8/29) 

NA 

NA 

NA 

.ESTATE  LOANS  (8/27)  billions 

NA 

NA 

NA 

EY  SUPPLY.  M2  (8/25)  billions 

$3,970.0  $3,966.2r 

5.4 

AL  CLAIMS.  UNEMPLOYMENT  (8/30)  thous 

326 

324r 

1.9 

:es:  Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (index:  1990=100), 
al  Reserve,  Labor  Dept. 

EREST  RATES 

.RAL  FUNDS  (9/9) 

LATEST 
WEEK 

5.50% 

WEEK 
AGO 

6.23% 

YEAR 
AGO 

5.10% 

MERCIAL  PAPER  (9/9)  3-month 

5.51 

5.52 

5.53 

riFICATES  OF  DEPOSIT  (9/10)  3  month 

5.60 

5.60 

5.53 

D  MORTGAGE  (9/5)  30-year 

7.68 

7.72 

8.53 

iSTABLE  MORTGAGE  (9/5)  one  year 

5.73 

5.73 

6.09 

IE  (9/5) 

8.50 

8.50 

8.25 

:es:   Federal  Reserve,  HSH  Associates,  Bloomberg  Financial  Markets 


STEEL  (9/5)  thous.  of  net  tons 

LATEST 
WEEK 

2,170 

WEEK 
AGO 

2,171# 

YEARLY 
%  CHG 

9.9 

AUTOS  (9/6)  units 

96,017 

1 17,649r# 

-9.7 

TRUCKS  (9/5)  units 

100,020 

121,270r# 

1.5 

ELECTRIC  POWER  (9/6)  millions  of  kilowatt-hrs. 

59,145 

71,138# 

1.0 

CRUDE-OIL  REFINING  (9/6)  thous.  of  bbl./day 

15,329 

15,410# 

6.3 

COAL  (8/30)  thous.  of  net  tons 

20,882# 

21,272 

-1.3 

LUMBER  (8/30)  millions  of  ft. 

495. 5# 

483.2 

-2.1 

RAIL  FREIGHT  (8/30)  billions  of  ton-miles 

27. 3# 

27.2 

-1.4 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports.  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept.,  WW/PAi,  SFPA2,  Association  of 
American  Railroads 

PRICES  . 

GOLD  (9/10)  $/troy  oz. 

LATEST 
WEEK 

320.800 

WEEK 
AGO 

321.700 

YEARLY 
%CHG 

-16.3 

STEEL  SCRAP  (9/9)  #1  heavy,  $/ton 

139.50 

146.50 

2.2 

COPPER  (9/5)  e/ib. 

100.2 

102.2 

3.9 

ALUMINUM  (9/5)  ;:/ib 

75.0 

79.5 

7.8 

COTTON  (9/6)  strict  low  middling  1-1/15  in.,  e/lb 

70.51 

70.54 

-7.5 

OIL  (9/9)  $/bbl. 

19.19 

19.37 

-20.7 

CRB  FOODSTUFFS  (9/9)  1957=100 

238.87 

239.28 

-11.2 

CRB  RAW  INDUSTRIALS  (9/9)  1967=100 

337.14 

399.50 

-2.7 

Sources:  London  Wednesday  final  setting,  Chicago  market,  Metals 
market.   NYMEX.  Commodity   Research  Bureau 

Week.  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (9/10) 

LATEST 
WEEK 

119.15 

WEEK  YEAR 
AGO  AGO 

121.16  110.24 

GERMAN  MARK  (9/10) 

1.80 

1.82 

1.51 

BRITISH  POUND  (9/10) 

1.59 

1.59 

1.55 

FRENCH  FRANC  (9/10) 

5.04 

6.11 

5.15 

ITALIAN  LIRA  9/10) 

1755.3 

1773.5  1524.0 

CANADIAN  DOLLAR  (9/10) 

1.38 

1.38 

1.37 

MEXICAN  PESO  (9/10) 

7  773 

7.766 

7.547 

TRADE-WEIGHTED  DOLLAR  INDEX  (9/10) 

105.3 

107.1 

98.0 

Sources:  Major  New  York  banks  Currencies  expressed  in  units  per  U  S.  dollar, 
except  for  British  pound  in  dollars    Trade-weighted  dollar  via  J.P  Morgan. 


data  in  the  production  mdicators  are  seasonally  adjusted  in  computmg  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  mclude  machinery  and  defense 
ment.  l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


THE  WEEK  AHEAD 


>UMER  PRICE  INDEX 

lay,  Sept.  16,  8:30  a.m.EDTP-  Con- 
r  prices  for  August  are  expected  to 
risen  0.3%,  based  on  the  median 
ast  of  economists  surveyed  by  mms 
lational,  a  unit  of  Tine  McGraw-Hill 
lanies.  The  cpi  increased  0.2%  in  July, 
g  energy  costs  probably  boosted  the 
st  gain.  Excluding  energy  and  foods, 
ore  index  is  projected  to  have  risen  by 
,  the  same  as  in  July. 

NESS  INVENTORIES 

day,  Sept.  16,  8:30  a.m. edt^  Inven- 
i  held  by  manufacturers,  w/holesalers, 
etailers  are  expected  to  have  risen 
■  in  July,  based  on  the  mms  survey, 


after  June's  0.7%  rise.  Business  sales  like- 
ly increased  at  a  faster  rate,  given  the 
1,7%  jump  in  July  factory  shipments. 

INDUSTRIAL  PRODUCTION 

Tuesday,  Sept.  16,  9:15  a.m. edt^  The 
MMS  poll  projects  that  industrial  output  in 
August  rose  0.5%,  after  July's  0.2%  gam. 
As  a  result,  the  operating  rate  is  expected 
to  have  increased,  to  83.3%  from  83.1%. 

HOUSING  STARTS 

Wednesday,  Sept.  17,  8:30  a.m. edt^ 
Builders  are  expected  to  have  broken 
ground  on  new  homes  in  August  at  an 
annual  rate  of  1.45  million,  says  the  mms 
poll,  about  the  same  pace  as  in  July. 


BEIGE  BOOK 

Wednesday,  Sept.  17,  2  p.m.EDT^  The 
Federal  Reserve  will  release  its  latest  sur- 
vey of  business  conditions  in  each  of  the 
12  Fed  districts.  The  summary  is  prepared 
for  the  upcoming  policy  meeting  on  Sept. 
30,  and  it  will  be  scrutinized  by  the  mar- 
kets for  signs  of  the  Fed's  policy  intent. 

INTERNATIONAL  TRADE 

Ttiursday,  Sept.  18.  8:30  a.m. edt^  The 
trade  deficit  for  goods  and  services  in  Juiy 
is  projected  to  have  widened  to  $9.5  bil- 
lion, according  to  the  mms  survey.  The  gap 
had  narrowed  sharply  in  June,  to  $8.2  bil- 
lion. The  forecasts  expect  exports  to  have 
fallen  and  imports  to  have  increased. 
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This 

Week, 

Online 

Business  Week  presents 
frequent  live  conferences 
and  chats  on  America 
Online-your  opportunity  to 
ask  questions  about  fea- 
tures from  the  magazine. 


I  Sunday 

Dnoc  \/niir  omnlni/oi 

I 
I 

1 


—  I — — I 


Does  your  employer  do 
enough  to  help  you  juggle 
work  and  family;'  Talk  about 
it  with  Keith  Hammonds  of 
BW,  who  supervised  the 
magazine's  survey  of  55 
companies,  and  Alice  J. 
Campbell,  director  of 
work/life  initiatives  for  Baxter 
International.  Sept.  14 
9  p.m.  EDT  in  BW  Oniine's 
Conference  Room 

Monday 

From  NFL  Rookie  of  the  Year 
to  entrepreneur,  Al  "Bubba" 
Baker  is  now  in  business 
marketing  his  secret-recipe 
sauce.  It's  another  of  the 
events  sponsored  by 
Enterprise,  the  BW  edition 
especially  for  small  business 
and  entrepreneurs.  Sept.  15 
8  p.m.  EDT  in  the 
BW  Enterprise  Chat  Room 

AOL  keyword:  BW 

Transcripts  of  all  conferences 
are  available  for  downloading 
from  the  BW  Online  area  on  AOL 
soon  after  each  event. 


For  a  free  trial  diskette 
including  50  free  hours  on 
AOL,  call  1-800-641-4848 


A 

A  M  E  Ryl^C  A 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  stoiy  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


Abbott  Laboratones  (ABf)  90 

ABC  (DIS)  32. 96 

ABIOMED  106 

ABKB  LaSalle  Partners  87 

Adelphia  Communications  32 

Advanced  Micro  Devices  (AMD)  103 

Aero\fironment  103 

Allen  Holdings  91 

All  Nippon  Airways  35, 128 

Alpine  Associates  91 

Ambassador  Apartments  (AAH)  87 

Amencan  Arlines  lAMRl  35, 128 

Amencan  Express  (AXP)  4 

Amencan  Trust  WIegiance  Fund  10 

Amenca  Online  lAOU  30, 34, 96 

AMG  Data  Services  88 

Amoco  (AN)  90 

Anaheim  Angels  32,  62 

Anaheim  Mighty  Ducks  32 

ANS  Communications  30 

Apollo  Gnjup  78 

Apple  Computer  (AAPL)  10,96 

Apna  Healthcare  71 

AT&T(n  10 

B 


Baltimore  Onoles  32 
Bank  Hapoalim  58 
BankLeumi  58 
Banque  Bruxelles  Lambert  54 
Barclays  (BCS)  114 
Berlishire  Hathaway  (BRK)  91 
Berman  (MA)  4 
Bezeq  Israel  Telecom  58 
Blair  (William)  94 
Boeing  (BA)  43 
Boston  Group  94 
Boston  Properties  87 
Brooklyn  Union  Gas  114 
BTSecunties  87 
Buffalo  Sabres  32 


Cablevision  32 
Call  Realty  87 
Campbell  Soup  (CPB)  43 
Capital  Research  Management  91 
Cardhill  91 

Cardiogenesis  (CGCP)  106' 
CardioThoracic  Systems  (CTSI)  106 
CarrAmenca  Realty  (CRE)  78 
CarrfWI)  49 
Caterpillar  (CAT)  36 
CBS  (WX)  32 
CDMnvestnet  91 

Charter  Behavioral  Health  Systems  78 
Chase  Manhattan  (CMB)  36 
Chesapeake  Partners  91 
Chicago  Cubs  32, 62 
Chicago  White  Sox  62 
Chiron  (CHIP)  106 
Christian  S  Timbers  4 
Chrysler  (C)  35,40 
Cincinnati  Reds  62 
Citicorp  (CCD  94 
Classic  Sports  Networit  32 
CNET(CNWK)  30 
Coca-Cola  (KG)  43, 87. 88 
Cohen  &  Steers  Realty  fund  87 
Colgate-Palmolive  (CD  90 
Colony  Capital  87,78 
Columbia/HCA  Healthcare  (COL)  43, 
71 

Comcast  (CMCSK)  32. 96 
Compaq  Computer  (CPQ)  102 
Competitive  Media  Reporting  32 
CompuServe  30 
ConAgra (CAG)  38 
Continental  Airlines  (CAI  A)  35. 128 
Cornerstone  Properties  78 
Comdor  Group  71 
CRA  Realty  87 
Cray  66 

Crescent  Operating  (COD  78 
Crescent  Real  Estate  Equities 
(CEl)  78.87 


Crassborder  Capital  52 
Cruelty-free  Value  Fund  10 
CVS  91 
D 


Dai-lchi  Kangyo  Bank  78 
Davidowitz  &  Assxiates  38 
Davis  Real  Estate  Fund  78 
Deep  Discount  Advisors  91 
Dell  Computer  (DELL)  102 
Delta  Air  Unes  (DAL)  35.128 
Deutsche  Morgan  Grenfell  26 
Diba  96 

Diebold(DBD)  90 

Digital  Equipment  (DEC)  102 

Digital  Video  Investments  30 

Dillon  Read  91 

Disclosure  114 

Diuriacher  Research  30 

Donaldson  Lufkin  S  Jenrette  6, 87 

Dragon  Systems  18 

Duty  Free  International  (DR)  78 


Eager  &  Assxiates  88 
EIAI  58 
Enel  54 

Entergy  (ETR)  114 

Equity  Office  Properties  Trust  78 

Equi^  Residential  Properties  Trust 

78, 87 
ESPfJ  (DIS)  32, 62 
Evans  Withycombe  Residential 
(EWR)  78 
Excite  30 


Federal  Express  (FDX)  35,87,102, 
128 
RrstCall  88 
ReetRnancial  91 
fo'd(r)  40.114 
forrester  Research  96 
fox  Sports  (NWS)  32 
fu|itsu  66 
fx  32 
G 


GE  Capital  (GE)  10 

General  Motors  IGM)  35. 36. 40 

Giga  Information  Group  102 

Gillette  (G)  88 

Global  Equities  Group  118 

Goldman  Sachs  6.  78 

Gnsen  Street  Advisors  78 

Greenway  Partners  91 

GTECH  94 

Gwent Group  118 

H 


H&R  Block  (HRBj  30 
HansbergerGloballnvestors  43 
Hams  (Louis)  34 
Heartport  (HPRT)  106 
Hewlett-Packard  (HWP)  102 
Hilton  Hotels  (HLT)  43 
Hitachi  (HIT)  96 
HJ,  Heinz  (HNZ)  38 
Homestead  Village  78 
Honda  (HMO  40 

Houlihan  Lokey  Howard  S  Zukin  32 
Huatai  Property  Insurance  94 
Hyatt  4 


IBM  (IBM)  18.102.128 
IFO  54 
Ikonos  103 

Intel  (INTO  10.88,90. 102, 103 
Intelledge  6 
International  Data  30 
Internet  Shopping  Network  96 
Intuit  (INTU)  96 
Intuitive  Surgical  106 
Isostent  106 
Israel  Discount  Bank  58 


Japan  Airlines  35. 128 


JMB  78 

Johnson  &  Johnson  iJW)  36 
Jupiter  Communications  96 
K 


Kansas  City  Royals  62 
Kimco  Realty  (KIM)  78 
Kraft  Foods  (MOl  6 
Kurt  Salmon  Associates  38 
L 


Landamenca  Rnancial  94 
LaSalle  Realty  78 
Lawyers  Title  (LTl)  94 
Lehman  Brothers  (LEH)  91 
Lens  36 
Levi  Strauss  43 
Levit2  Furniture  (LR)  43 
Lifetime  71 

Los  Angeles  Dodgers  32 
Lotus  Development  (IBM)  18 
M 


Major  League  Baseball  32,  62 
Mann{RW)  10 

Manufactured  Home  Commumbes  78 
Marous  Schloss  91 
Manmba  10 

Martieting  Services  Group  (MSGI)  94 
Mamott  International  (MARI  4 
Marshall  Field  (DH)  38 
McDonald's  (MCD)  90 
McGraw-Hill  (MHP)  27, 114. 125 
MCI  Communications  (MClC)  10 
Media  General  Rnancial  Services  1 14 
Merioni  Elettrodomestici  54 
Mennll  Lynch  (MER)  4,  6, 49,  78,  88 
Micron  Electronics  102 
Microsoft  (MSFI)  4,18.30.87.83, 

96,102,114 
Milwaukee  Brevers  62 
Minnesota  Twins  62 
Mirage  Resorts  (MIR)  43 
Mitsubishi  96 
Mitsubishi  Motors  74 
MMS  International  (MHP)  125 
Montreal  Expos  62 
Morgan  Stanley  Dean  Witter 

(MWD)  26. 52, 88 
Momingstar  114 
Motorola  (MOT)  103 
N 


Nabonal Aucbon  Group  118 
National  City  (NCC)  90 
National  football  League  32 
NatVtet  Secunties  (NW)  38 
Navellier  &  Associates  88 
Navio(ORCL)  96 
NEC  (NIPNY)  66.  96 
Neidiger/Tucker/Bnjner  94 
Neman  Marous  Group  (NMG)  38 
Nestle  38 
NetChannel  96 

Netscape  Communications  (NSCP)  96 

Network  Computer  (ORCL)  96 

New  Century  Energies  90 

News  Corp  (NWS)  32 

New  Yort(  Knicks  32 

New  Yorti  Mets  62 

New  Yorti  Rangers  32 

New  York  Yankees  62 

Nextlink  Communications  6 

Nextrend  40 

Nike(NKE)  4 

Nomura  Secunties  78 

Northwest  Airtines  (NWAC)  35.128 

Norwest  102 


Oakland  As  62 
Oakley  (00)  43 
Oasis  Residential  (OASi  87 
Ogletree  Deakins  74 
OilRetinenes  58 
Okidata  94 
Olsten  (OLS)  71 
Oppenheimer  94 
Oracle  (ORCL)  96 
Oracle  Partners  91 
P.  Q.  R,  S 


PaineWebber  (WJ)  87 
Patnot  Amencan  Hospitality  (PAH)  87 
Paul  Kagan  Associates  96 
PBHG  Growth  fund  88 
Philadelpha  76ers  32 
Philadelphia  flyers  32 
Philadelphia  Phillies  62 
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Philips  Electronics  (PHG)  91 
Pirelli  54 

Plum  Creek  Timber  114 
PPLTlierapcutics  106 
Procter  &  Gamble  (PG)  43 
Protxare  71 

Prudential  Real  Estate  Inve: 
Prudential  Secunties  88 
Public  Storage  (PSA)  87 
Quantum  Health  Resources 
Quantum  Industnal  Holding; 
Quasar  International  4 
Ralston  Punna  (RAL)  6 
RCA  96 

Reckson  Associates  Realty 
Registry  Magic  18 
Reliance  Group  Holdings  (RE 
Renong  48,49 
Retail  Property  Tnjst  78 
Revco  91 

Robertson  Stephens  38 
RuaneCaniffe  91 
Russell  (Frank)  88 
Saatchi  &  Saatchi  30 
Saks  Holdings  (SKS)  38 
Salomon  Brothers  (SB)  54 
Samsung  Group  96 
San  Francisco  Giants  62 
Sears  (S)  10 
Seattle  Manners  62 
Security  Capital  Atlanbc  (SCi 
Secunty  Capital  Industnal  (S 
Secunty  Capital  Pacific  Trust 
Secunty  Capital  US  Realty  7 
Sheldon  Good  118 
Shorenstein  78 
SIAR  Capital  94 
Silicon  Graphics  (SGI)  66 
Simon  DeBartolo  Group  78 
SL  Green  Reaity  87 
Smith  Barney  43 
Sony(SNE)  96 
SportsNet  32 

Standard  &  Poor's  (MHP)  IV 
Starwood  Capital  78 
Starwood  Lodging  Trust  (HOT 
State  Farm  Insurance  74 
Stephens  (G-Z  )  6 
Storage  USA  (SUS)  78 
Sullivan  6 
Sumitomo  Trust  &  Banking  7 
Summit  Properties  (SMT)  87 
Sunbeam  (SOC)  43 
Sun  Energy  Partners  114 
Sunglass  Hut  International 
Sun  Microsystems  (SUNW)  91 
T,  U,  V,  W,  Y 


Tactical  Retail  Solutions  38 
Tata  58 

Taubman  Centers  78 
Technimetncs  91 
Telescan  114 

Texas  Instruments  (TXN)  103, 
Time  Warner  (TWX)  10.32 
TTJT  32 

Toyota  aOYOY)  40 
TransAct  Technologies  (TACT) 
Tree  Island  Industnes  102 
Tnbune  Broadcasting  FTRB) 
T  Rowe  Pnce  91 
Tramp  Hotels  (DfT)  43 
UAL  (UAL)  35 
UBS  Secunties  30 
United  Ariines  (UAL)  35, 128| 
Unxal  (UCL)  94 
Upjohn  71 
UPS  10,27 
Value  Line  114 
ViewCall  Amenca  96 
Vlasic  Foods  (CPB)  43 
Vomado  Realty  Trust  (VNO)  7I| 
Walt  Disney  (DIS)  32.94 
Waterstreet  Capital  91 
WB  Networti  (TWX)  10 
WebTV  Networks  96 
Weight  Watchers  Intemational 
Wells  fargo  (WFC)  91 
Westin  Hotels  &  Resorts  4, 7I| 
WON  32 

WorldCom  (U)DS)  30 
World  Wrestling  Federation  31 
Worthington  Industnes  (VffHG; 
Yahoo'  (YHOO)  30 


i 


Business  Week  (ISSN  0007-7 135)  published  weekly,  except  for  one  week  m  January  and  one  m  August,  bv  The  McGraw-Hill  Companies.  Incl 
tive.  Editorial .  Circulation,  and  Advertising  Offices:  122i  Avenue  of  the  Americas,  New  York,  N  Y,  10020,  U  S,  sutiscnber  rate  $54,95/year;  C2na{l 
$59/year.  Periodicals  postage  paid  at  New  York,  N.Y  .  and  at  additional  mailing  offices.  Postage  paid  at  Montreal,  P.Q.  Canada  Post  InternationJ 
cations  Mail  Product  Sales  Agreement  No  246484  Postmaster:  Send  3d3ress  changes  to  BUSINESS  WEEK  PO  Box  430,  Hightstown,  N.J. 


fivestment  Figures  of  the  Week 


P  500 

.  Mar.  Sept.  Sept.  4-10 


U.S.  MARKETS 


Latest 


%  change 
Week  Year 


■  930 


:  919.03 


eet change       1 -week  change 

7'-:  -1.0% 


MENTARY 

chips  took  a  drubbing  this 
,  as  worries  about  third- 
ter  corporate  earnings 
3d  through  the  markets, 
cially  hard  hit  were  the 
inationals  in  the  Dow 
,  industrials  that  could  get 
from  the  strong  dollar,  ibm, 
aample,  was  down  more 
six  dollars  for  the  week, 
g  three  on  Sept.  10,  when 
l)ow  plunged  132  points, 
fie  other  hand,  the  nasdaq 
Xisite  index,  reflecting  ro- 
ness  in  high-tech  and 
ler-cap  stocks,  was  up  at 
leek.  On  Sept,  9,  the  index 
iR  all-time  high. 


Dow  Jones  Industridls 

7719.3 

-2.2 

34.8 

NASDAQ  Combined  Composite 

1639.3 

1.3 

42.6 

S&PMidCap  400 

322.8 

1.0 

38.7 

S&P  SmallCap  600 

181.2 

1.5 

36.1 

S&P  SuperComposite  1500 

198.6 

-0.7 

38.3 

%  change 

SECTORS 

Latest 

Week 

Year 

Bloomberg  Information  Age 

292.6 

-0.6 

48.7 

S&P  Financials 

107.0 

0.1 

54.3 

S&P  Utilities 

202.0 

0.1 

7.9 

PSE  Technology 

328.3 

-1.2 

60.4 

%  change 

FOREIGN  MARKETS 

Latest 

Week 

Year 

1  nnrinn  rFT-<;F  inDl 

LUMUUII  \ri   aJt  lUU/ 

4905.2 

-1.4 

25.3 

Frankfurt  (DAXl 

r  1  allrVIUI  I  \UnAf 

4050. 1 

-1.3 

57.5 

Tokyo  (NIKKEI  225) 

18,704.8 

-0.2 

-9.0 

Hong  Kong  (Hang  Seng) 

14,805.4 

0.6 

31.9 

Toronto (TSE  300) 

6769.5 

1.0 

31.5 

Mexico  City  (IPC) 

4822.1 

-1.4 

45.7 

Week 

Year 

FUNDAMENTALS 

Latest 

ago 

ago 

S&P  500  Dividend  Yield 

1 .63  % 

1.63% 

2.16% 

S&P  500  P/E  Ratio  (Last  12  mos.) 

23.6 

23.5 

19.1 

S&P  500  P/E  Ratio  (Next  12  mos. 

*  18.6 

18.5 

NA 

First  Call  Earnings  Revision* 

-0.44  % 

-0.87  % 

NA 

Week 

TECHNICAL  INDICATORS 

Latest 

ago 

Reading 

S&P  500  200-day  average 

826.9 

822.1 

Positive 

Stocks  above  200-day  average 

84.0% 

81.0% 

Negative 

Options:  Put/call  ratio 

0.47 

0.50 

Negative 

Insiders:  Vickers  Sell/buy  ratio 

3.47 

3.49 

Negative 

Data:  Bloomberg  Financial  Markets;  'First  Call  Corp. 


BEST-PERFORMING 

Last 

Last  12 

f^om  IDC 

month  % 

fnonths% 

Trucking 

17.1 

Trucking 

137.4 

Specialty  Appar.  Retailers 

12.3 

Semiconductors 

1 13.7 

Airlines 

8.3 

Savings  &  Loans 

92.5 

Automobiles 

7.6 

Oil  &  Gas  Orilling 

87.2 

Oil  Exploration  &  Prod. 

6.6 

Computer  Systems 

85.1 

WORST-PERFORMING 

Last 

Last  12 

GROUPS 

month  % 

months  % 

Cosmetics 

-13.3 

Gold  Mining 

-20.1 

Hospital  Management 

-9.8 

Hospital  Management 

-13.8 

Shoes 

-9.7 

Engineering  &  Constr. 

-9.8 

Restaurants 

-9.5 

Photography/Imaging 

-9.0 

Household  Products 

-9.4 

Shoes 

-2.2 

BLOOMBERG  MONEY  FLOW  ANALYSIS 


Rebound  ahead?  Stocks  with  most 
significant  buying  on  price  weakness 

Price 

1-month 
change 

IBM 

100 

-3 

Citicorp 

132Vt6 

-4^6 

Motorola 

76 '^16 

-3V8 

Telebras-ADR 

131 'A 

-3 'A 

Micron  Technology 

42 

-12^8 

Procter  &  Gamble 

133'*i6 

-12^4 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

Irrtel 

97^4 

1^8 

Microsoft 

139V2 

IV4 

Dell  Computer 

89^8 

13^8 

Oracle 

39 '^16 

Pfizer 

58Vi6 

3^16 

Cisco  Systems 

76 

*16 

EASURY  BOND  INDEX 

.  Mar  Sept.  Sept.  4-10 


-  1504.66 
- 1495 


eek  change       1  -week  change 
9%  -0.6% 

!'oo'"berg  Financial  Markets 


KEY  RATES 


Latest  Week  Year 
week%  ago°/o  ago% 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 


MONEY  MARKET  FUNDS 

5.16 

5.16 

4.95 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 

90-DAY  TREASURY  BILLS 

5.09 

5.14 

5.29 

assuming  a  31%  federal  tax  rate. 

10-yr.  bond 

30-yr.  bond 

6-MONTH  BANK  CDS 

5.17 

5.17 

5.07 

Latest 
week 

Last 
week 

Latest 
week 

Last 
week 

1-YEAR  TREASURY  BILLS 

5.58 

5.57 

5.93 

GENERAL  OBLIGATIONS 

4.66% 

4.67% 

5.24% 

5.25% 

10-YEAR  TREASURY  NOTES 

6.36 

6.33 

6.94 

PERCENT  OF  TREASURIES 

73.24 

73.93 

78.72 

79.59 

30-YEAR  TREASURY  BONDS 

6.66 

6.60 

7.13 

TAXABLE  EQUIVALENT 

6.75 

6.77 

7.59 

7.61 

LONG-TERM  AA  INDUSTRIALS 

7.12 

7.10 

7.66 

INSURED  REVENUE  BONDS 

4.82 

4.82 

5.48 

5.48 

LONG-TERM  BB6  INDUSTRIALS  7.53 

7.47 

8.05 

PERCENT  OF  TREASURIES 

75.76 

76.30 

82.32 

83.08 

LONG-TERM  AA  TELEPHONES 

7.43 

7.36 

7.84 

TAXABLE  EQUIVALENT 

6.99 

6.99 

7.94 

7.94 

:AL  FUNDS 


[iiversilieO  Si*  All  Equity 
52-week  total  return 


EQUITY  FUNDS 
Leaders 

Four-week  total  return 


ilngstar,  Inc. 


Oberweis  Micro-Cap  12.5 

Perritt  Capital  Growth  12.5 

Bridgeway  Ultra-Small  Co.  11.6 

Pasadena  Sm.  &-MidCap  Gr  A  1  l.l 

O'Shaughnessy  Corner  Gr.  1 0.8 

Leaders 

S2-week  total  return  % 

Lexington  Troika  Russia  142.1 

in  Hartford  Cap.  Apprec.  A  92.2 

Fidelity  Select  Electronics  89.9 

Fidelity  Sel.  Energy  Serv.  83.2 

American  Heritage  77.1 


Laggards 

Four-week  total  return  % 

Merrill  Emerging  Tigers  B  -13.5 

Van  Eck  Asia  Intrastr  A  -12.3 

Morgan  Stan.  Asian  Gr.  C  -12.3 

Morg.  Stan.  Instl.  Asia  Eq.  A  -11.5 

Van  Eck  Asia  Dynasty  B  -11.0 

Laggards 

S2-week  total  return  % 

Bull  &  Bear  Gold  Investors  -45.6 

United  Svcs.  Gold  Shares  -43.7 

Morgan  Stan.  Instl.  Gold  A  -41.9 

Midas  -41.7 

Gabelll  Gold  -40.9 


EQUITY  FUND  CATEGORIES 
Leaders 

Four-week  total  return  °o 


Small-cap  Growth 
Small-cap  Blend 
Small-cap  Value 
Technology 
Health 

Leaders 

52-week  total  return 


Financial 
Technology 
Latin  America 
Small-cap  Value 
Mid-cap  Value 


Laggards 

Four-week  total  return 


7.1  Pacrfic/Asia  ex-Japan  -8.2 

6.2  Diversified  Pacific/Asia  -6.6 

5.3  Japan  -5.3 
5.0  Diversrfied  Emerging  Markets  -4.7 
4.5  Precious  Metals  -2.7 


% 


Laggards 

52-week  total  return 


50.5  Precious  Metals  -29.6 

48.4  Japan  -6.1 
42.3  Diversified  Pacific/Asia  1.2 

39.5  Pacific/Asia  ex-Japan  5.4 
38.5  International  Hybrid  14.6 
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Editorials 


A  BENCHMARK  FOR 
IMPROVING  SCHOOLS 

What's  wi-ong  with  benchmarking?  Eveiything,  appar- 
ently, if  it  is  used  in  our  schools.  The  raging  debate  in 
Congress  over  President  Clinton's  plan  to  create  two  stan- 
dardized math  and  reading  exams  pits  Corporate  America 
against  fiinge  elements  of  the  U.  S.  body  politic.  Congressional 
conservatives  worry  about  a  federal  government  takeover  of 
local  schools  that  would  impose  an  alien  cumculum  on  stu- 
dents, while  liberal  legislators  fear  testing  vdll  benefit  sub- 
urban children  to  the  detriment  of  city  kids.  This  doesn't 
make  any  sense  to  chief  executives  who  used  benchmarking 
as  a  tool  to  revitalize  American  industry.  CEOs  such  as  ibm's 
Louis  Gerstner  are  calling  foi'  the  creation  of  voluntary  stan- 
dardized tests  that  parents  anywhere  in  the  country  can  use 
to  see  how  their  children  measure  up  against  national  and  in- 
ternational benchmarks.  Chief  executives  within  the  Busi- 
ness Roundtable  beheve  standardized  tests  can  be  a  tool  to 
improve  employee  skills  for  the  Infonnation  Age.  Republican 
and  Democratic  governors  also  welcome  a  chance  to  choose 
tests  that  allow  them  to  evaluate  their  state's  performance 
vis-a-vis  other  states. 

Efforts  to  hold  schools  accountable  across  the  country  are 
stymied  by  a  lack  of  comparable  data.  Each  state  is  respon- 
sible for  its  own  cuiTiculum  and  its  own  testing.  Standai'dized 
tests  would  simply  gather  data,  establish  a  uniform  base- 
line, and  allow  states  and  localities  to  make  judgments  about 
resoLU'ce  allocation.  Nothing  more. 

To  make  it,  Chnton  should  follow  the  advice  of  Governor 
John  Engler  (R-Mich.)  and  give  the  project  to  the  indepen- 
dent National  Assessment  Goveining  Boai"d.  The  nagb  should 
then  develop  two  simple  exams  measuring  basic  math  and 
reading  skills  by  adopting  one  of  many  such  tests  already  in 
use  by  the  states.  In  the  infonnation  era,  pragmatism,  not 
paranoia,  should  guide  America's  education. 

OPEN  SKIES 

TO  JAPAN  AND  BEYOND 

We've  heard  it  all  before.  Trade  relations  between  the 
U.S.  and  Japan  are  bad  again.  The  U.S.  imposes  a 
$100,000  tithe  on  each  Japanese  container  ship  to  protest 
the  high  cost  of  unloading  American  ships  in  gang-run 
Japanese  ports.  Ti-easury  Secretary  Robert  E.  Rubin  warns 
that  Japan  should  raise  domestic  demand  to  boost  its  anemic 
economic  gi'owth  and  not  rely  solely  on  a  weak  yen  and  ex- 
ports to  America.  After  cars,  insurance,  electronics,  ship- 
ping, chips,  and  telecommunications,  what's  left  to  argue 
about?  How  about  aviation? 

On  the  altar  of  compromise,  the  Clinton  Administration  ap- 
pears poised  to  sacrifice  its  Open  Skies  policy  and  the  prin- 


ciple of  free  trade  in  the  air  by  cutting  a  deal  that  carri 
very  high  cost — restrictions  on  the  ability  of  American 
riers  to  fly  from  Japan  to  the  rich  markets  of  East 
Southeast  Asia.  This  is  one  instance  where  Washing! 
shouldn't  cave  in.  In  the  25  Open  Skies  agi-eements  Wi 
ington  has  signed'  so  far,  all  restrictions  on  flights  between] 
U.S.  and  other  countries  were  lifted.  The  most  competij 
airlines  have  picked  up  market  share.  Since  deregulat! 
U.  S.  carriers  have  tended  to  be  among  the  most  efficie 
the  world,  and  Open  Skies  have  been  gi-eat  for  them.  E  s 
without  Open  Skies,  they  have  done  well  (page  35). 

Under  a  1952  aviation  agi'eement,  Japan  Airlines,  No 
west,  and  United  Airiines  have  the  right  to  fly  the  U.  S. 
Japan  route  and  then  from  Japan  to  the  rest  of  Asia.  To  ' 
thinks  the  1952  agreement  is  unfair  and  wants  to  include 
Nippon  Airways  and  curb  access  by  U.  S.  carriers  to  thi 
crative  Japan-East  Asia  and  Japan-Southeast  Asia  marke 
exchange,  Tokyo  is  willing  to  add  flights  to  Japan  for  D 
Continental,  and  American  Airlines.  Good  deal?  j, 

No  way.  The  solution  is  not  more  regulated  trade  but  t 
trade.  Open  Skies  does  just  that.  A  compromise  deal  woulc  >■ 
a  terrible  precedent,  undermining  the  Open  Skies  a: 
ments  already  signed  as  well  as  ongoing  negotiations  \l 
Britain.  Compromise  also  would  send  the  wrong  signal  to 
mercantilists  in  Beijing  and  the  rest  of  Asia  watching 
Japan  deals  with  the  U.  S.  This  is  one  time  where  the 
should  stand  on  principle — the  principle  of  free  trade. 

YOU  CAN'T  TAKE  THE 
RISK  OUT  OF  REITs 


Real  estate  investment  trusts  are  back.  Slammed  in 
mid-'70s,  battered  in  the  early  '90s,  reits  have  r: 
again,  transformed  this  time  into  investment  vehicles  1 1 
could  have  a  salutaiy  effect  on  the  often  vicious  real  estate 
cle.  The  promise  is  of  a  new  way  to  finance,  value,  and  mar  r 
commercial  and  residential  real  estate  that  could  lead  to  a 
bier  market.  While  the  reits  of  the  1980s  and  early  li 
were  built  on  private  bank  financing,  today's  REITs  get  pu 
financing  via  iPOs.  Permanent  investor  equity,  active  ow  r 
managers,  and  new  accountability  to  public  shareholders 
tinguish  the  new  REITs  from  their  ancestors.  That  is  the  t 
ory,  and  it  makes  sense,  up  to  a  point  (page  78). 

The  woriy  is  that  these  larger,  more  aggi-essive  re  its 
just  attract  a  different  gi'oup  of  suckere  who  buy  in  at  the 
of  a  frothy  market  and  are  left  holding  the  bag  once  the 
evitable  downturn  occurs.  No  one  can  do  away  with  busir 
cycles.  No  one  can  stop  public  markets  from  overshoot: 
And  owner-managers  can  make  the  same  dumb  mistakeifc 
hired  managers. 

With  all  these  caveats,  today's  reits  are  a  welcome  vehSf 
for  individuals  to  participate  in  investments  that  only  the  if 
guys  could  afford  in  yeai's  past.  Now,  if  these  investors  ccjjd 
only  remember  that  large  rewards  are  always  associaiad 
with  big  risks   k 
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Information 
technology  and  comnnuni- 
cations  technology  have  converged. 
cP  Multimedia  (voice,  data,  video,  voice 
mail,  e-mail,  Internet,  Intranets)  can  all  move 
through  the  same  networks.  If  you  can  keep  it  all 
noving  quickly  and  reliably,  it  can  make  your  company 
lot  more  productive,  and  more  profitable.  cP Which  is 
ere  Fujitsu  comes  in.  cpOur  ATM  switching  systems 
iver  multimedia  content  at  warp  speed  across  public 
works  and  enterprise  networks.  Our  Computer 
Bphony  Integration  systems  put  information  in  your 
nds,  whenever  and  wherever  it's  needed.  Our  high- 
eed  SONET  transmission  systems  are  used  by  more 
)cal  exchange  networks  than  any  other.  And  no  one 
has  more  experience  integrating  all  these  technolo- 
gies into  networking  solutions  that  reduce  costs 
and  increase  revenues.  cPSo  when  you're 
ready  to  move  into  the  network  ag( 
just  remember,  Fujitsu  is  ready 
to  take  you  there. 


FUJITSU 


COMPUTERS,  COMMUNICATIONS,  MICROELECTRONICS 
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Beijing  embarkjj 
economic  refori 
sweeping  it  coi 
unleash  the  lad 
wave  of  corpora 
restructuring  tl 
world  has  ever  i 
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AT&T  CREDIT-CHECKS  ITSELF... 


AT&T   HAS   HIRED  OUTSIDE 

legal  counsel  to  examine  its 
policies  toward  bankrupt 
credit-card  consumers.  The 
new  hired  gun  is  a  former 
bankruptcy  judge:  attorney 
Roger  Whelan  of  Shaw 
Pittman  Potts 
&  Trowbridge 
in  WasWngton. 
The  move  fol- 
lows a  BUSI- 
NESS WEEK  ar- 
ticle (Sept.  I'l 


noting  that  the  ^ 
company  may  be 
a  bit  too  quick  to  charge 
down-and-out  holders  of  its 
Universal  card  with  fraud. 

Whelan  will  review  all  as- 
pects of  AT&T  Universal's 
credit-card  suits  to  make 
sure  the  company  is  "consis- 
tent with  bankruptcy  laws," 
savs  Wlielan.  He  will  make  a 


recommendation  based  on  his 
findings.  While  Whelan  has 
been  brought  into  other 
credit  companies  to  review 
their  fraud  suits,  he  says 
there  have  been  none  "at 
this  level." 

Some  doubt, 
however,  wheth- 
er Whelan  is 
really  the  man 
for  the  job. 
Philadelphia- 
based  attorney 
Hemy  Sommer, 
who  frequently  represents 
bankiupt  chents,  says  Whelan 
in  the  past  has  backed  credit 
industry  proposals  in  Con- 
gi'ess  that  "would  have  been 
very  damaging  to  con- 
sumers." Whelan  insists  he's 
unbiased  and  will  be  fair 
when  he  reviews  the  at&t 
situation.         Debra  Sparks 


SILICON  SAGAS 

MOTOROLA  CHARTS 
LIFE  AFTER  APPLE 

IT  HAS  BEEN  A  PAINFUL  TWO 

years  for  Motorola  ('EO 
Christopher  Galvin.  Fierce 
competition  in  cellulai-  phones, 
slower  gi'owth  in  imagers,  and 
a  wi'enching  downturn  in 
semic(jnfluctors  have  left  the 
$28  billion  electronics  giant 
reeling.  Galvin  wasted  no 
time  exiting  the  Mac-compat- 
ible pu  business  Sept.  11,  af- 
ter Apple  Computer  decided 
to  restrict  Macin- 
tosh  cloning. 

So  now  what? 
Motorola  is  re- 
directing ambitions 
for  its  .$7.9  billion 
chip  business.  Hec- 
tor de  J.  Ruiz, 
new  president  of 
the  Semiconductor 
Products  Sector,  is 
i-acing  to  land  Mo- 
torola squarely  in  GALVIN:  ( 


the  systems-on-a-chip  market. 

His  challenge:  turn  Mo- 
torola's thousands  of  specialty 
chips  into  puzzle  pieces  that 
customers  who  make  eveiy- 
thing  from  auto  engines  to 
laser  pi-inters  can  snap  to- 
gether to  perform  various 
functions.  It's  a  tough  mar- 
ket, says  rival  Rick  Marz,  ex- 
ecutive vice-president  at  LSI 
Logic.  "This  isn't  quite  like 
cut,  copy,  and  paste  to  cre- 
ate a  system,"  he  says.  But 
with  Motoi-ola's  chip  opera- 
tions sliding,  Ruiz  has  strong 
iiiciMii i\ I's  to  succeed.  Aver- 
age prices  for  its 
bread-and-butter 
control  chips,  for 
instance,  have  fall- 
en 14%  this  year, 
on  top  of  a  12% 
1996  dip.  And  oth- 
er chips  used  in 
cell  phones  con- 
tracted 10%  last 
year    despite  a 
.30%  mai-ket  jump. 
'Iiip  shift      Gary  McWilliams 


TALK  SHOW  ui  wouldn't  go  on  bended  knee,  and  I  wouldj 
kiss  anything. 5? 

— Form  er  Massachusetts  Governor  William  Weld,  after  Senator 
Jesse  Helms  ( R-N.C.)  blocked  him.  as  Ambassador  to  Mexico 


PROFIT  &  GLOSS 

...AND  POLISHES  UP 
AN  HEIR  APPARENT 

IT  HAS  BEEN  A  WHILE  SINCE 

AT&T  outperformed  the  mar- 
ket. However,  in  the  week 
ended  Sept.  12,  the  stock  of 
the  telecom  giant  surged 
nearly  3  points,  to  42'X(.,  while 
the  Dow  Jones  Industrial  Av- 
erage managed  to  drop  79 
points. 

What's  up?  Ana- 
lysts and  portfolio 
managers  say  that 
AT&T  has  been  sig- 
nalling that  earn- 
ings for  the  third 
quarter  are  likely 
to  land  higher  than 
the  average  Wall 
Street  consensus 
estimate  of  64c  a 
share — probably  hitting  67(Z 
or  68e.  "They're  jawboning 
up  the  numbers,"  says 
Jonathan  Kolle,  portfolio 
manager  at  Wilmington 
Tinst,  a  big  shareholder  at&t 
says  that  it's  simply  confii'm- 


CANDIDATE  Z 


ing  what  it  has  said  in 
past:  The  company  plans 
meet  its  tough  cost-reduci 
targets. 

Wall  Street  tyjjes  say  t 
the  timing  of  all  this  o] 
mistic  talk  is  curious,  at; 
boaixl  meets  over  the  we 
end  of  Sept.  19  to  disc 
chief  executive  candidal 
among  other  things.  V: 
Chairman  John  Zeglis, 
top  internal  candidate, 

have  an  opportui 
^  to  present  his  t( 
^  and  game  plan 
the  board.  An( 
rising  stock  pr 
the  reasoning  g< 
will  bolster 
chances  of  Ze\ 
against  bett 
known  outside 
such  as  Hug] 
Electronics'  C 
chael  Armstrong.  "It  ma 
the  case  for  Zeglis  a  Ir 
easiei',"  says  Michael  Tr 
sky,  senior  vice-president 
Independence  Investment 
sociates,  another  big  A' 
shareholder.    Peter  Elstr 


BILL'S  BUNCH 


SPANISH,  HELL  HE  SPEAKS  JESSE 


THE  WHITE  HOUSE  IS  MOVING 

to  replace  William  Weld  as 
its  nominee  for  Ambassador 
to  Mexico.  On  the  short  list: 
ex-Representative  John 
Bryant  of  Texas. 

The  moderate 
Democrat  may  well 
be  able  to  pass  the 
Jesse  Helms  Test 
flunked  by  the  foi"- 
mer  Massachusetts 
governor.  Wliy?  Be- 
cause during  his  14 
years  in  the  House, 
Bryant  carved  out 
a  reputation  as  a 
tough-on-dnigs  law- 
maker.  That  should  endeai- 
him  to  the  gi-uff  Senate  Foi'- 
eign  Relations  Committee 
chair-man  who  singiehandedly 
killed  Weld's  nomination,  cit- 
ing a  lax  (haig-fighting  record. 
And   unlike  the  patrician 


NOMINEE 


Weld,  Bryant  is  a  blue-co 
populist  who  can  sp^ 
Helms's  language. 

Bryant,  50,  who  left 
House  to  mount  an  uns 
cessful  Senate  bid  in  1£ 
also  is  a  leading 
pert  on  immig 
tion.  And  desf 
his  close  ties  to 
ganized  labor,  he 
fei-vent  supportei 
^  NAFTA   and  ot] 

4^  trade-liberalizat 
^  measures. 

The  biling 
Bryant  Dallas  lawyer  o: 
challenged  an  op 
nent  to  debate  him  in  Sp 
ish.  While  Bryant  has 
been  offei'ed  the  job,  sour 
close  to  the  selection  proc 
say  he  has  friends  "at 
highest  levels"  of  the  Wl 
House.  Richard  S.  Dunh 
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Right  now,  your  dreams  are  bigger  than  your  company.  We  can  change  that. 

You  have  big  dreams  for  your  company.  But  to  make  tliem  happen,  you  need  the  right  solutions.  You  need  a 
way  to  get  your  products  to  market  faster. You  need  to  respond  to  your  customers  more  quickly.  Yoti  need 
to  know  what's  going  on  in  \'our  company  and  you  need  to  know  it  now:  K/3  ' 
software  can  help  you  do  all  that  and  more.  And  Certified  liusmess 
Solutions  (CBS)  from  SAP  is  making  it  easy  for  companies  with 
revenues  up  to  S2(HI  million  to  get  R/3.  C^BS  providers  have 
already  becc~>me  partners  with  many  small-enterprise 
companies.  They've  supplied  them  with  the  sc^ttware, 
hardware  and  support  they  need  to  implement 
and  operate  their  systems.  All  without  interrupting  business  flow. 
CBS  can  help  your  company  catch  up  with  your  dreams. 
To  find  out  how  you  can  work  smarter  and  taster,  call 
1-888-CBS- ISAP  c^r  visit  us  at  www.sap.com/cbs. 


r|       (I  I'lisiiiiss 
~  ii'licic  iiisloiiicr 
SCI  via'  is  anisiiicrcd  a  key 
difjercntiator,  ir  Wiis 
imporiaiil  foi  us  lo  lidir 
a  business  sysieiii  ilhu 
was  capable  of  inatcliiiii; 
the  company's  growth." 
-  NctManagc 
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Certified  Business  Solutions 


Up  Front 


BATTLE  OF  THE  SEXES 


DIVORCE,  NONPROFIT-STYLE 


L  0  R  X  A       W  E  K  D  T ,  THE 

estranged  wife  of  ge  Capital 
Chief  Executive  Gary  Wendt, 
is  going  to  work  no  matter 
what  the  judge  awards 
her  in  the  soon-to-be-an- 
nounced settlement  of  the 
couple's  much-publicized 
divorce  case. 
The  53-year-  ■ 
old  self-styled 
"corporate 
wife"  and 
philanthropist 
plans  to  start, 
initially  fi- 
nance, and  run 
a  nonprofit  or- 
ganization, to 
be  called  the 
Foundation  for  Equality  in 
Marriage. 

Similar  to  her  now-contro- 
versial fight  to  get  a  50-50 
split  of  her  husband's  esti- 
mated $100  million  estate, 
the  foundation  will  promote 
the  notions  that  marriage  is 


THE  UNHAPPY  COUPLE 


a  partnei*ship  between  equals 
and  that  each  spouse's  con- 
tribution, whether  or  not  a 
paycheck  is  involved,  has 
equal  value. 

The  organization,  to  be 
based  in  Stamford,  Conn., 
near  the  Wendt  home  and  ge, 
has  nine  board 
members  so 
far.  including 
Columbia  Uni- 
versity legal 
scholai-  Maltha 
Fineman  and 
University 
of  Wisconsin 
Foundation 
Vice-President 

  Martha  Taylor. 

Although  the  details  are  still 
to  be  worked  out,  possible 
foundation  activities  include 
a  speaker's  bureau  and  a  re- 
search arm.  "I  want  to  make 
sure  other  women  will  benefit 
from  my  e.xperience,"  says 
Lorna  Wendt.  Lisa  Sanders 


DRAWN  &  QUARTERED 


TRENDLETS 

OVER  THE  HILL  AT 
50?  NOPE  

IF  YOU  ARE  A  PROFESSIONAL 

or  manager  over  50,  down- 
sized or  feeling  stuck  in 
your  job,  take  heart.  The 
Chicago  outplacement 
firm  Challenger,  Gray 
&  Christmas  reports 
that   the  median 
search  time  for  exec- 
utive job  seekers  over 
50  has  dropped  tn 
3.13  months  in  tli> 
first  half  of  1997— til.- 
lowest  point  since 
1980.  Indeed,  it  is 
comparable  to  the 
wait-time  for  all 
job  seekers  regard- 
less of  age. 

"Companies  are  placing  a 
premium  on  the  ability  of  job 
seekers  over  50  to  begin  con- 
tributing immediately  with 
little  or  no  training,"  says 
Executive  Vice-President 


John  Challenger.  He  notes 
that  smaller  companies  still 
lacking  managers  with  depth 
of  experience  ai'e  particularly 
active  recniitei's.  And  while  a 
few  years  ago,  these  older 
execs  might  have  faced  a 
cut  in  take-home.  Chal- 
lenger Gray's  survey 
shows  that  salaries  are 
holding  steady.  "There 
might  be  some  differ- 
ence in  items  like 
health  benefits  and 
401(k)s,"  says  Challenger 
"Here,  I  doubt  that 
small  companies  are 
•    able  to  match." 

Pai-  for  the  '90s,  one 
refuge  for  downsized 
fiftysomethings  remains 
consulting  work,  often 
for  their  fonner  employ- 
ers. However,  as  times 
get  better,  says  Chal- 
lenger, consulting  might 
not  be  such  a  wise  move  "im- 
less  there  is  a  strong  possi- 
bihty  of  a  full-time  job  ma- 
terializing." Joshua  Kaufman 


PAPER  PLAYS 

THE  BEST  Ul  STOCK 
PLOPPER  IN  TEXAS 

DO  YOU  EVER  WONDER  WHAT'S 

the  best  method  for  picking  a 
sure-fire  stock?  The  folks  at 
the  Fort  Worth  Star- 
Telegram  have  one  sugges- 
tion, and  it's  strict- 
ly bullish. 

Or  at  least,  long- 
horn  steerish.  The 
four-legged  stock- 
picker    is  named 
Rusty,  and  he's  the 
newspaper's  long- 
time mascot.  Last  RUSTY:  On  target 
December,  Scott 
Fagerstrom,  Sta r-Telegram 
deputy  business  editor,  en- 
listed Rusty  for  a  stock-pick- 
ing contest  that  pitted  the 
1,700-pound  bovine  against 
several  local  analysts.  In  ear- 


THE  BIG  PICTURE 


ly  January,  Rusty  was  place; 
in  a  corral  marked  off  ini 
100  squares,  each  with  tl 
name  of  a  company,  and  wi 
allowed  to  let  the  chips  fq 
where  they  may.  Based  d- 
Rusty's  droppings,  Fagej: 
Strom,  who  wTites  a  week]' 
stock  column,  made  imagj 
nar>'  810,000  investments  ini 
each  of  the  follov 
i  n  g :    C  0  m  p  u  s 
Craftmade,  iiii 
Harken  Energ 
National  Semicoi 
ductor,  Summ! 
Eancshares,  an 
United  Heritage  i 
Cleburne. 

  How  did  Rust] 

fare?  At  the  end  of  Aug'tis^ 
his  portfolio  (up  43%)  hi 
outperfoiTned  both  the  pro 
(up  32%)  and  the  Standaii 
&  Poors  500-stock  index  ( 
23%).  Lisa  Sa 


PRODIGIOUS 
PUDDLE  JUMPERS 

Over  the  past  decade, 
regional  carriers  were 
beneficiaries  of  a 
growing  economy, 
the  overall  increase 
in  business  travel, 
and  the  major  air- 
lines' dismterest 
in  short-haul 
routes. 

DATA:  REGIONAL  AIRLINE  ASSOCIATION 


FOOTNOTES  International  telephone  calls  made  in  1967:  54  MILLION;  in  1997:  3  BILLION 


The  Intel  Pentium  11  processor. 


It"^  the  most  I 
powerful  i — 
Intel  proce>^or 
a\ailable  toda\  and  it  was  designed 
with  both  _\our  current  and  future 
computing  needs  in  mind.  So.  not  onl> 
do  you  get  greater  performance  from 
traditional  busmess  software,  but 


//  works  US  liu/il  as  voit  Jo. 


\ou  also  get  the  power  for  advanced 

applications  like 
^/^^5L     e-commerce  and  \  ideo 
conferencing.  Most 
important.  \ou  get  the 
pentium'H   headroom  \ou  need  to 


maintain  long-term  iinestment 
protection  as  \our  computing 
needs  e\ol\e.  The  new  Pentium '  11 
processor  It  works  as  hard  as  \ou 
do.  To  find  out  more, 
visit  our  Web  site. 


"■  www.intelconVPentium  H 


J    The  Computer  Inside.' 


C  1 W  Inid  Cofporauon      com  fared  to  Pcmhim*  [woccssoc-hjsdnj 
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THE  POWER 

OF  CORPORATE  BOARDS  

As  one  who '  has  consulted  with 
boai'ds  and  reciodted  dii-ectoi*s  for  some 
of  the  countiy's  largest  coi-porations,  I 
read  with  mterest  John  B^Tne's  "The 
CEO  and  the  boai'd"  (Cover  Stoiy,  Sept. ' 
15)  which  focused  on  governance  poKcies 
and  practices  at  H.J.  Heinz  Co.  In  help- 
ing companies  build  top-quality  boai'ds 
and  revise  their  governance  practices 
to  avoid  criticism,  we  have  often  used 
Campbell  Soup  as  an  example  of  a  com- 
pany whose  governance  practices  merit 
emulation. 

The  chail  in  the  article  entitled  "Does 
good  governance  pay?"  presents  the 
stark  contrast  between  the  practices  of 
Campbell  and  Heinz,  suggesting  that 
the  answer  to  the  question  is  a  re- 


PROFITABLE  RECIPE 

Under  Tony  O'ReilhU 
found  "the  [Heinz] 
board  was  unique  in  its 
experience,  wisdom, 
global  perspective,  and 
integrity'.  It  operated  in 
a  totally  open  forum" 


sounding  yes.  It  must  be  noted,  howev- 
er, that  there  are  a  gi-eat  many  factors 
that  ultimately  determine  the  perfor- 
mance of  a  company,  and  it  is  risky  to 
draw  big  conclusions  fi'om  small  sam- 
ples. We  won't  know  if  this  is  the  tip  of 
an  iceberg  until  we  look  beneath  the 
surface. 

Chaiies  H.  King 
Senior  Partner,  Board  Sendees 
Nordeman  Grimm 
New  York 

I  had  the  privilege  of  sening  on  the 
Heinz  board  for  seven  yeai's  (1989-96) 
and  working  for  Anthony  J.  F.  O'Reilly 
for  many  more.  The  boai'd  was  unique 
in  its  experience,  \nsdom,  global  per- 
spective, and  integiity.  It  operated  in 
a  totally  open  fortim  marked  by  debate 


and  \\-ise  counsel.  This  is  one  of  the  p:- 
mary  reasons  why  Tony  O'Reilly  ai 
Heinz  have  produced  an  extraordina- 
22%  annualized  return  to  its  sharehol 
ers  for  20  yeai*s. 

Da\id  W.  Sculli-' 
Managing  Partni^ 
Blackburn  Groii) 
Pittsbur|jt 

AFRAID  OF  POISONS? 
BE  CAREFUL  IN  YOUR  KITCHEN 

You're  right  on  the  money  when  y 
say  that  food  poisoning  is  a  severe  ai^ 
gro\nng  problem  ("Eating  scare' 
News:  Analysis  &  Commentaiy,  Se 
8).  Youi'  stoiy,  however,  focuses  on  tl 
producer  level,  entirely  neglecting 
consumer  level — that  is,  youi"  kitch 
my  kitchen,  and  the  restaurant  kitche 
i^^""^^"  Producei-s  can  do  only 
much — probably  more  th; 
they  ai'e  doing  now — but 
nal  assm-ance  of  food  safe 
relies  on  us  to  cook  foe 
thorouglily  to  kQl  E.  coli 
the  beef,  prevent  cross-co 
tamination  from  othi 
foods,  and  refiigerate  fooi 
promptly  to  prevent  micr 
bial  gi-o\\th. 

Yes,  there  are  son 
things  the  consumer  car 
do — such  as  wash  off  the  Cyclospo 
embedded  in  the  nooks  and  crannies 
the  raspbenies.  Govemment  eyes  a 
supposed  to  be  watcliful  on  our  beha 
But  the  consumer  has  to  take  some  r 
sponsibility,  too. 

MaiihTi  Li 
School  of  Environmental  Heal 
Ryerson  Polytechnic  Universi 
Toron 

MAKING  SURE  AID  TO  RUSSIA 
GOES  WHERE  IT  SHOULD 


"What  happened  to  the  coal  minei 
dollars"  (International  Business,  Sep 
8)  conveys  well  the  difficulty  of  refon 
ing  Russia's  coal  industiy,  but  it  inacc 
rately  presents  the  W'orld  Bank's  rok 

The  bank's  first  coal  loan  has  su 
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Now  when  you  sign  up  with  MCI  you  can  earn  up 
to  8,000  bonus  miles  (or  7  flight  credits)  on  one  of 
seven  major  airlines. 

Then  earn  another  5  miles  for  every  dollar* 
(or  1  flight  credit  for  every  $150)  you  spend  on  a 
variety  of  MCI  services,  including  long  distance  and 
local  toll  calls.  Even  on  MCI  Card®  calls  from 
virtually  anywhere  in  the  world. 

You're  going  to  use  these  services  anyway.  Why 
not  rack  up  the  miles  while  you're  doing  it? 


Pick  up 
the  phone. 

Pick  up 
the  miles. 
Up  to  8,000 

of  them. 


AmericanAirlines' 

Advantage' 


Continental 

OnePass  ml 


A  Delta  Air  Lines 

SkyMiles' 
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HAWAIIAN 

AIRLINES. 


midwest  express 
Airlines 


NORTHWEST 

WorldPerks" 


1-800-FLY-FREE 


Rapid  •  Rewards 


SOimfWESrAlRUNES- 
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lilts.  Other  terms  and  conditions  apply  to  ongoing  mileage  offer  and  bonus  mile  offer, 
line  program  rules  and  conditions  apply.  All  program  rules  and  conditions  apply  Flight 
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Is  this  a  great  time,  or  what?  :  -) 
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SHERATON  CORPORATE  CLUB  ROOM 


i-i' 
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IT'S  EASY  TO  FIND  THE  BUSINESS  CENTER  IN  OUR  HOTEL. 

IT'S  JUST  PAST  THE  BED. 


1  I  If  [hi-  luisincss  tr.iN  e  lcr  \\  In  isc  needs 
i(.\n.h  Kir  Ik-mimiI  the  in-iiiiim  l < iftci-maker, 
we  inlrodLKe  the  Slleralnn  (  orpdlMle 
(  liih  Rodin,  a  work  spaee  (.le\erl\  disguised 
as  sleeping  e|Lidrlers. 

\\  ilh  a  swivel  desk  ehair.  a  tax/pnnter/ 


eopier,  and  a  tlesk  Limp  with  nutlets  for 
\  I  Hir  Lipti  ip,  \  oLi'l  I  he  ahle  tn  earrv  lui  t 
the  cnrpnrate  mission  m  total  eomtort. 
And  heeaiise  we  otter  ATiS;T  I  <>ng  I  )istanee 
Serviee,  von  can  use  \our  CALL  ATT 
Calling  Card  to  keep  in  touch  hai.  k  home. 


Sheraton 

HOTELS  &  RESORTS 

TTT 

It  voLi'd  like  to  ortler  a  card,  call 
I  800  CALL  ATT  lo  request  a  Sheraton 
Corporate  Club  Room  on  \our  next 
stav ,  call  V  our  tra\  el  planner  or 
1-800-325-3535.  l  or  on-line  reserv  ations, 
V  isit  us  at  vv  w  w. sheraton.com. 


AT&T 


I  he  WH  (  \;/.  \  /  /  '  iillimi  (  ani 

llhlilL'S  I'lJ.MlT 

and  simpler  lluin  ever  hi'line 

I'ai  licipalitif;  Slicraton 
Hotels  &  Resorts 

Alabama 

Sheraton  Binninyham 
eratnn  Perimeter  Park  Siiuth/Birniint;ham 

Alaska 

Sheraton  Anchorage 

Arizona 

Sheraton  Crescent/Phoenix 

California 

Industry  Hills  Sheraton 
leraton  Fisherman's  Wharf/San  Francisco 
Sheraton  Gateway/Los  Angeles  Airport 

Colorado 

Sheraton  Colorado  Springs 

Washington,  D.C.,  area 

Sheraton  Suites  Alexandria 

Delaware 

Sheraton  Suite.  Wilmington 

Florida 

Sheraton  Suites  Plantation/ 
Ft.  Lauderdale 

Illinois 

Sheraton  Chicago  Hotel  &.  Towers 
Iheraton  Gateway  Suites  O'Hare  Airport/ 
Chicago 

Maryland 

Sheraton  Inner  Harhor/Baltimore 

Massachusetts 

^'  Sheraton  Boston 

Sheraton  Commander/Cambridge 
Sheraton  Springfield 

New  Jersey 

Sheraton  Tara  Parsippany 
Sheraton  Woodbndge  Place 

New  York 

Sheraton  Manhattan 
Sheraton  New  York 
Sheraton  Russell/Park  Avenue 


Ohio 

Sheraton  Airport/Cleveland 
Sheraton  Suites  Columbus 

Pennsylvania 

Sheraton  Society  Hill/Philadelphia 

Washington 

Sheraton  Seattle 

CANADA 
Alberta 

Sheraton  Cavalier/Calgary 

Ontario 

Sheraton  Centre  Toronto 
Sheraton  Gateway  Toronto  Airport 
Sheraton  Toronto  North 

Quebec 

Le  Centre  Sheraton/Montreal 


Readers  Report 


CORRECTIONS  &  CLARIFICATIONS 

in  the  table  of  30  leading  companies 
accompanying  "Work  and  family"  (Special 
Report,  Sept.  15),  Edward  D.  Jones  should 
have  been  identified  as  a  brokerage,  not  an 
insurer. 


ported  reforms  in  three  key  areas:  (1) 
restructuring  coal  subsidies  toward  ex- 
penditures that  will  support  structural 
change  and  address  social  problems — 
such  as  payment  for  closure  of  uneco- 
nomic mines,  severance  pay,  retraining, 
job-creation  programs,  and  emergency 
housing  maintenance;  (2)  reducing  inef- 
ficient subsidies  for  operating  costs  and 
investments;  and  (3)  restnictunng  own- 
ership toward  a  private-sector  competi- 
tive industry. 

The  proceeds  of  our  loan  were  made 
available  to  Russia's  general  budget  and 
were  not  earmarked  for  specific  expen- 
ditures in  the  coal  sector  It  is  vvrong  to 
suggest  that  any  funding  from  the  loan 
has  been  lost. 

This  is  not  to  suggest  that  we  are 
unconcerned  about  the  proper  use  of 
the  government  resources  flowing  to 
the  coal  sector.  Although  progress  has 
been  made,  you  are  right  to  point  out 
that  weaknesses  remain  in  the  systems 
for  ensuring  that  government  funding 
for  the  coal  industry  reaches  the  in- 
tended destinations — a  problem  that  is 
most  acute  for  money  channeled  through 
RosUgol. 

We  are,  therefore,  currently  dis- 
cussing with  the  government  new  mech- 
anisms that  it  could  create  to  ensure 
that  its  budget  resources  are  used  for 
the  intended  purposes. 

Michael  Carter 
World  Bank 
Washington 

THE  POOR  PAY  A  HIGH  PRICE 
FOR  ECONOMIC  DEVELOPMENT 

I  am  smpiised  that  the  World  Bank's 
chmate-change  chief,  Charles  Feinstein, 
defends  the  bank's  spending  most  of  its 
energy  budget  on  fossil  fuels — largely  to 
provide  power  to  heavy  industry.  Fein- 
stein makes  the  dubious  claim  that  the 
link  between  energy  development  and 
economic  improvement  is  "undeniable" 
("The  World  Bank's  sooty  trade-off,"  Up 
Front,  Sept.  8). 

Unfortunately  for  the  poorest  people 
in  Indian  villages  such  as  Talcher,  the 
only  "undeniable"  change  they  see  after 
the  bank  finances  coal  mines  and  burn- 
ers is  black  rivers,  dead  fish,  poisoned 


cattle,  vdlting  crops,  and,  for  many,  gap- 
ing excavations  where  their  homes  iised 
to  be. 

This  is  economic  improvement?  For 
whom?  And  at  what  cost? 

Daphne  Wysham 
Institute  for  Policy  Studies 
Washington 

LET  EMPLOYEES 

DO  IT  THEIR  WAY  

I  was  paiticularly  stnick  by  the  com- 
ment that  the  workplace  needs  to 
change  so  that  employers  will  judge 
workers  by  their  ability  to  get  the  job 
done — no  matter  where  they  put  their 
time  in  ("Maybe  working  women  can't 
have  it  all,"  Books,  Sept.  15).  Wliile  this 
is  perhaps  an  ideal  goal,  most  places 
still  expect  things  to  be  done  a  certain 
way.  This  negatively  affects  productivi- 
ty, however.  Capitalizing  on  employees' 
preferences  helps  to  increase  produc- 
tivity. Business  needs  to  start  treating 
employees  hke  real  people. 

Jim  Woodford 
Springboro,  Ohio 

A  DOUBLE  STANDARD 

ON  WORK  AND  FAMILY  

Thank  you  for  your  excellent  report 
on  the  double  standard  practiced  by 
some  companies  ("Work  and  family," 
Special  Report,  Sept.  15).  Working  for  a 
small  company,  I  see  the  double  stan- 
dard every  day.  Officially,  the  company 
supports  family  time.  In  reality,  it  dis- 
Ukes  anything  that  interferes  with  com- 
pany business.  Heaven  forbid  a  men- 
tion of  the  need  to  spend  time  with 
family. 

Bnan  Napoli 
New  York 

DESTROYING 

ASIA'S  PAST  

Your  travel  feature  "Rediscovering 
old  Asia"  (Personal  Business,  Sept.  15) 
is  timely.  I  went  to  Shanghai  in  June  to 
paint  and  to  wander  round  the  old  city, 
whose  lozenge  shape  follows  the  rwte  of 
the  walls  that  were  erected  in  the  mid- 
16th  century  to  ward  off  Japanese  pi- 
rates. I  became  sickened  by  the  sight  of 
a  Chinese  character  daubed  each  day 
on  more  dwellings:  It  meant  those  hous- 
es were  destined  to  be  pulled  down  the 
next  day — including  all  their  arcliitec- 
tural  detail,  such  as  carved  archways 
and  balconies. 

Buildings  that  had  seen  the  Opium 
Wars,  the  Taipeng  Rebellion,  the  rise 
of  Chiang  Kai-shek,  his  escape  to  Tai- 
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OVER  SEVEN  MILLION  OUT  THERE.  Forget  about  that  old  floppy  drive.  Zip  drives  are 
everywhere;  at  home,  in  schools,  and  at  the  office.  In  fact,  they're  the  perfect  comptement  to  the  enhanced 
audio  and  visual  capability  of  today's  MMX"  technology-based  systems.  And  with  so  many  Zip  drives  out 
there,  it's  more  than  just  compatible,  it's  universal. 

BECAUSE     it's     YOUR  STUFF. 

C1997  lomeQa  Corporation  Iomega  arK)  the  lorr)e9a  >ego  are  registered  irademartis.  arxl  Z\;>  and  'Because  It  s  Your  Stutt'  are  traderrvarks  o(  lorT>ega  Corporation.  MMX  is  a  trademant  ol 
''^te'  Corporation  AN  oltver  (radetriarks  are  ttie  property  ot  ttteir  respective  r>olders  Prices  tisted  are  es^^^aIed  street  prices  Actual  prices  may  vary.  Zip  ts  compattta  with  Windows*  95.  3.1, 
'  DCS.  OS/^.  ar>o  Mac  OS  Up  lo  20  tHTtes  taster  usmg  the  SCSI  or  IDE  models,  up  to  5  times  taster  usir>g  tr>e  parallel  port  rrxxlel. 


I 


NEW,  LOWER  PRICE. 

Visit  your  local  retail  store 

or  corporate  reseller, 
or  you  can  even  see  us  at: 
www.iomega.com 


TONS  OF  STORAGE  SPA!. 

Increase  your  storage  space - 
100MB  at  a  time  for  as  low  a 
$12.95  per  disk  after  rebate. 

Perfect  for  storing 
and  running  your  whole  office 


COMPLETE  PORTABILir. 

The  Zip""  drive  and  Zip  disks  i 
small,  lightweight,  and  rugge 
Which  means  you  can  take  w((| 
home,  on  the  road,  or  anywhe.'l 
else  you  need  to  go. 


FAST,  EASY  BACKUl 

Hooks  up  fast  to  your  PC  or 
And,  at  up  to  20  times  faster 
that  old  floppy  drive,  it's  gi 
for  making  copies  of  everytht. 
So  the  next  time  your  compii 
spazzes  out,  you  won't 


II  . 

i 

I' 


Iomega 


(Digital  Briefcase) 


Iomega  100MB  Zip"  disks  give  you  the  capacity  to  carry  more. 
Learn  more  about  Iomega  Zip  drives  and  disks  at;  www.iomega.com/ZipIdeas 
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THE  BUSINESS  WEEK  BEST-SELLER  LIST 


HARDCOVER  BUSINESS  BOOKS 


1  THE  MILLIONAIRE  NEXT  DOOR  by  Thomas  J.  Stanley,  PhD, 
and  Wilham  D.  Danko,  PhD  (Longstreet  Press  •  $22)  The 
penny-pinchers  shah  inherit  the  earth. 

2  WALL  STREET  MONEY  MACHINE  by  Wade  B.  Cook 
(Lighthouse  Pubhshing  •  $24.95)  A  former  cab  driver's 

formulas  for  striking  it  rich. 

3  STOCK  MARKET  MIRACLES  by  Wade  B.  Cook  (Lighthouse 
Pubhshing  •  $24.95)  Investing  fundamentals — and 
infomercials  for  the  author's  many  wares. 

4  THE  DILBERT  FUTURE  by  Scott  Adams  (HarperBusiness  • 
$25)  Prognostication  from  the  prolific  cartoonist. 

5  SUCCESS  IS  A  CHOICE  by  Rick  Pitino  with  Bill  Reynolds 
(Broadway  •  $25)  Coach  says  work  harder,  harder! 

6  SELLING  THE  INVISIBLE  by  Harry  Beckwith  (Warner  •  $15) 
A  collection  of  bite-size  lessons  on  marketing. 

7  DANGEROUS  COMPANY  by  James  O'Shea  and  Charles 
Madigan  (Times  Business  •  $27.50)  A  scathing  portrait  of 
the  consulting  business. 

8  THE  9  STEPS  TO  FINANCIAL  FREEDOM  by  Suze  Orman 
(Crown  •  $23)  Practical  and  "spiritual"  steps  for  handling 
money,  by  a  Self  magazine  writer 

9  DIG  YOUR  WELL  BEFORE  YOU'RE  THIRSTY  by  Harvey 
Mackay  (Currency  •  $24.95)  How  to  build  and  maintain  a 
personal  network,  by  a  syndicated  columnist. 

10  AGAINST  THE  GODS  by  Peter  L.  Bernstein  (Wiley  •  $27.95) 
Risk  management  in  the  making  of  the  modern  world. 

11  INSIDE  THE  TORNADO  by  Geoffrey  A.  Moore  (HarperBusi- 
ness •  $25)  Lore  on  marketing  mined  from  Silicon  Valley. 

12  FINANCIAL  PEACE  by  Dave  Ramsey  (Viking  •  $21.95) 
Getting  out  of  debt — for  good. 

13  BEAR  MARKET  BALONEY  by  Wade  B.  Cook  (Lighthouse  Pub- 
lishing •  $22.95)  Fear  not,  for  the  grizzlies  aren't  coming. 

14  ALL  I  REALLY  NEED  TO  KNOW  IN  BUSINESS  I  LEARNED 
AT  MICROSOFT  by  Julie  Bick  (Pocket  Books  •  $16)  Rules  for 
managers  and  those  who  want  to  climb  the  ladder. 

15  ONLY  THE  PARANOID  SURVIVE  by  Andrew  S.  Grove 
(Currency  •  $27.50)  Intel's  CEO  describes  how  to  turn  crises 
into  opportunities. 
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THE  SEVEN  HABITS  OF  HIGHLY  EFFECTIVE  PEOPLE 

by  Stephen  R.  Covey  (Fireside  •  $12)  Habitually  popular. 

THE  MOTLEY  FOOL  INVESTMENT  GUIDE  by  David  and  Tom 
Gardner  (Fireside  •  $12)  The  online  investment  duo  puts  it 
on  paper. 

THE  DILBERT  PRINCIPLE  by  Scott  Adams  (HarperBusiness 
$11.95)  The  revenge  of  the  cubicle  dwellers. 

THE  WALL  STREET  JOURNAL  GUIDE  TO  UNDERSTANDING 
MONEY  AND  INVESTING  by  Kenneth  M.  Morris  and  Alan  M. 
Siegel  (Fireside  •  $13.95)  Brief  explanations  plus  graphics. 
BUILT  TO  LAST  by  James  C.  Collins  and  Jerry  I.  Porras 
(HarperBusiness  •  $14)  How  3M.  Wal-Mart,  Procter  & 
Gamble,  and  others  became  standouts. 
THE  1997  WHAT  COLOR  IS  YOUR  PARACHUTE?  by 
Richard  Nelson  Bolles  (Ten  Speed  Press  •  $16.95)  The 
enduring  job-search  bible. 

1001  WAYS  TO  ENERGIZE  EMPLOYEES  by  Bob  Nelson 
(Workman  •  $10.95)  From  morale-buildmg  to  job-enrichment^ 

BARRON'S  DICTIONARY  OF  FINANCE  AND  INVESTMENT 
TERMS  by  John  Downes  and  Jordan  Elliot  Goodman 
(Barron's  •  $1 1.95)  What  is  an  oligopsony  anyway? 
FIRST  THINGS  FIRST  by  Stephen  R.  Covey,  A.  Roger 
Merrill,  and  Rebecca  R.  Merrill  (Fireside  •  $14)  Managing 
your  time  by  balancing  your  life. 

THE  BEARDSTOWN  LADIES'  COMMON-SENSE 
INVESTMENT  GUIDE  by  the  Beardstown  Ladies'  Investment 
Club  with  Leslie  Whitaker  (Hyperion  •  $10.95)  Recipes  for 
four-bean  salad,  five-hour  stew — and  23%  returns. 

INVESTING  FOR  DUMMIES  by  Eric  Tyson,  MBA  (IDG  Books 
$19.95)  From  stocks  to  small  business-with  cartoons,  too. 

12  THE  ONE  MINUTE  MANAGER  by  Kenneth  Blanchard  PhD 
and  Spencer  Johnson  M.D.  (Berkley  •  $10.95)  Three  man- 
agement techniques,  conveyed  in  brief  story  form. 

13  1001  WAYS  TO  REWARD  EMPLOYEES  by  Bob  Nelson  (Work 
man  •  $10.95)  Give  them  a  champagne  brunch,  a 
casual-dress  day — or  plain  old  cash. 

14  GETTING  TO  YES  by  Roger  Fisher,  William  Ury,  and  Bruce 
Patton  (Penguin  •  $11.95)  A  Harvard  team's  step-by-step 
guide  to  conflict  resolution. 

YOUR  MONEY  OR  YOUR  LIFE  by  Joe  Dominguez  and  Vicki 
Robin  (Penguin  •  $11.95)  To  achieve  financial  indepen- 
dence, restructure  your  life. 
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BUSINESS  week's  Best-Seller  List  is  based  on  a  survey  of  chain  and  independent  booksellers  that  carry  a  broad  selection  of  books  on  economics 
management,  sales  and  marketing,  small  business,  investing,  personal  finance,  and  careers.  Well  over  1,000  retail  outlets  nationwide  are  repre 
sented.  Current  rankings  are  based  on  a  weighted  analysis  of  unit  sales  in  August. 

Reviews  and  more  are  available  on  www.businessweek.com.  Click  on  BW  Plus! 
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RULES  WERE  MADE  TO  BE  BROKEN,  RIGHT' 

With  an  axiom  for  about  every  IV2  of 
its  150  pages,  Julie  Bick's  All  I  Really  Need  to  Know  in  Busi- 
ness 1  Learned  at  Microsoft  gives  rulebreakers  lots  of  options. 
The  volume,  with  a  canonical  voice  that  today  ranks  some- 
where near  that  of  the  book  of  Exodus,  is  No.  14  on  this 
month's  hardcover  best-seller  list. 

Bick  IS  a  Wharton  mba  who  "set  out  to  make  Microsoft  my 
classroom"  when  she  began  work  there  in  1990.  Her  precepts 
are  grouped  by  topics  that  range  from  how  to  run  a  business 
to  how  to  be  a  boss  to  how  to  manage  your  career.  Examples? 
"Eat  your  own  dog  food,  but  don't  believe  your  own  press  re- 
leases," she  says — i.e.,  test  your  products  and  don't  believe 


the  hype.  "If  you're  going  to  drop  the  ball,  arrange  for  som 
one  to  catch  it."  A  good  boss  produces  "no  surprises  at  revi( 
time."  Employment-seekers  should  remember  that  "som 
times  the  frog  job  can  make  you  a  prince." 

An  easy-to-read  format  encourages  browsing,  and,  to  spi 
things  up,  Bick  reproduces  lots  of  E-mail  authored  by  Micros( 
office  wags.  This  is  a  good  approach  in  a  work  whose  advi 
often  seems  familiar:  Let  people  fail  with  impunity,  she  say 
since  this  will  encourage  risk-takmg.  Tailor  your  message 
your  customer.  Examine  your  mistakes.  Stay  small. 

Wisdom  for  the  ages — or  justification  for  mischievous  rul 
breakers?  You  decide. 

BY  HARDY  GREE 
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This  is  our  chance  to  impress  you,  icith  uolhiug  short  of  hixury.  From  the  moment  you  check  in  youll  experience 
it,  in  special  services  like  priority  baggage  handling.  In  spacious  cabins,  zvilh  comfori-designeJ  recluiers  thai  take 
full  advantage  of  our  superior  leg  room.  In  gourmet  menu  selections  served  on  board,  or  at  our  Constellatuni  (Jlub 
buffet  at  JFK.  On  Trans  World  One',  you  II  enjoy  these  luxuries  in  our  76  7s  all  the  zvay  across  the  Atlantic. 
All  for  a  business-class  fare.  Or  you  can  enjoy  a  modified  version  of  this  comfort  to  Lisbon  and  Barcelona. 
For  reservations,  call  your  travel  agent  or  TWA'  at  1-800-892-4141.  I  'isit  us  ^'^V'^l^l^^^l^ 
online  at  ivzviv. tiva.com  WE  WANT  TO  BE  YOUR  AIRLINE:  JF  WW^^ 
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Books 


BEFORE  THE  BEGINNING 
Our  Universe  and  Others 

By  Martin  Rees 

Addison-Wesley  •  291pp  •  $25 


A  DOWN-TO-EARTH 
GUIDE  TO  THE  COSMOS 


How's  this  for  the  ultimate  cata- 
strophe? Two-thirds  of  the  way 
through  his  new  book  on  the 
origins  of  stars,  galaxies,  and  the  uni- 
verse, Sir  Martin  Rees  raises  the  star- 
tling possibihty  that  physicists  could  de- 
stroy the  cosmos.  The  idea  goes  like 
this:  Reseai'chers  ai-e  building  ever  more 
powei^ful  particle  accelerators,  intended 
to  produce  collisions  of  subatomic  parti- 
cles to  probe  the  deepest  mysteries  of 
matter.  A  jolt  of  energy  from  one  of 
those  colhsions  might  touch  off  a  dra- 
matic "phase  ti'ansition"  in  a  tiny  spot  in 
space.  That  could  create  a  "bubble"  that 
would  "expand  at  the  speed  of 
hght . . .  until  it  engulfed  our  entire  uni- 
verse," writes  Rees,  Britain's  As- 
tronomer Royal  and  a  longtime  Cam- 
bridge University  cosmologist.  So,  Rees 
wonders,  "is  there  a  risk  that  the  next 
generation  of  machines  could  inadver- 
tently tear  the  fabric  of  space?" 

Fortimately,  Rees  goes  on  to  describe 
how  his  calculations  have  proved  that 
the  risk — if  it  exists  at  all — must  be 
small.  But  it's  just  one  of  many  provoca- 
tive ideas  in  Before  the  Beginniyig, 
Rees's  exploration  of  our  beautiful  and 
bizan-e  universe.  With  a  hint  of  chy  hu- 
mor, a  knack  for  apt  desciiptions,  and  a 
reft-eshing  candor  about  the  limitations 
of  science,  the  Cambridge  don  proves  an 
engaging  guide.  For  instance,  he  cap- 
tures the  romance  of  the  quest  with 
this  quote  from  Belgian  priest  and  sci- 
entist Georges  Lemaitre:  "Standing  on  a 
well-chilled  cinder,  we  see  the  fading  of 
the  suns,  and  tiy  to  recall  the  vanished 
brilliance  of  the  origin  of  the  worlds." 

Rees  first  takes  us  on  a  trip  through 
the  most  important  discoveries  about 
the  stars.  He  states  that  "astronomy 
was  the  fii'st  'professional'  science."  In- 
deed, as  far  back  as  the  16th  centui-y, 
astronomer  "Tvcho  Brahe's  project  to 
map  the  stars  was  bankrolled  so  lav- 
ishly by  the  Danish  monarch  that  he 


could  build  a  cathedi'al-hke  observato- 
ry... on  the  island  of  Hven."  But  it 
wasn't  until  this  century  that  scientists 
figiu-ed  out  that  the  elements  that  make 
up  the  earth — and  that  make  life  possi- 
ble— were  forged  in  fiery  explosions  of 
ancient  stars.  As  Rees  puts  it:  "We  are 
Stardust — the  ashes  of  long-dead  stars." 

The  supernovas  that  created  the 
building  blocks  of  our  world  aren't  the 
only  strange  denizens  of  the  cosmos, 
however.  There  are  still-mysterious 
quasars  and  incredibly  dense  neutron 
stars,  whose  gravity  is  so 
strong  "that  more  energy 
would  be  expended  in 
cUmbing  a  milhmeter  moun- 
tain on  a  neutron  star  than 
in  escaping  completely  fi'om 
the  Earth,"  Rees  writes. 
Interestingly,  scientists 
have  rarely  been  able  to 
predict  what  they'll  find 
next.  He  admits  that  "most 
discoveries  have  surprised 
theorists,  and  initially  per- 
plexed them." 

That  hasn't  fazed  the  theorists, 
though.  Rees  wiyly  cites  the  observa- 
tion of  physicist  Lev  Landau  that  cos- 
mologists  are  "often  in  eiTor  but  never 
in  doubt."  And  now,  physicists'  theories 
predict  even  more  bizan-e  phenomena, 
things  such  as  unthinkably  heavy  black 
holes  smaller  than  a  single  atom  or  mag- 
netic monopoles,  whose  cores  would  "be 
a  tiny  sample  of  what  the  universe  was 
Uke  when  it  was  ICH''  seconds  old,"  Rees 
wiites.  Or  how  about  cosmic  strings? 
They  are  "thinner  than  an  atomic  nu- 
cleus but  so  heavy  that  their  gravity 
could  have  triggered  galaxy  fomiation." 
What's  more,  a  person  or  object  hit  by 
such  a  string  would  suffer  a  giim  fate. 
Its  "two  halves  [would  be]  squashed 
into  each  other  at  supersonic  speed," 
the  book  wams. 

Fortunately,  that  doesn't  seem  to 


Martin  Rees 


Before  the 

Beginning 


happen  very  often.  In  fact,  many 
these  exotic  cosmic  beasts  might  n 
even  exist.  Rees  admits  that  humani 
is  far  short  of  understanding  the  ui 
verse  and  its  origins.  For  instance, 
points  out  that  "to  oiu'  embarrassmei 
90  percent  of  every  galaxy  is  una 
counted  for."  That's  because  all  the  o 
servable  stars  make  up  only  some  10 
of  the  amount  of  mass  that  scientis 
believe  must  exist.  So  what  is  this  mji 
terious  "dark  matter"?  Scientists  ha' 
fingered  everything  fi-om  dark  neutn 
stars  or  black  holes  to  tiny  partial 
called  neutrinos.  Rees  favors  the  n 
tion  of  exotic  particles,  rather  than  o 
dinary  atoms.  But  don't  take  the  wo: 
of  any  scientist  as  gospel,  he  cautior 
"Journalists  sometimes  need  to  asse 
scientists'  claims  with  as  much  skep^ 
cism  as  they  customarily  bring  to  tho; 
of  politicians,"  he  wiites. 

Of  coiu"se,  this  doesn't  stop  Rees  fro 
pushing  his  o\\ti  provocative  claim — ^th 
our  universe  may  be  only  one  of  man 
Many  black  holes,  for 
stance,  may  spawn  entire 
new  universes.  As  a  resu 
"countless  others  may  exi 
in  which  the  laws  are  diffe 
ent,"  Rees  writes.  "This  ne 
concept  is,  potentially, 
drastic  an  enlargement 
our  cosmic  perspective 
the  shift  fi"om  pre-Copen 
can  ideas  to  the  realizatici 
that  the  Earth  is  orbitingr 
typical  star  on  the  edge  | 
tile  Milky  Way."  I  wish  th; 
Rees  had  explored  the  profound  imp! 
cations  of  this  idea,  but  perhaps  he  wi 
right  to  steer  clear.  As  he  observe 
"scientists'  incursions  into  theology 
philosophy  can  be  embarrassingly  nah 
or  dogmatic." 

Remember  A  Brief  History  of  Tim 
the  1988  best-seller  from  Rees's  famoi 
colleague  Stephen  Hawking?  Mar 
bought  it,  but  few  read  it.  Rees's  boo 
by  contrast,  is  one  that  even  the  co 
mologically  illiterate  will  be  able  to  ui 
derstand.  It  may  not  measure  up 
the  best  tome  on  cosmology:  journali; 
Dennis  Overbye's  wonderful  Lonet 
Hearts  of  the  Cosmos.  But  it  can  li 
your  mind  from  its  mundane  worri( 
to  contemplation  of  the  deepest  my 
teries  of  our  existence. 

BY  JOHN  CARE 
Carey  covers  science  from  Washington 


REES  PUSHES  HIS  OWN  PROVOCATIVE  CLAIM— 
THAT  OUR  UNIVERSE  MAY  BE  ONLY  ONE  OF  MANY 


'echnology  &  You 


STEPHEN  H.  WILDSTROM 


O  S  AND  DONTS 
F  CYBERBANKING 


3urity  is  much 
proved,  but  a  few 
art  steps  will  make 
1  less  vulnerable 


"sing  credit  cards  to 
make  online  purchas- 
es makes  people  ner- 
s.  Doing  banking  online 
[68  people  really  nervous, 
ying  from  the  questions  I 
from  readers.  With  a 
idy  stream  of  publicity 
ut  the  security  problems 
omputer  networks,  it's  not 
i  to  see  why.  But  I've  ai- 
rs followed  a  sim- 
rule  about  assess- 
the  dangers: 
iks  have  a  lot  more 
isk  than  their  cus- 
lers,  so  if  it's  safe 
ugh  for  them,  it's 
i  enough  for  us. 
'ederal  law  gener- 
Umits  a  cardhold- 
liability  for  fraud- 
it  use  of  a  lost  or 
en  credit  card — or 
i  number — to  $50. 
;  rules  covering 
it  cards  are  more 
ipUcated,  but  Visa 
MasterCard  have 
iintarily  accepted 
same  limit  for 
se  cards. 

:URITY   HOLES.  If 

ir  bank  is  serious 
lut   online   banking,  it 
uld  be  willing  to  guaran- 

it  will  cover  any  losses 
TOur  account  from  a  break- 
)y  a  cyber  thief.  In  short, 

risk  of  online  banking  is 
re  to  your  privacy  than 
ir  money. 

ianks  have  taken  two  ap- 
aches to  online  services, 
ne.  such  as  Citibank,  give 
I  special  software  that  lets 
1  dial  directly  into  the 


bank's  system.  Others,  such 
as  Wells  Fargo,  let  you  bank 
over  the  Internet.  Most 
banks  are  moving  toward  the 
Wells  Fargo  approach. 

In  theory,  the  dial-up  ap- 
proach is  more  secure.  Tele- 
phone lines,  unlike  the  Inter- 
net, are  generally  safe  from 
snooping.  And  custom  soft- 
ware means  that  these  sys- 
tems aren't  vulnerable  to  the 
secuiity  holes  that  keep  crop- 
ping up  in  Web  browsers,  al- 
though dial-up  systems  are 
open  to  mistakes  by  the 
banks'  own  programmers. 


in  Microsoft  Internet  Explor- 
er. Encryption  gives  Internet 
transactions  reasonable  pro- 
tection from  prying  eyes.  And 
good  software  doesn't  store 
unencrypted  passwords  or 
other  sensitive  information 
even  on  your  own  hai'd  disk, 
where  it  could  be  exposed  to 
prying  eyes  by  a  poorly  de- 
signed browser.  (For  a  thor- 
ough but  nontechnical  dis- 
cussion of  security  issues  in 
Internet  banking,  check  out 
Wells  Fargo's  Web  site  at 
wellsfargo.com/nav/security.) 

Most  online  banking  ser- 
vices allow  you  to  check  yom* 
balance,  find  out  if  checks 
have  cleared,  transfer  funds 
among  accounts,  and  down- 
load transaction  records  into 
Intuit's  Quicken  or  Microsoft 
Money.  Many  of  the  services 
will  let  you  pay  bills  elec- 
tronically, usually  for  a 
monthly  fee,  and  many  allow 
you  to  pay  all  your  bills  on- 


HOW  TO  KEEP 
YOUR  ONLINE 
RISK  LOW 


^  Choose  a  password  made 
up  of  capital  and  lowercase 
letters  and  numbers. 

►  Never  give  your  password 
or  PIN  to  anyone. 

^  If  you  must  write  your 
password  down,  keep  it 
somewhere  safe,  like  a  locked 
drawer,  and  don't  write  down 


that  many  banks  will  cover 
any  losses  if  someone  breaks 
in.  At  Wells  Fargo,  "if  some- 
one drains  your  account 
through  no  fault  of  yom-  own, 
the  bank  will  step  up  to 
that,"  says  Executive  Vice- 
President  Dudley  M.  Nigg. 
That  means  don't  broadcast 
your  password  and  expect  to 
be  protected. 

Indeed,  passwords  and 
PINS  are  the  weak  points 
in  all  online-banking  systems, 
and  a  few  simple  precautions 
can  work  wonders.  Don't 
choose  obvious  passwords, 
such  as  your  birth  date.  The 
best  are  random  strings 
of  characters.  And  don't 
write  it  in  a  place  where 
the  wrong  person  is  likely  to 
find  it. 

CARD  SMARTS.  New  tech- 
nologies will  eventually  make 
passwords  obsolete — and  on- 
Une  banking  and  other  trans- 
actions much  safer.  On  the 
horizon:  the  smart 
card,  a  plastic  card 
with  embedded  micro- 
circuits.  Slipping  yoiu' 
smart  card  into  a 
reader  in  your  com- 
puter, together  with  a 
password,  gives  a 
much  higher  level  of 
security  than  a  pass- 
word alone. 

Soon  there  will  be 


l^A^ll'l^-  P.^^!^°['^_    l^I-   additional  advantages. 


This  may  be  a  distinction 
vdthout  a  difference.  All  fi- 
nancial information  that  you 
exchange  with  your  bank, 
including  account  numbers 
and  passwords,  is  enciypted 
before  it  goes  out  on  a  phone 
line  or  the  Internet.  Browsei"s 
indicate  that  they  are  in  se- 
cure, encrypted  mode  by  dis- 
playing a  lock  icon,  in  the 
lower  left  comer  in  Netscape 
Navigator  and  the  lower  right 


>  Keep  your  software  current 
Download  browser  security 
updates  when  offered. 

>  Monitor  your  accounts  for 
suspicious  activity. 

>  Choose  a  bank  that  will 
cover  losses  from  cyber 
break-ins. 

line,  even  if  the  bank  has  to 
send  out  a  check  itself.  Some 
banks  also  provide  for  the 
purchase  of  stocks  or  mutual 
funds  through  affihated  secu- 
rities dealers. 

The  nature  of  these  trans- 
actions provides  protection. 
You  certainly  don't  want  a 
stranger  who  gains  access  to 
your  account  riffling  thi'ough 
your  online  check  stubs,  but 
it's  some  comfort  to  know 


VeriFone,  a  Hewlett- 
Packard  subsidiary, 
has  developed  a  prod- 
uct  called  Personal 
ATM  that  allows  you  to 
download  cash  from 
your  checking  account 
onto  a  small  caixi.  The 
card  could  then  be 
used  like  cun-ency  for 
purchases,  including  those, 
such  as  vending  machine 
transactions,  that  are  too 
small  to  be  practical  with 
credit  cards. 

Improved  security  will 
make  possible  bigger — and 
therefore  riskier — online 
transactions,  such  as  large 
electronic  funds  transfers. 
Meanwhile,  you  can  rest  easy 
that  today's  online  banking 
is  a  low-risk  convenience. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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Yeah,  your  Web  site's  working  great. 
It's  stiLL  taking  orders  for  a  product 
youVe  been  out  of  for  weeks. 


www.pandesic.com/info/inventory 


To  take  real  advantage  of  the  Well's  potential,  you  need  to  he  sure  your  site  is  more  than 
just  another  "order  taker."  It  needs  to  lie  a  fidly  Integra  ted  fidfill  nienl  macliine.  And  now 
witk  tlie  Pandesic™  internet  nusiness  solution,  yours  can  ke.  It  automates  eveiYtking  Irom 
kilkng  and  accounting  to  skipping  and  kJfillment — even  inventoiy  management  and 
financial  reporting.  Everyone  gets  tke  infonnation  tkey  need — simultaneously  and 
automaticaOy — witk  realtime  reporting.  So  you  always  know  tke  status  of  an  order. 
And  vour  site  will  never  take  an  order  for  sometliing  you  don't  kave.  X'isit  our  site  for 
more.  Or  call  l-888-34Q-ekiz,  e.\t.  200.  \'our  site  will  never  come  up  skort  again. 


how  a  business  does  ©business 


pandesic 


Economic  Viewpoint^ 


BY  PAUL  CRAIG  ROBERTS 


WARNING:  THE  GREENS  MAY  BE 
HAZARDOUS  TO  OUR  ECONOMY 


EXCESSIVE: 

Between  an 
overzealous 
EPA  and  an 
expected  pact 
on  global 
warming, 
American 
industry 
is  getting 
squeezed 


Paul  Craig  Roberts  is  John  M.  Olin 
Fellow  at  the  Institute  for  Political 
Economy  in  Washington,  D.C.,  and 
Research  Fellow  at  The  Independent 
Institute  in  Oakland,  Calif. 


While  Wall  Street  waits  with  bated 
breath  for  any  indication  that  Alan 
Greenspan  spies  inflation  in  the 
economy,  the  spanner  heading  for  the  eco- 
nomic works  is  coming  from  the  Environ- 
mental Protection  Agency's  latest  regulations 
and  an  environmental  treaty  that  President 
Clinton  intends  to  sign  in  Japan  in  December. 
Last  July,  the  epa  succeeded  in  pushing 
through  draconian  particulate-matter  (pm) 
standards  despite  opposition  from  the  federal 
Clean  Air  Scientific  Advisory  Committee, 
Council  of  Economic  Advisers,  Congress,  and 
25,000  Americans  who  commented  on  the  ex- 
tremity of  the  proposed  regulations. 

According  to  Angela  Antonelli,  deputy  di- 
rector for  economic-policy  studies  at  the  Her- 
itage Foundation  in  Washington,  the  epa's 
new  standards  will  double  the  annual  direct 
compliance  costs  of  environmental  regulations, 
raising  them  to  $300  billion.  These  are  the 
most  expensive  environmental  standards  in 
histoiy,  and  the  epa  has  provided  no  evidence 
that  they  are  needed. 

CHANGING  THE  RULES.  To  get  these  standards 
through  the  regailatoiy  process,  the  Clinton 
Administration  violated  its  own  cost-benefit 
and  risk-assessment  requirements  for  federal 
regulations.  According  to  Sally  Katzen,  ad- 
ministrator of  the  Office  of  Information  & 
Regulatoiy  Affairs,  an  alternate  interagency 
review  process  was  established. 

The  epa  didn't  want  any  cost-benefit  analy- 
sis of  the  regulations  because  they  wouldn't 
have  passed  muster  Studies  by  the  Regula- 
toiy Analysis  Pi-ogi'am  at  George  Mason  Uni- 
versity link  lower  income  with  higher  mor- 
tality. As  these  costly  regulations  will  reduce 
real  family  incomes,  they  could  result  in  7,000 
deaths  annually,  many  times  the  number  of 
deaths  that  supposedly  would  be  prevented 
by  the  change. 

The  epa  also  managed  to  thumb  its  nose  at 
recent  "good  government"  laws,  such  as  the 
Small  Business  Regiilatoiy  Enfoi-eement  Fair- 
ness Act  of  1996  and  the  Unfunded  Mandates 
Reform  Act  of  199.5.  These  laws  require  reg- 
ulatory agencies  to  consult  with  affected  par- 
ties and  prepai'e  cost-benefit  analyses  for  pro- 
posed iTiles.  The  epa  so  thoroughly  ignored 
the  law  that  Representative  Ron  Klink  (D- 
Pa.)  admonished  the  agency:  "This  is  a  gov- 
ernment of  the  people,  by  the  people,  for  the 
people.  You  are  ignoring  us.  You  are  saying 
you  do  not  have  to  sit  down  and  talk  to  us." 


By  failing  in  its  oversight  responsibiliti^n. 
Congress  has  peiTnitted  regulatory  agencies 
run  away  with  the  law.  One  consequence 
going  to  be  the  migi'ation  of  U.  S.  industry 
other  places  in  the  global  economy.  Patrick 
Buchanan,  who  is  woiried  about  America: 
losing  theii'  jobs  because  of  free-trade  treati( 
would  find  a  more  worthy  target  in  the  e 
cessive  environmental  restrictions  that  a 
shoveling  jobs  out  of  the  countrj^ 
HEAVY  CASUALTIES.  The  granddaddy  of  theji 
all  is  the  new  global-wanning  treaty  to 
signed  in  December.  According  to  a  su 
pressed  Energy  Dept.  study,  the  conclusio 
of  which  were  leaked,  CUnton's  treaty  wou 
have  a  crushing  effect  on  U.  S.  industiy.  I ; 
casualties  would  include  the  paper  and  alli(  ! 
products  industry,  petroleum  refiners,  al 
minum  producers,  and  iron,  steel,  chemici.: 
and  cement  manufacturers.  A  study  b 
Charles  River  Assn.,  a  Boston  consultii; 
gi-oup,  comes  to  the  same  conclusion. 

The  global-warming  treaty  is  steamiij 
ahead  despite  a  recent  article  in  Sdeyice  (Mi  ' 
16)  that  reports  that  it  will  be  a  decade  |s 
longer  before  scientists  have  a  clue  as 
whether  humans  ai'e  causing  climate  change ;! 
Global  warming  is  a  prediction  based  on  c 
mate  models  that  are  full  of  unproven  aj 
sumptions.  One  climate  modeler,  Michai 
Schlesinger  of  the  University  of  Illinois,  aj- 
mits  that  researchers  are  able  to  take  into  a]  ■ 
count  only  a  fraction  of  the  factors  that  mall 
up  the  climate  system.  Yet  on  the  basis  j? 
such  incomplete  science,  Clinton  is  jettisonii)v 
U.  S.  heavy  industiy.  j 

The  key  to  understanding  the  global-wani' 
ing  treaty  is  that  it  applies  only  to  Japij* 
and  a  few  industrialized  countries  in  Nori: 
America  and  Europe.  The  treaty  will  mo^ 
the  affected  industries  out  of  the  Fii'st  Worl 
into  the  Third  World.  It  is  a  story  read, 
made  for  conspu-acy  theorists.  Under  cover 
the  green  movement.  Third  World  politiciai 
and  their  "one  world"  alhes  are  redistributir 
economic  power  away  from  the  industrializt 
democracies.  ; 

Poor  Americans  and  poor  Europeans  ail 
rich  by  international  standards.  In  the  on]  • 
woi'ld  view  shared  by  eUtes,  there  is  as  mu( 
justification  for  intemational  economic  redi 
tribution  as  for  domestic  redistribution.  Co 
recting  the  "imbalance  of  economic  powe: 
is  what  global-warming  theories  and  enviro 
mental  extremism  are  really  about. 
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'Johnson 


is  the  Reason! 


WHY? 

Strategically  located  with  convenient  regional  and 
international  air  links. 

*  Excellent  telecommunications  -  direct  dialling 

with  more  than  200  countries. 

•  Numerous  and  attractive  tax  incentives  including 
26  double  tax  treaties. 

•  Highly  qualified  bilingual  staff  and 
very  competitive  operating  costs. 

•  A  pleasant  working  and  living  environment 
including  the  lowest  crime  rate  in  Europe. 


iNKOM 


SUNALUAN 

mF.RSATIOfiill' 


Skandia 


a  London'  Kowmts 
1^       Asia  Lti> 


For  more  information  about  Cyprus  please  contact: 


CENTRAL  BANK  OF  CYPRUS 
International  Division 
P.O.Box  5529,  CY-1395  Nicosia,  Cyprus 
Telephone:  +357  2  394225 
(8.00  am  -  2.00  pm,  local  time) 

Fox:  +357  2  378164 
E-mail:  idoe@centralbank.gov.cy 


i  AuxKiYilnfCfbank 


1 3.3"  Active-Matrix 
TFT  Color  Display 

Provides  a  21%  larger  viewing  area 
than  12.1"  displays.  And  with  1024  x  768 
high  resolution,  even  the  most  intricate 
images  look  razor  sharp. 


233MHz  Pentium®  Processor 
With  MMX "  Technology 

Maximize  your  performance 
with  the  fastest  Pentium  processor 
available  in  a  notebook. 


3D  Graphics 

S3'"  ViRGE^yMX  3D 
graphics  controller 
brings  3D  capabilities  to 
a  notebook  and  up  to  60% 
faster  2D  performance. 


Up  To  7-Hour 
Battery  Life 

New  architecture  allows 
for  over  3.5  hours  of 
standard  battery  life  — 
and  up  to  7  hours,  using  an 
optional  second  battery 
in  the  SelectBay.'" 


Advanced  System 
Management  Tools 

DIVII  2.0  BIOS  support  for  inventory 
tracking,  ACPI  VI. 0  support  and 
LANDesk'-'  Client  Manager  3.0  for 

network  management  —  deliver  the 
ultimate  computing  experience. 


.n997  Toshiba  Wn=a  h>formation.Syste..,,,  Inc.  AUspeclIicatlo^ 
,    AU  prtducK  indieated  by  trademark.symbob  are  traderoarked  and/or  registered  by,  their  respeetrve  comparrres.  The  tatel  Inside  Logo  and  Pent,™  are  registered  trat 


   20X  maximum  speed.  MX  average  speed. 

registered  trademarks  and  MMX  is  a  trademark  ot  Intel  Corporation. 


deo  Capture  And 
uilt-in  Scanning 

ntegrated  digital  camera 
r  capture  of  live  video  and 
/ideo  conferencing.  New 
JeoBrusfi'"  software  allows 
u  to  digitally  scan  images, 
cuments  and  whiteboards. 


DVD-ROM 

Ready* 

upgrade  your  20X** 
CD-ROM  with  an  optional 

DVD-ROM  drive  for  up 
o  15.9GB  of  data  per  disk. 


>  8.59GB  Of 
D  Storage 

lenty  of  storage 
y  with  the  4.77GB 
I  HDD  and  optional 
iB  second  HDD 
he  SelectBay. 


Of  course  it's  loaded  with 
breakthrough  technology 
Consider  the  source. 

Introducing  the  new  Tecra"  750CDT,  the  ideal  notebook  for  the 
most  demanding  power  user.  Who  else  but  Toshiba,  the  world's 
leader  in  portable  technology,  could  pack  so  much  performance, 
storage  capacity  and  multimedia  support  into  one  notebook?  No 
matter  how  complex  your  application  requirements  or  how 
advanced  your  mobile  computing  needs,  this  notebook  will  give  you 
the  power  and  performance  you  need  to  be  successful  There  are  also 
plenty  of  docking  and  memory  expandability  options,  plus  the  very 
latest  network  management  tools  to  deliver  the  ultimate  computing 
experience.  Best  of  all,  the  Tecra  750CDT  is  backed  by  the  superior 
quality,  reliability  and  service  and  support  you  need  to  Always  Leadr 


TECRA  750CDT 


Additional  features  include: 

-  32MB  high-speed  EDO  DRAM 
{expandable  to  160MB) 

■  High-speed  4MB  Video  RAM 

■  DuoView'"  support  for  advanced 
simultaneous  display 

■  KSeflex-upgradeable  internal 
modem  with  DSVD  voice/ fax 
support  and  built-in  cellular  port 

■  SelectBay  slot  suppoiTs  CD-ROM, 
floppy  disk  dnve,  optional  3  8206 
second  hard  dnve,  optional 
second  Lithium  Ion  bart,erv  or 


■  2  Universal  Senal  Bus  (USB)  ports 

-  Supports  two  Type  II  or  one 
Type  ni  16-bit  PC  Cards,  ZV  Cards 
or  32-bit  CardBus  Cards 

■  MPEG  playback  through  either 
software  or  optional  PC  Card 

■  Fast  Infrared  (FIR)  IrDA  compliant 
port  with  Puma'"  Software 

■  3D  SoundBlaster*  Pro  audio  wnth 
two  built-in  stereo  speakers 

■  PC97  compliant 


■  Noteworthy'"  Business  Video 
Phone  with  Intel  ProShare"  ' 
Technology  software 

■  Optional  Desk  Station  V  Plus 
docking  station  or 
NoteDock "  II  Enhanced 
Port  Replicator 

■  Windows*  95,  optional 
Windows  for  Workgroups  n^ntl  1 1  ITl"^ 

and  Windows  NT  m  support  M 

■  3-year  limited  warranty 

■  Toll-free  technical  support.  - 

7  days  a  week,  24  hours  a  day 


For  more  uilormation,  visit  http://computers.toshiba.com,  or  call  1-800-457-7777 

In  Touch  with  Tomorrow 

TOSHIBA 


Economic  Trends 


BY  GENE  KORETZ 

THE  MERCURIAL 
MONEY  SUPPLY 

Its  recent  surge  sparks  concern 

Remember  the  money  supply?  Al- 
though it  hasn't  played  a  part  in 
the  Federal  Reserve's  policy  decisions 
for  some  years,  some  economists  think 
that  could  change  in  coming  months. 

For  one  thing,  the  Fed  has  itself  ob- 
sei'ved  that  the  traditional  hnks  between 
money  growth  and  economic  activity 
appear  to  have  reasserted  themselves. 
More  important,  in  a  speech  at  Stan- 
ford University  in  eai'ly  September,  Fed 
Chainnan  Alan  Greenspan  pointedly  re- 
minded his  audience  that  "inflation  is 
fimdamentally  a  monetaiy  phenomenon." 

That's  significant  because  M2  and  M3, 
the  most  widely  watched  monetaiy  ag- 
gi'egates,  have  not  only  been  above  the 
Fed's  target  ranges  much  of  this  year 
but  have  recently  accelerated  sharply — 
with  M2  rising  at  a  10.9''?^  annual  rate  in 
August  and  M-'i  clocking  a  VZ.iVi  ]iace. 

MONEY  GROWTH 
IS  ON  A  TEAR 




M3  MONEY  SUPPLY 

1      1      1      1      1      1  1 

JAN  1,  '90  SEPT.  1,  '97 

▲  PERCENT  CHANGE  OVER  YEAR-EARLIER  LEVEL 
DATA.  FEDERAL  RESERVE 

Over  the  short  nm,  of  course,  money 
gi'owth  affects  actual  economic  activity. 
(That's  why  real  M2  is  a  component  of 
the  index  of  leading  economic  indica- 
tors.) Indeed,  some  experts  attribute 
the  economy's  unexpectedly  strong  per- 
formance over  the  past  year  in  part  to 
the  sharp  pickup  in  monetaiy  gi-owth 
that  began  a  few  years  ago  (chart). 

But  over  the  long  I'un,  persistent 
rapid  monetary  gi-owth  can  fuel  infla- 
tion. And  the  fact  that  the  money  sup- 
ply continues  to  surge  higher,  along  with 
other  signs  of  a  still  buoyant  economy, 
won'ies  some  money-market  observers. 

"In  our  view,"  says  Edward  S.  Hy- 
man  Jr.  of  International  Strategy  &  In- 
vestment Group,  "excessive  money 
gi'owth  is  now  a  significant  problem  for 
the  Fed.  It  dii-ectly  ex^jlains  the  inflation 


in  stock  prices  and  home  prices  that 
has  unfolded  this  year."  He  thinks  the 
money-supply  nimibei's  heighten  chances 
of  a  Fed  rate  hike  before  yearend. 

Economist  Paul  Kasriel  of  Chicago's 
Northern  Trust  Co.  agi-ees  but  notes 
that  "money  growth  affects  prices  only 
after  a  considerable  lag."  Since  early 
1995,  he  says.  Mo  has  been  consistently 
outpacing  the  gi-owth  of  factory  capaci- 
ty— a  situation  that  his  analysis  indi- 
cates tends  to  lead  to  a  rise  in  core  in- 
flation after  a  lag  of  roughly  thi-ee  years. 

"It  may  not  be  large,"  he  says,  "but 
some  pickup  in  inflation  next  year  is 
probably  unavoidable." 


DECIPHERING  THE 
PROFITS  PUZZLE 

Interest  costs  may  be  the  key 

The  consensus  view  is  that  the  main 
factor  affecting  corporate  profits  in 
the  year  ahead  will  be  the  pickup  in  la- 
bor costs.  Economist  Daniel  E.  Laufen- 
berg  of  American  Exq^ress  Financial  Ad- 
visors Inc.,  however,  thinks  the  experts 
may  be  watching  the  wrong  indicator 

Laufenberg  notes  that  the  most  sig- 
nificant shift  in  business  costs  in  recent 
years  appears  to  be  in  interest  expens- 
es rather  than  labor  costs.  Wliile  corpo- 
rate profits  before  taxes  rose  from  less 
than  8%  of  national  income  in  eai'ly  1990 
to  about  11%  at  last  count,  labor  com- 
pensation costs  have  declined  by  only 
1.2%  of  national  income  in  the  same  pe- 
riod. But  net  interest  expenses  have 
fallen  three  percentage  points  (from 
nearly  10%  to  a  bit  under  7%0— just 
about  as  much  as  profits  have  gi'own. 

Similarly,  Laufenberg  points  out  that 
the  sharp  four-percentage-point  drop  in 
the  profits  share  of  national  income  in 
the  late  1970s  and  early  1980s  coincided 
with  an  almost  symmetrical  four-per- 
centage-point rise  in  the  net  interest 
share  of  national  income.  All  of  which, 
he  says,  suggests  that  profits  growth 
can  still  stay  relatively  strong  if  interest 
rates  trend  lower. 


ALL  EYES  ON  THE 
U.S.  ECONOMY 

If  it  falters,  so  will  global  growth 

Americans  aren't  the  only  ones  hop- 
ing their  robust  economic  expan- 
sion can  stay  on  track.  Economist  A. 
Steven  Englander  of  Smith  Bai-ney  Inc. 
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in  Palis  notes  that 
much  of  Europe's 
export-led  recov- 
ery is  being  fueled 
by  demand  from 
the  U.  S.  Whereas 
30%  of  the  total 
exports  of  major 
European  nations 
goes  to  North 
America,  some 
43%  of  the  rise  in 
such  shipments 
this  year  has 
been  headed  there 
(chart).  And  South 
America,  which  is 
closely  linked  to  the  U.  S.  economy,  ac 
coimts  for  an  additional  10%  of  Europe 
export  gains. 

Asia  is  also  hooked  on  U.S.  demanc 
With  Japan's  economy  imploding  an 
the  ciuTency-induced  tiu-moil  in  the  Fi 
cific  Rim  boosting  the  area's  reUance  o 
export  growth,  the  U.  S.  has  becom 
the  de  facto  locomotive  of  continue, 
global  expansion.  j 


THE  STREET'S 
FAVORITE  SEASON 

Fourth  quarters  are  kind  to  stocks 

What  lies  ahead  for  stocks  in  1997 
final  months?  With  the  marke 
still  up  by  25%'  this  year  and  the  rid 
becoming  increasingly  bumpy,  that's  th 
question  plaguing  lots  of  investors — e.'^ 
pecially  since  October  will  mark  thi 
10th  anniversary  of  the  1987  crash,  t 
For  those  who  beheve  that  histori 
provides  a  guide  to  the  futiu'e,  markf' 
analyst  Melissa  R.  Brown  of  Prudentii' 
Securities  Inc.  has  a  reassuring  mef' 
sage.  Her  analysis  of  the  market's  set 
sonal  gyr-ations  over  the  years  indicate 
that  the  foiuth  quarter  has  had  the  bei; 
perfor-mance  of  any  quarter  of  the  yeai 
Since  1962,  the  average  fourth-quai] 
ter-  return  posted  by  Standard  &  Poorl 
500-stock  index  was  4.2%-,  and  the  indej: 
was  up  83%  of  the  time.  By  contrasi^ 
the  index's  average  gain  for  all  othei 
quarters  was  2.7%,  and  it  posted  gair  j 
in  only  66%  of  other  quarters.  |' 
As  for  monthly  patterns,  Octobe 
heavily  affected  by  the  1987  debacli: 
has  had  the  lowest  avei'age  return  ( 
the  quarter  (though  higher  than  five  (i 
the  year's  eariier  months).  And  Decent 
ber,  which  is  the  only  month  of  the  ye£| 
never  to  register  a  decline  of  5%  c  • 
more,  has  had  the  highest — bested  onll 
by  January  in  the  12-month  tally. 
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HE  NEW  ECONOMY 
)  PUSHING  ITS  LUCK 

'ong  demand  has  resources  stretched  thin,  and  growth  isn't  slowing 


us.  ECONOMY 


NEW  DATA  SHOW 
IGHER  CAPACITY  USE 

CAPACITY  UTILIZATION  RATE 
IN  MANUFACTURING  
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Strong  growth  and  low  infla- 
tion: It  has  been  the  mantra 
1997.  But  even  if  you  beheve  the  New  Economy 
J  that  the  U.  S.  can  sustain  a  faster  pace  of  gi-owth 
1  previously  thought  without  generating  higher 
,tion,  remember  that  noninflationary  growth  still 
a  Hmit,  whether  it  is  2%,  3%,  or  even  4%.  And  as 
e  and  more  data  suggest,  the  economy  is  coming 
-  closer  to  stepping  over  that  line. 

The  evidence  is  not  in  the 
inflation  data — at  least  not 
now.  The  August  prices  re- 
ports show  that  inflation  is 
cold  as  a  corpse,  and  Wall 
Street  is  delighted.  The 
month's  smaller-than-expected 
0.2%  rise  in  the  consumer 
price  index,  along  with  a  be- 
nign 0.1%  uptick  in  the  core 
index,  excluding  energy  and 
food,  sent  investors  into  a 
ing  frenzy  on  Sept.  16.  Bonds  soared  in  their 
;est  one-day  rally  in  more  than  two  years,  dropping 
yield  on  the  benchmark  30-year  Treasury  bond  to 
%  fi-om  6.57%  the  day  before.  Stocks  caught  the 
i  updraft,  and  the  Dow  Jones  industrial  average 
■ed  174  points. 

he  danger  is  that  Wall  Street  apparently  has  chosen 
gnore  signs  that  the  economy's  resources  are 
tched  thin  as  they  strain  to  meet  the  robust  growth 
lemand.  Most  recently,  capacity  utilization  rates 
3  spiked  in  response  to  strong  output  gains  (chart), 
le  delivery  times  have  slowed  considerably,  and  the 
ir  market  remains  unusually  tight.  If  such  pres- 
is  keep  building,  even  growth  optimists  eventually 
have  to  cast  a  wary  eye  on  the  inflation  outlook  for 
I,  and  the  Federal  Reserve's  possible  response  to  it. 

^DS  ON  PRODUCTION  CAPACITY  and  the  labor 
kets  are  likely  to  intensify  in  coming  months,  given 
;  gi'owth  in  the  second  half  does  not  appear  to  be 
dng  much  from  its  rapid  first-half  pace.  August 
I  on  retail  sales  show  that  consumer  spending  is  re- 
nding strongly,  and  the  July  inventory  numbers 
w  no  signs  of  excess  stockpiles  that  could  curtail 
3ut.  In  fact,  new  data  on  industrial  production  show 
:  output  is  gaining  momentum, 
he  real  surprise  in  the  latest  batch  of  data,  though. 


BUILDERS  SEE  IMPROVING 
MARKET  CONDITIONS 

60   


HOUSING  MARKET 
INDEX 


SEPT  '97  SEPE 
▲  PERCENT  REPORTING  IMPROVEMENT 

DATA;  NATIONAL  ASSOCIATION  Of  HOME  BUILDERS 


was  a  180-degree  turn  in  the  view  of  pressures  on 
production  capacity.  Before  the  August  data,  the  uti- 
lization rate  in  manufacturing  had  declined  for  four 
consecutive  months,  to  82.1%  in  July.  However,  re- 
flecting strong  production,  operating  rates  in  both  June 
and  July  were  revised  up,  and  the  August  rate  jumped 
to  83.1%,  the  highest  in  nearly  two  years.  On  the  two 
other  occasions  in  the  past  10  years  when  the  rate 
had  risen  that  high,  the  Federal  Reserve  already  had 
begun  to  tighten  monetary  policy. 

Consumers,  in  particular, 
will  keep  up  the  pressure  on 
capacity.  Retail  sales  rose  0.4% 
in  August,  and  July  sales 
showed  a  sturdy  0.9%  gain. 
Even  if  September  buying  is 
flat  from  August,  which  seems 
unlikely,  real  retail  sales  this 
quarter  would  rise  at  close  to 
a  7%  annual  rate,  after  drop- 
ping 2.5%  in  the  second  quar- 
ter. Also,  the  August  data 
may  well  understate  retail  activity.  Unit  sales  of  cars 
and  trucks,  reported  by  car  dealers,  rose  much  faster  in 
July  and  August  than  in  the  Commerce  Dept.'s  data, 
which  are  dollar  values. 

Reflecting  buoyant  home  demand,  retail  sales  for 
durable  goods  have  been  especially  strong,  with  solid 
July  and  August  gains  in  furniture  and  appliances. 
Housing  starts  in  August  dropped  4.8%,  after  a  similar 
decline  in  July,  but  that  weakness  is  at  odds  with  the 
solid  uptrends  in  home  sales,  mortgage  applications  to 
buy  a  home,  and  builders'  own  upbeat  assessments  of 
market  conditions,  which  rose  in  early  September  to  the 
highest  level  in  more  than  a  year  (chart). 

STRONG  SPENDING  is  keeping  inventories  in  line, 
despite  the  big  fii'st-half  buildup  in  stockpiles.  Inven- 
tories held  by  manufacturers,  wholesalers,  and  retailers 
increased  only  0.2%  in  July,  after  sui'ging  0.7%  in  June. 
However,  business  sales  jumped  1%  in  each  month. 
As  a  result,  the  July  ratio  of  inventories  to  sales  fell  to 
1.36,  close  to  the  record  low  of  1.35  hit  in  Febnaary. 

With  inventories  lean  relative  to  demand,  industrial 
production  is  free  to  pick  up  steam  to  keep  up  with  the 
recent  sturdy  growth  in  new  orders,  and  it's  doing 
just  that.  Output  in  the  nation's  factories,  mines,  and 
utilities  rose  0.7%  in  August.  Manufacturing  output. 
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some  87%  of  the  total,  jumped  1%  in  August,  and  the 
advance  in  July  production  was  revised  up  sharply, 
from  0.1%  to  0.5%.  Factoiy  output  in  the  third  quarter 
is  on  its  way  to  posting  a  gi'owth  rate  of  better*  than 
6.5%,  the  fastest  in  neai'ly  tliree  years  and  a  pace  well 
in  excess  of  the  4%  or  so  growth  rate  of  capacity. 

A  rebound  in  auto  production  boosted  factory  output 
in  August,  reflecting  the  end  of  model  changeovers  and 
a  strike,  and  sti'ong  demand.  But  output  gains  were 
broad,  too.  Excluding  autos,  output  rose  a  sturdy  0.7% 
in  both  July  and  August,  led  by  large  increases  in  air- 
craft, computers,  semiconductors,  and  primary  metals. 

And  in  addition  to  stout  consumer  demand,  the  pro- 
duction data  reflect  strength  in  business  spending  for 
equipment.  Equipment  output  surged  1.9%  in  August 
amid  big  gains  in  orders  and  shipments  of  capital  goods, 
suggesting  another  bang-up  quarter  for  capital  spend- 
ing as  well  as  for  exports,  given  that  much  of  the  re- 
cent strength  in  exports  has  been  in  capital  goods. 

BUT  AS  THE  AUGUST  PRICE  INDEXES  show,  despite 

the  strength  of  demand  and  production,  inflation  looks 
Hke  a  dying  ember.  In  August,  the  yearly  inflation 
rates  in  food,  housing,  apparel,  medical  care,  and  en- 
tertainment were  all  below  their  year-earlier  rates. 
Transportation  was  the  only  sector  showing  faster  price 
gTowth,  but  that  reflected  a  first-half  runup  in  energy 
prices.  Both  total  and  core  inflation  are  Hkely  to  end 
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1997  a  shade  above  2%,  down  from  3.3%  and  2.6%,  r 
spectively,  for  all  of  1996. 

However,  one  reason  for  inflation's  timid  showiir 
this  year  has  been  the  strong  dollar  Its  trade-weighj- 
ed  rise  of  nearly  20%  from  the  middle  of  1995  to  ea|- 
lier  this  year  led  to  a  1.7%  drop  in  import  prices  i 
1996  and  a  1.9%  decline  so  far  this  year  (chart).  Abot 
a  fourth  of  nonoil  goods  are  imports.  I 

Prices  of  core  consumer  ' 
goods,  excluding  energy  and 
food,  fell  in  each  of  the  past 
three  months,  something  that 
hasn't  happened  since  the 
superdollar  of  the  mid-1980s. 
In  fact,  since  early  1996,  the 
annual  inflation  rate  for  such 
goods  dropped  from  1.8%  to 
only  0.6%  in  August.  However, 
much  of  the  positive  influence 
of  the  dollar's  strength  will 
have  run  its  course  by  yearend.  In  the  past  half-yes 
for  example,  the  dollar  has  risen  only  about  1%.  ] 

To  be  sure,  inflation's  passive  showing  to  date,  ani 
high  levels  of  resoui'ce  utilization,  suggests  that  soml 
thing  is  different  in  this  business  cycle  compared  wii 
previous  ones.  But  the  question  that  Wall  Street  il- 
creasingly  is  ignoring  is:  With  the  economy  this  stroii 
how  long  can  that  difference  last?  ' 
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SAILIIVG  TOWARD  THE  EURO 


Fueled  by  renewed  vitality  in 
domestic  demand  and  the  on- 
going export  boom,  the  Spanish 
economy  is  gaining  momentum, 
paving  the  way  for  Spain's  entry 
into  Europe's  single  currency. 

Economic  growth  is 
besting  earlier  fore- 
casts. The  government 
has  lifted  its  growth 
targets  to  3.2%  for 
1997  and  3.4%  for 
1998,  and  private  ana- 
lysts mostly  agree. 
The  Bank  of  Spain  ex- 
pects second-quarter 
gi'owth  from  a  year 
ago  to  hit  3%,  with  do- 
mestic spending  accounting  for 
two-thirds  of  the  gain. 

The  consumer  recoveiy  is  on 
track,  too.  Second-quarter  real 
household  spending  rose  4.2% 
from  a  year  ago,  up  from  0.8%  in 


OUTPUT  GROWTH  IS 
ACCELERATING 


■  ■ '  I '  

IAN,  '96  JUNE  '97 

A  PERCENT  CHANGE  FROM  A  YEAR  AGO, 

THREE  MONTH  AVERAGE 
DATA:  INE,  DRI/McGRAW-HILL,  BUSINESSWEEK 


the  first  quarter  In  July,  auto 
sales,  retail  buying,  and  credit 
grovrth  were  strong.  Low  interest 
rates,  the  result  of  tame  inflation 
and  fiscal  restraint,  are  supporting 
consumer  and  business  outlays,  as 
labor-market  reform 
and  prospects  for  ini- 
tial entry  into  the 
euro's  single-cmrency 
system  have  boosted 
confidence.  Unemploy- 
ment, at  21%  in  the 
second  quarter,  re- 
mains Europe's  high- 
est, but  it's  falling. 

The  3%  Maastricht 
Treaty  target  for 
1997's  public  deficit,  as  a  percent- 
age of  gi'oss  domestic  product,  is 
now  easily  within  Spain's  grasp. 
And  the  1998  deficit  is  on  track  to 
meet  the  2.4%  target  expected  in 
the  upcoming  budget. 


Exports  will  remain  a  strong 
gi'owth  engine,  powered  by  a  6%  ' 
fall  in  the  trade-weighted  peseta 
from  its  already  competitive  level : 
at  the  end  of  last  year  and  by 
strengthening  demand  in  Europe. 
The  trade  gap  in  goods  is  narrow- 
ing, and  given  the  record  year  for 
tourism,  Spain's  second-quarter  ! 
current-account  surplus  was  2'A 
times  greater  than  a  year  ago. 

A  small  problem  brewing  for 
1998,  which  may  complicate  mone- 
tary policy,  is  inflation.  At  1.8%'  in 
August,  it  is  near  a  record  low, 
but  tourism-driven  service  infla-  ' 
tion  is  up,  and  the  weaker  peseta 
is  lifting  import  prices.  The  Bank 
of  Spain's  dilemma:  With  interest 
rates  at  5M%,  vs.  3%  in  Germany, 
it  needs  to  cut  rates  to  converge 
with  Germany's,  but  it  also  must 
ensure  that  Spain  stays  within 
the  euro's  inflation  criterion. 
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See  what  the  SAS  Data  Warehouse  — 

the  Data  Warehousing  Product  of  the  Year 
or  two  years  running  —  does  for  your 

bottom  line.  Visit  us  at  www.sas.com/dw 
or  give  us  a  call  for  your  free  CD  demo. 


Smart  business 
decisions. 

Even  smarter 
investment. 

A  recent  Internalional  Data  Corporation  (IDC) 
study  of  organizations  thai  liave  implemented  data 
waretiouses  reveals  an  average  three-year  Return  on 
Investment  of  401%! 

And  you'll  find  there's  no  better  choice  for 
reaping  similar  rewards  than  the  SAS  Data  Warehouse^ 
Here's  what  two  companies  featured  in  the  IDC  study 
have  to  say: 

LTV  Steel  Company  R0I=16,995% 

As  the  third  largest  steel  operator  in  the  U.S., 
they've  been  using  SAS  software  for  data  warehousing 
since  long  before  the  term  was  coined.  According  to 
Senior  Statistician  Robert  Scharl,  "SAS  software  is 
THE  element  of  our  data  warehousing  solution.  It  beat 
everything  else  for  data  retrieval . .  .and  it  would  have 
cost  us  maybe  a  half  million  dollars  to  bring  something 
else  in  for  a  data  warehousing  system." 

Phillips  Petroleum  Company  Norway  R0I=151% 

As  a  leader  in  the  high-stakes  oil  and  gas  industry, 
Phillips  Petroleum  relies  on  its  SAS  Data  Warehouse  for 
an  up-to-date  picture  of  company  health  and  safety  trends. 
"With  the  help  of  data  warehousing,  we  have  an  overview 
of  all  the  'criticality'  factors  involved  in  the  daily  operation 
of  oil  producing  platforms,"  says  Incident  Analyst  Pal 
Navestad.  "In  addition,  historical  data  makes  a  great 
contribution  to  cost-efficient  design  and  redesign  of 
our  facilities.  This  knowledge  tells  us  which  preventive 
measures  are  most  effective  for  increasing  revenue  and 
profitability.  Quite  simply,  our  SAS  Data  Warehouse  helps 
to  reduce  injuries  and  saves  money." 
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Ne^ws:  Analysis  &  Commentary 


Too  good  to  last?  Double-digit 
profit  gains  may  be  a  thing  of 
the  past 


First  came  Coca-Cola  Co.  On  Aug. 
8,  it  warned  that  third-quarter 
earnings  would  only  "slightly  ex- 
ceed" last  yeai-'s  results,  not  jump 
13%,  as  some  analysts  had  been 
predicting.  A  week  later,  personal-care 
giant  GOlette  Co.  atlvised  analysts  to  cut 
estimates  for  the  tliird  and  fourth  quar- 
ters because  sales  of  Rraun  appliances 
in  Japan  and  Gemnany  were  soft.  And 
September  brought  a  seeming  flood  of 
warnings  fi-om  some  of  America's  best- 
known  companies — Coming,  Kodak,  Man- 
power, and  Motorola — that  earnings 
would  come  in  short  of  earlier,  lofty  ex- 
pectations. And,  with  each  report.  Wall 
Street  reacted  with  a  swift  sell-off. 
"The  list  is  getting  pretty  long,"  wor-- 


ries  Benjamin  L.  Zacks,  executive  vice- 
president  of  Zacks  Investment  Research, 
which  tracks  earnings  estimates  issued 
by  some  2,500  analysts.  The  finn  has  al- 
ready trimmed  its  estiinate  of  thii'd-quar- 
ter  earnings  gi'owth  for  the  Standai'd  & 
Poor's  500-stock  index  from  12.5%  to 
11.5%  and  expects  the  estimate  to  drop 
fiulher  "When  it's  finally  reported,  we'll 
have  a  quarter  that  did  not  meet  expec- 
tations," says  Zacks. 

Certainly,  a  10%  gain  in  net  profits  is 
nothing  to  sneeze  at.  But  investors  and 
analysts  are  on  the  lookout  for  signs  that 
eaiTiings  momentum  is  slowing — that  the 
seemingly  unending  double-digit  gains  in 
profits  that  justify  generous  stock  valua- 
tions is  over  "Earnings  wiU  still  be  gi"ow- 


ing,"  says  Michelle  Clayman,  c|f 
of  Money  Manager  New  Amst( 
dam  Partners.  "It's  just  th 
earnings  will  not  increase  at  t 
extraordinary  rate  that  we 
seen  in  the  last  few  year 
Investors'  chief  womes; 
getting  harder  to  gen< 
ate  top-line  growth,  t 
strong  dollar  and  we 
economies  in  Asia  a: 
elsewhere  could  hamper  e 
port  expansion,  and,  aftf 
years  of  squeezing  out  cosl 
companies  vdll  find  it  hail 
er    to    boost  earning 
thi'ough  efficiency  gains 
So,  is  an  earnings  slo 
down,  in  fact,  beginnin 
Given  the  problems  in  Ai 
and  some  other  forei, 
economies,  warns  Melissa 
Brown,  dii'ector  of  quantr 
five  research  for  Pnadent  "^i 
Securities,  sales  gi'owth  coi 
be  "shaky"  next  year.  And,  s 
says,  "many  companies  ai*e  getti  ™ 
to  the  end  of  theii-  rope  in  terms  of  h(  «' 
much   they   can   improve  margini 
Brown's  bottom  Kne:  "We're  vulnerable  P^i 
more  negative  sui-prises." 
BULLS  REMAIN.  How  negative  depen 
on  whom  you  ask.  First  Call,  whi 
tracks  analysts  predictions,  figures  ye 
over-year  earnings  gi'owth  could  dip 
6%  next  summer  (chait).  At  Standard 
Poor's  DRi  forecasting  unit,  senior  ecoi 
mist  Mark  J.  Lasky  expects  a  more 
vere  slowdown.  He  says  aftertax  cor| 
rate  profits  will  jump  8%  this  year- 
grow  just  5.5%  in  the  fii'st  quarter 
1998,  cb-op  to  3.5%  gi'owth  m  the  seco 
quarter,  and  then  be  nearly  flat  in  t 
second  half. 

Wall  Street  bulls  beg  to  differ  Whei 
report  of  low  consumer  price  inflation 
on  Sept.  16  and  pushed  interest  ral 
down  in  a  near-record  bond  rally,  equ 
investors  sent  the  Dow  Jones  industri 
soaring  175  points.  Figuring  that  lowirl  jr 
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s  will  mean  stronger  earnings  ahead, 
market  restored  some  of  the  value  it 
lopped  off  companies  such  as  Coke 
Gillette,  which  had  warned  of  weak- 
amings. 

[ideed,  some  bulls,  such  as  Jeffi-ey 
(legate,  Lehman  Brothers 
's  chief  investment  strate- 
,  shrug  off  the  earnings 
nings  almost  entirely.  "If 
problems  were  as  severe 
5ome  beheve,  you  would 
3  seen  a  lot  more,"  he  ar- 
5.  Charles  L.  Hill,  director 
ssearch  for  First  Call,  says 
-  the  number  of  companies 
ing  warnings  is,  in  fact,  not 
ming.  As  of  Sept.  16,  about 
of  the  5,000  companies 
ked  by  Fu-st  Call  hacl  made 
y  announcements  regard- 
third-quarter  earnings, 
loreover,  even  as  Eastman 


traordinarily  puzzling  to  see  the  market 
rallying  in  the  face  of  significant  earn- 
ings disappointments,"  says  John  W. 
Rogers  Jr,  chief  executive  of  Ai-iel  Cap- 
ital Management  Inc.,  a  Chicago-based 
growth  fund.  The  Dow's  jump  on  Sept. 
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SOUNDING  ALARMS 


COCA-COLA  Aug.  8  Third-quarter  earnings  will  only 
"slightly  exceed"  last  year's  results  largely  because  of 


the  negative  impact  of  the  strong  dollar. 


16,  he  says,  was  "a  temporaiy  blowoff, 
before  reality  sets  in." 

One  sure  sign  of  investor  anxiety  is 
how  savagely  investors  have  punished 
icons  who  have  bai'ely  faltered.  Consider 
Gillette.  It  warned  on  Aug.  15  that  1997 
earnings  would  probably  not 
hit  the  high  range  of  esti- 
mates— $2.60  per  share — and 
guided  analysts  to  expect  $2.55 
at  best.  No  biggie:  Thii'd-ciuar- 
ter  eaiTiings  would  still  be  up 
13%.  But  Gillette  shares  got 
clobbered,  pliuiging  24%  to  $79. 
The  stock  has  bounced  back  to 
$83,  but  it's  still  more  than  20% 
below  its  mid-summer  peak. 
Coca-Cola,  Motorola,  and  other 
foi-mer  highfliers  were  similar- 
ly hammered  in  response  to 
warnings  of  earnings  that  will 
come  in  below  earlier  esti- 
mates. 'We're  in  an  imfoi'giving 


lak,  Tupperware,  and  Po-   market,"    says    Hill.  When 


id  have  stumbled,  other 
wether  companies  are 
rmng.  General  Electric  Co., 
of  the  world's  most  prof- 
le  companies,  is  on  track  to 
ther  record-breaking  quar- 
Thanks  to  a  surge  in  sum- 
■  sales,  Detroit's  Big  Thi-ee 
aid  earn  a  combined  $2.3 
on  in  the  third  quartei;  up 
)  fr-om  last  year's  $2.0  bil- 
,  figures  Nicholas  Lobac- 
),  a  Menill  Lynch  &  Co.  an- 
;t.  He  predicts  a  whopping 
5  jump  in  profits  for  the 
!th  quarter.  Even  at&t — 
ch  has  been  a  perennial 


GILLETTE  Aug.  15  Advised  analysts  to  lower  1997  earn- 
ings-per-share  estimates  by  50,  to  $2.55,  citing  weak 
sales  of  appliances  by  its  German-based  Braun  unit. 

TUPPERWARE  Sept.  5  Warned  third-quarter  earnings 
will  be  "down  significantly"  from  1996  because  of  slow 
Latin  American  sales,  weakness  in  Asia. 

MOTOROLA  Sept.  11  Warned  it  wouldn't  meet  analysts' 
third-quarter  estimates  because  of  slowing  sales  of 
pagers  in  China  and  a  $95  million  charge  for  exiting  the 
business  of  making  Macintosh  clones. 

MANPOWER  Sept.  12  The  world's  No.  1  temp-help  firm 
said  currency  fluctuations  would  knock  third-quarter 
earnings  down  by  10%,  or  70  per  share. 

EASTMAN  KODAK  Sept.  15  Warned  1997  operating 
earnings  could  fall  as  much  as  25%  below  1996  levels. 


stocks  are  selling  at  such  high 
earnings  multiples — at  its  peak, 
Gillette  was  selling  at  over  40 
times  expected  eaiTiings — "you 
better  deliver  every  penny 
that's  expected." 
RIVAL  IMPORTS.  In  many  cas- 
es, the  earnings  snafus  are 
self-induced.  But  there  are 
some  trends.  The  strong  U.  S. 
dollar,  which  makes  exports 
more  expensive  and  erodes  the 
value  of  repatriated  earnings, 
is  having  a  widespread  effect 
among  multinationals.  Coke, 
for  instance,  derives  some  80% 
of  its  sales  and  70%  of  earn- 


nings  laggard  of  late — is   A  '_    ings  fi-om  markets  outside  the 


r  signalling  it  may  beat  the 
per  share  analysts  have 
n  predicting  for  the  third 
rter,  thanks  to  cost-cutting 
fewer  lost  customers, 
i^ven  so,  doubts  about  the 


POLAROID  Sept.  16  The  strong  U.S.  dollar  is  having  a 
"signiiicant  negative  impact"  and  third-quarter  and  full- 
year  results  will  be  below  forecasts. 

OWENS  CORNING  Sept.  17  Lower  prices  for  insulation 
and  composite  materials  and  lower  sales  of  roofing 


LI.  S.  Japan  and  Germany  ac- 
count for  about  35%  of  its 
profits.  So,  factoring  in  dollar 
gains  against  those  currencies, 
analysts  have  trimmed  third- 
quarter  earnings  by  some  5% 


tainability  of  earnings  mo-    [^_3A^!L^Jswiil  depress_ third-quarter  and  1997  earnings.      to  42c  per  share.  Kodak.  Mo 


itum  are  growing.  'Tt's  ex- 
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torola,  and  Polaroid  have  been 
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similiU'ly  affected.  And  the  dollai-  "will  be 
more  of  a  concern  going  fomard,"  wor- 
ries Zacks.  He  figiu-es  multinationals  will 
face  growing  competition  fi'om  imports 
in  the  U.  S.  and  slowing  gi'owth  in  many 
export  markets. 

At  home  and  abroad,  finding  new 
gi'owth  opportunities  is  getting  hardei". 
Already,  says  Ned  Riley,  chief  invest- 
ment officer  at  BankBoston,  "volume 
gi'owth  is  disappointing  at  some  multi- 
nationals." Gillette  managed  to  boost 
sales  just  3%  in  the  fii'st  half,  due  partly 
to  anemic  sales  of  Braun  electric  i-azoi-s — 
which  sell  for  up  to  $200  apiece — in  Ger- 
many and  Japan.  At  Procter  &  Gamble 
Co.,  sales  rose  only  1%,  to  $.35.8  billion,  in 
the  fiscal  year  ended  June  30.  That's 
nowhei'e  near  the  level  needed  to  reach 
ChaiiTnan  John  E.  Pepper's  goal  of  dou- 
bling p&c's  sales  over  the  coming  decade. 
SQUEEZED.  In  the  U.  S.,  where  inflation  is 
all  but  extinguished,  companies  have  lit- 
tle leeway  to  boost  top-line  growth 
thi'ough  price  increases.  "It's  veiy  difScult 
to  pass  on  cost  increases,"  complains 
Mitchell  S.  Fromstein,  chainnan  of  Man- 
power Inc.,  the  temporaiy-help  finn.  With 
the  dollar  hmling  ovei'seas  eaiTiings  and 
prices  stuck  at  home,  Manpower  is 
squeezed.  On  Sept.  12  it  advised  ana- 
lysts to  cut  thii'd-quaiter  estimates  by 
some  10%.  Similarly,  Owens  Coming 
has  found  it  must  go  slow  on  upping 
the  prices  it  charges  for  composites 
it  sells  to  fiberglass  manufacturers, 
says  Chief  Financial  Officer  David  W. 
Devonshu-e.  That  and  weak  sales  of  , 
roofing  material  led  the  company  to  \ 
warn  analysts  on  Sept.  17  to  expect  ^ 
earnings  to  come  in  25%  below  previ- 
ous estimates  this  quarter 

And  despite  a  strong  second  half,  Mo- 
town also  faces  a  "treacherous"  road  in 
1998,  warns  Lobaccai'o.  He  expects  over- 
all sales  to  remain  static  at  15  million 
vehicles  next  yeai".  Meanwhile,  with  gains 
from  cost-cutting  slowing,  Lobaccaro  ex- 
pects Gener;il  Motoi-s,  Fonl,  and  Cliiysler 
to  boost  margins  just  1%-  after  inflation. 
The  net  result:  Combined  Big  Three 
earnings  will  slump  to  $14.5  billion  next 
year,  li-om  $15  bilhon  this  year 

No  one  expects  overall  earnings 
gi'owth  to  staO  out.  Indeed,  lower  interest 
rates  and  a  weaker  doUai-  could  improve 
many  companies'  pros])ects.  But  for  now, 
the  warning  .signs  about  profit  gi'owth 
are  all  too  clear.  "We're  in  a  position 
where  stocks  ai'e  going  up,  even  as  earn- 
ings estimates  are  going  down,"  says 
Pnidential's  Brown.  Sooner  or  later,  that 
seems  certain  to  spell  trouble. 

By  William  C.  Symonds  in  Boston, 
with  Frederick  F.  Jespersen  in  New  York 
ami  bureau  reports 


WEATHER 


AN  ILL  WIND 
FOR  BUSINESS 

El  Nino's  mischief  could  set  off  a  chain  of  economic  calamities' 


outheni  CalifoiTii- 
ans,  jitteiy  about 
predictions  of  an 
unusually  wet 
winter,  braced  themselves 
as  Hurricane  Linda,  the 
strongest-ever-recorded  Pacific  hurri- 
cane, raced  up  the  Mexican  coastline.  In 
Malibu,  the  city  ran  out  of  the  sandbags 
it  hands  out  to  residents  to  protect  theii' 
homes  from  mudslides  and  flash  floods. 
Bulldozer's  in  Hermosa  Beach  built  eight- 
foot-tall  sand  bei-ms  to  protect  coastal 
buildings. 

Linda  blissfully  headed  out  to  sea  on 
Sept.  14,  leaving  only  a  gentle  onshore 
rain  that  put  out  a  fire  in  the  San 
Bernadino  Mountains.  But  Californians 
aren't  letting  down  their  guard.  Linda 
was  a  by-product  of  El  Nino,  a  phe- 
nomenon that  aiises  in  the  Pacific  every 
two  to  seven  years  and  alters  weather 
patterns  around  the  world. 

This  year's  El  Nino  promises  to  be  a 
whopper,  already  exceeding  the  intensi- 
ty of  the  1982-83  El  Nino  at  its  peak 


(chart).  F'orecasters  warn  Californiaa 
to  expect  as  much  as  three  times  m- 
mal  rainfall  from  January  throua., 
March.  Even  now.  El  Nino  is  wreaki|ils 
economic  havoc  throughout  the  worym 
causing  di'oughts  in  Southeast  Asia  ai-il 
Central  and  South  America.  i 
The  last  big  El  Nino,  the  1982-83  oj^ 
caused  more  than  $8  billion  worth  iwii 
damage  worldwide — equivalent  to  ^^'^ 
billion  in  1996  dollars,  according  to  U<. 
government  estimates.  "We  are  prep>  - 
ing  for  the  worst,"  says  Douglas  flj-f; 
Wheeler,  California's  Secretary  of  IwiK 
sources,  "and  hoping  for  the  best."  .  %  \ 
El  Niiio,  "Christ  Child"  in  Spaniijjt 
was  the  name  Peruvian  fishermen  giid:-. 
the  warm  currents  that  would  show  p 
every  few  years  just  before  Christms; 
Most  years,  trade  winds  blow  acres  13 
the  troi)ical  Pacific  from  east  to  we:;^  j 
piling  up  as  warm  surface  waters  if 
Asia.  But  when  those  winds  slow  or  w  j 
verse  direction,  the  water  sloshes  bjte 
and  the  world  experiences  an  El  N  o  v 
event. 


Phis  year,  the  ocean  along  the  west 
st  of  South  and  Central  America  is 
much  as  five  degrees  above  normal, 
a  result,  Central  and  South  Ameri- 

countries  are  experiencing  storms 
I  flooding  in  some  places,  drought  in 
ers.  Already,  Peru  has  declared  a 
te  of  emergency  for  more  that  half  of 
land.  It  expects  El  Nino  to  cause 
to  $1.2  billion  in  damage  and  knock 

grow^th  of  its  gi-oss  national  product 
vn  two  points,  to  5%  next  year. 
i\  Niilo  is  wreaking  havoc  with 
•u's  exports,  a  key  source  of  econom- 
>xpansion  for  the  countiy.  Peruvian 


ntral  Bank  chief  German  Suarez 
ivez  predicts  that  fishmeal  shipments, 
ied  on  the  anchovy  catch  and  the 
intry's  largest  export,  will  drop  43% 
A  year  "Wanner  ocean  temperatiu-es 
'e  diiven  the  anchovy  fleet  into  deep- 
water  or  south  toward  Chile,"  says 
yandra  Martinez,  a  researcher  at 
ophysics  Institute  of  Peru.  That 
nds  to  have  a  ripple  effect  world- 
ie  because  soybean  prices  will  rise 
farmers  search  for  alternate  protein 
irces  for  animal  feed. 
)0D  AND  DROUGHT.  Meanwhile,  north- 
1  Peru  is  gearing  up  for  torrential 
ns.  The  country  has  already  spent 
re  than  $20  million  reinforcing 
dges,  clearing  rivers  and  canals,  and 
trading  drainage  systems.  The  gov- 
iment  is  encouraging  fanners  to  plant 
e  instead  of  the  usual  cotton,  even 
)ugh  that  means  it  will  have  to  im- 
rt  20%  more  cotton  to  supply  the 
intry's  textile  mflls. 
Guatemala  and  Costa  Rica  have  also 
slared  states  of  emergency.  Guate- 


malan authorities  say  that  40%  to  50% 
of  the  country's  corn,  bean,  and  coffee 
crops  have  been  lost  to  the  summer 
drought.  In  Costa  Rica,  25%^  of  the  rice 
crop  has  been  lost,  and  coffee  produc- 
tion, which  accounts  for  8.9%  of  the 
country's  exports,  may  be  down  as  much 
as  40%.  "It  has  gone  from  an  agricul- 
tural problem  to  a  national  problem," 
says  Ricardo  Garron,  Costa  Rica's  agii- 
culture  minister 

Things  ai'en't  much  better  on  the  oth- 
er side  of  the  Pacific.  Deprived  of  the 
warm  water  that  fuels  monsoons,  Aus- 
tralia, Indonesia,  and  the  Philippines 
are  suffering  severe  droughts. 
The  Australian  Bureau  of  Agri- 
cultural &  Resource  Economics 
predicts  that  drought  on  the  east 
coast  vrill  vripe  $1.4  billion  off  of 
crop  exports,  based  on  a  12% 
drop  in  production.  It  expects  the 
I  wheat  crop,  the  country's  biggest 
I     commodity,  to  be  off  30%. 

In  Indonesia,  President  Suhar- 
to in  late  August  warned  of  a 
possible  food  shortage  if  the  rainy 
season  is  delayed  three  months, 
to  December,  as  Indonesia's  Me- 
teorology &  Geophysics  Agency 
predicts.  Rice  paddies  started 
drying  up  in  early  August,  the 
corn  crop  has  been  savaged,  and 
this  year's  coffee  production  is 
down  30%. 

El  Nifio  is  usually  a  mixed  bag 
for  the  U.  S.  In  general.  El  Nino 
appears  to  nudge  the  jet  stream 
to  the  southeast,  where  it  can 
better  drive  off  hurricanes.  That 
also  makes  for  warmer,  drier 
winters  in  the  North  and 
warmer,  wetter  winters — and 
possible  flooding — in  Southeni  CaUibinia 
and  the  Gulf  Coast.  In  the  1982-83  El 
Nino,  floods  did  $1.2  billion  worth  of 
damage,  and  the  following  year's 
drought  cost  farmers  $10  billion,  but 
consumers  in  the  Northeast  saved  a 
tidy  $2.5  billion  on  heating  bills.  With 

OFF  TO  A  BIG  START 

The  current  El  Nino  is  shaping  up  to  be  worse 
than  any  previous,  based  on  a  multivariable 
index  measuring  seawater  temperatures, 
air  temperature,  and  wind 
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A  WINTER  FOR  THE  BOOKS 

The  altered  weather  pattern 
may  crimp  African  harvests — 
and  Vermont  snow  tire  sales 

El  Nino's  effects  rippling  across  the 
globe.  Congress  held  hearings  on  El 
Nifio  on  Sept.  11. 

Farmers  and  commodities  brokers 
have  long  paid  attention  to  El  Nino's 
progi'ess.  Prices  of  futui'es  contracts  for 
cocoa,  coffee,  wheat,  and  corn  are  al- 
ready on  the  rise.  And  this  year,  execu- 
tives from  all  sorts  of  businesses  are 
paying  attention,  too.  "If  the  winter  is 
warmer,  it  will  drive  down  fuel  costs," 
says  John  H.  Dasburg,  pi'esident  and 
CEO  of  Northwest  Airiines  Inc.  "When 
we  look  at  our  hedging  strategy,  we 
factor  in  El  Nifio." 

Scientists  have  come  a  long  way  in 
predicting  the  onset  of  El  Nino  since 
the  1982-83  occurrence,  which  caught 
the  world  by  surprise.  Relying  on  data 
from  weather  buoys  in  the  Pacific  and 
computer-modeling  techniques,  the  Na- 
tional Weather  Service  began  warning 
about  this  year's  El  Niiio  five  months 
before  its  effects  were  fii'st  felt. 

Still,  it's  difficult  to  make  plans 
based  on  weather  forecasts.  Everyone 
knows  that  just  because  the  TV  weath- 
erman predicts  a  70%-  chance  of  show- 
ers you  may  not  actually  need 
an  umbrella  the  next  day.  Ask 
Craig  Underwood  of  Oxnard, 
Calif.  He  lost  8  of  the  250  acres 
he  had  been  farming  when  a 
swollen  river  undercut  his 
property  dm-ing  the  last  big  El 
Nino.  However,  he's  not  pan- 
icked about  this  year's  El  Nifio. 
"Some  farmers  are  tempted  to 
adjust  their  planting  plans  be- 
cause of  El  Nifio,"  he  says.  "It's 
too  risky,  because  you  never 
know  the  timing  of  weather." 
Live  and  leam. 

By  Larry  Armstrong  in  Los 
Angeles,  with  Elizabeth  Veomett 
in  New  York  and  bureau 
reports 
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TOBACCO 


ALRIGHT.  EVERYBODY. 
BACK  TO  THE  TABLE 

Clinton  is  out  to  make  the  tobacco  deal  an  election-year  issue 


T 


hree  months  ago,  the  $368.5  billion 
tobacco  settlement  seemed  likely  to 
the  Clinton  Administration's 
blessing  and  congressional  approval. 
With  good  reason:  Pi'esidential  confidant 
Bruce  Lindsey  had  helped  broker  the 
deal,  and  a  poweifiil  coalition  of  tobacco 
execs,  state  attorneys  general,  and  pub- 
lic-health advocates  were  on  board. 

But  by  Sept.  17,  when  President  Clin- 
ton called  for  major  changes  to  the  pact, 
optimism  about  the  deal's  future  had 
turned  to  gloom.  Not  only  won't  Con- 
gi'ess  act  on  legislation  to  enact  the  pact 
this  year,  but  pushing  the  debate  into 
the  1998  election  year  vastly  increases 
the  risk  that  the  deal  will 
ultimately  go  up  in  smoke. 

Flanked  by  two  leading 
critics  of  the  settlement — 
former  Food  &  Drug  Ad- 
ministration Commissioner 
David  Kessler  and  ex-Sur- 
geon General  C.  Everett 
Koop — Clinton  made  clear 
that  he  was  taking  a  stand 
against  the  industry — and 
signalled  that  he  plans  to 
make  tobacco  a  huge  issue 
in  next  year's  elections.  De- 
mocrats will  portray  Re- 
publicans as  pawns  of  a 
rogue  industry;  the  gop  vnll 
depict  Democrats  as  lackeys 
of  greedy  trial  lawyers. 


Clinton  and  congressional  leaders  say 
they  still  want  a  bipartisan  accord.  But 
even  Republicans,  who  have  traditionally 
sided  with  the  industiy,  are  distancing 
themselves  fi-om  the  original  deal.  "The 
tobacco  pact  has  no  credibility — none 
whatsoever,"  says  Representative  Marge 
Roukema  (R-N.J.).  "We'd  look  like  ac- 
complices to  the  per]3etration  of  a  ciime 
if  we  approved  it." 

At  a  minimum,  the  proposal  will  be 
significantly  altered.  Clinton  wants 
greater  FDA  regulation  of  tobacco,  dis- 
closure of  now  secret  industry  docu- 
ments, and  increased  penalties  against 
companies  if  they  fail  to  meet  targets 


LIGHTING  UP 

Federal  tobacco  taxes  may  go 
up  by  $  1 .50  a  pack  over  10  ye; 
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WILL  THE  DEAL  GET  STUBBED  OUT? 


TIMING 


Congress  won't  touch  the 
issue  this  fall.  In  the  1998 
election  year  the  political 
risks  for  the  Democrats  and 
Republicans  will  rise. 


DETAILS 


for  reducing  teenage  smoking.  Clintjijj^ 
also  insists  on  further  restrictions  ( ^ 
advertising  and  sales  of  tobacco  pro 
ucts,  and  more  money  for  cancer  i  p^e- 
search.  To  pay  for  his  changes,  the  Pr< 
ident  estimated  that  the  price  of  a  p; 
of  cigarettes  would  have  to  go  up  by 
much  as  $1.50  over  the  next  decai 
Industrj'  spokesman  Phil  Carlton  s; 
the  original  deal  would  lead  to  sue 
price  boost — and  meets  the  other  broi 
aims  Clinton  outlined. 
"LITIGATION  LOTTERY."  White  HouL„ 
strategists  beheve  that  President  Clf ' 
ton  has  a  good  chance  of  getting  1 
wish  list,  thanks  to  the  missteps 
Big  Tobacco.  With  a  history  of  getti  ,  \ 
its  way  on  Capitol  Hill — which  has  i  jat 
ceived  millions  in  campaign  donations  j,j 
the  industry  assumed  that  it  could  n  jj^j 
a  deal  through  Congress  without  i  ^ . 
eluding  lawmakers  in  the  talks  eai 
on.  That  soured  the  gop  as  well  as  t  . 
Democrats.  Hubi'is  inflicted  anoth 
wound  in  the  form  of  a  .$50  billion  t ' 
break  inserted  into  the  balanced-budgl 
bill  with  the  help  of  Gingrich  and  Se 
ate  Majority  Leader  Ti-ent  Lott  (  ^j.^^ 
Miss.).  Once  exposed,  the  House  a 
Senate  quickly  voted  to  repeal  t' 
giveaway. 

Republicans  aren't  abandoning  B 
Tobacco.  Nor  are  they  willing  to  gi 
the  Democrats  exclusive  use  of  the  i 
bacco  settlement  as  campaign  foddij„|^ 
Hill  Repubhcans,  for  example,  are  mt '°. 
ing  a  show  of  efforts  to  try  to  cu 
exorbitant  fees  to  plaintiff  lawyel  ^ 
who  cut  the  deal.  "This  is  not  goi:! 
to  be  a  litigation  lottery  for  the  e(' 
richment  of  trial  lawyers,"  vows  Hou . 
Speaker  Newt  Gingrich  (R-Ga.).  A 

tobacco-state  lawmakel^^' 
want  subsidies  for  growel' 
who  face  ruin  because  ,^ 


There  are  still  wide  differ- 
ences over  Food  &  Drug 
Administration  authority  over 
tobacco,  attorneys'  fees,  and 
tobacco  company  penalties. 
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W 
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PARTISAN  POLITICS     ■  INDUSTRY  RESISTANCE 


Democrats  will  portray  the 
Republicans  as  pawns  of 
Big  Tobacco.  Republicans 
will  say  that  Democrats 
are  carrying  water  for  trial 
lawyers. 


Faced  with  major  conces- 
sions, Big  Tobacco  might 
fight  a  series  of  state  law- 
suits, class-action  clashes, 
and  court  battles  over  FDA 
lurisdiction. 


lost  sales. 

In  the  end,  it  will  ta 
Clinton's  leadership  to  , 
a  deal  back  on  track.  F  ':: 
now,  the  Pi-esident  is  enjc 
ing  watching  Republica 
squirm.  Aides  think  he's 
a  win-win  situation:  He  gi 
the  deal  he  wants  or  a 
tent  issue  for  Democrats 
'98.  Either  way,  it's  bad 
Big  Tobacco. 

By  Richard  S.  Dimha\ 
with  Amy  Bomis,  in  Wc 
itigton,  and  Mike  France 
New  York 
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iCTRONICS 


■TAMAX  WARS 
1  OVER  AGAIN? 

;ital  videodisks  are  on  the  way-in  rival  formats 


you're  shopping  for  a  high-end  PC  or 
)me-theater  setup  this  fall,  expect  to 
it  an  eaiful  about  digital  videodisks, 
VDs.  Launched  with  deafening  fan- 
last  March,  these  shimmering  disks 

hold  billions  of  bits  of  infonnation 
display  the  entire  Yellow  Pages  on 
■  home  computer,  or  play  movies 
,  the  sharpest  picture  you've  ever 

on  a  TV  screen. 

iiere's  just  one  little  hitch.  Thanks  to 
e  last-minute  jockeying  by  movie 
ios  and  electronics  giants,  not  all 

machines  are  created 
i.  And  the  sys- 
that  you  buy  to- 

may  not  plaj 
movies  or  multi- 
ia  games  you 

on  the  shelf 
t  summer. 
,ch    may  be 

you  haven't 
I    many  dvd 
ers  outside  the 
tronics  shops 
jrican  consumers 
;  bought  only  180,000 
ers  and  just  500,000 
ies. 

iRN  ENEMIES.  Incredi 

IS  it  may  seem,  the  dvd 
na  is  ah'eady  looking  Uke  a 
ay  of  Betamax  vs.  VHS,  the 

battle  of  rival  vcR  formats 
1  Sony  Coi-p.  and  Matsushita  Elec 
Industrial  Co.  in  the  late  1970s,  in 
?h  millions  of  "early  adopters"  got 
led.  The  irony  is,  of  all  the  new 
lucts  launched  in  the  20  years  since 
imax,  DVD  was  the  one  designed  not 
ill  into  this  kind  of  trap. 
fhyl  Because  the  new  videodisks 
3  carefully  crafted  by  Toshiba  Corj)., 
e  Warner  Inc.,  and  their  pailners 
I  true  product  of  "digital  conver- 
ge"— the  1990s  megatrend  in  which 
puting  and  digital  entertainment 


supposedly  meld  into  one.  Japanese  in- 
dustrial magnates  courted  Hollywood 
moguls.  Microsoft  Coi"p.  and  Intel  Corp. 
were  brought  on  board.  Sworn  enemies 
struck  compromises. 

As  a  result,  dvd  promoters  dreamed, 
by  2000  the  new  fonnat  would  revitalize 
the  consumer-electronics  business,  which 
hasn't  had  a  majoi'  hit  since  camcorders 
in  the  late  1980s.  Hollywood  would 
bathe  in  new  revenue  streams. 


as  consumers 


over  how  the  new  players  should  handle 
movie  soundtracks,  delaying  dvd's 
launch  in  Europe.  Then  in  August,  core 
alliance  members  Sony  and  Philips  Elec- 
tronics suddenly  broke  ranks  wath  the 
pack  over  the  design  of  next-genera- 
tion recordable  dvds,  which  will  play 
movies,  but  will  also  be  used  in  com- 
puters. "They  api)ear  to  have  their  own 
agenda,"  complains  Matsushita  Presi- 
dent Yoichi  Morishita.  "It's  extremely 
regi'ettable." 

Just  a  few  weeks  later,  Matsushita 
dropped  its  own  bombshell.  In  league 
with  Zenith  and  Thomson  Multimedia, 
owner  of  the  rca  brand,  it  announced 
plans  to  create  a  variant  of  dvd  called 
"Divx"  devised  by  Digital  Video  Ex- 
press LP,  a  partnership  between  retailer 
Circuit  Citv 


around 
the  world  rushed 
to  build  home  libraries  of 
film  classics  on  disk.  Sihcon  Val- 
ley would  get  the  ultimate  multime- 
dia disk  drive,  with  seven  times  the  ca- 
pacity of  a  CD-ROM. 

Those  dreams  aren't  washed  up — yet. 
But  despite  intense  eftbrts  to  keep  the 
alliance  together,  it's  um-aveUing.  Digital 
convergence,  it  seems,  has  vastly  com- 
plicated the  process  of  negotiating — and 
implementing — new  standards. 

The  first  signs  of  trouble  appeared 
last  year,  when  music  interests  clashed 


Stores  and  a  powerftil  Hollywood  law 
film.  Theii'  systems,  to  be  launched  next 
summer,  will  play  movie  disks  that  don't 
lain  on  conventional  dvd  players.  "Divx 
will  muck  up  the  woi'ks  more  than 
ever,"  predicts  Mai\y  Bourdon,  a 
Dataquest  Inc.  senior  analyst. 

From  day  one,  there  was  tension  be- 
tween Hollywood  and  the  electronics 
companies — and  within  the  electronics 
camps.  Film  studios  wanted  maximum 
encry}3tion  on  the  disks  to  fight  against 
pu'acy.  Pai'amount  Pictures  and  Univer- 
sal Studios,  in  particular,  i-esisted  en- 
dorsing the  format.  Computer  compa- 
nies  griped   about   limited  storage 


VIDEO 

Toshiba,  Warner,  and  others 
forged  the  main  DVD 
standard.  Now  Circuit  City 
and  partners  have 
announced  Divx,  a  pay-per- 
view  system  that  is  only 
partly  compatible. 


AUDIO 

DVD  will  someday  double 
as  a  pure  audio  format 
storing  hours  of  high  quality 
music.  But  Pioneer,  Sony, 
and  others  are  pushing 
incompatible 
approaches. 


RECORDABLE  DVD 

Computer  makers  want  a 
rewr  itable  DVD  drive.  The 
DVD  alliance  had  agreed  on 
one  format.  Now  Sony, 
Philips,  and  H-P  are 
promoting  a  different 
one. 


m  FRACTURED 
LUANGE 

e  coalition  that  created 
3  first  digital  videodisk 
ichines  is  fraying,  and 
e  future  is  up  for  grabs. 


Ri|c;iMFc;q  \a;ffk  /  <;fptfmrfr  9Q  iqq? 
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capacity  and  problems  rev.Titing  data. 
And  within  the  Japanese  contingent, 
conflicts  erupted  over  how  to  div\y  up 
patent  royalties — causing  Sony  and 
Philips  to  bolt. 

Then  came  Di\-x.  Circuit  City  Chair- 
m^  and  CEO  Richard  L.  Sharp  says  he 
was  approached  thi-ee  years  ago  by  Hol- 
h'wood  entertainment  lawj-ers  at 
Ziffren.  Brittenham.  Branca  &  Fischer, 
who  had  dream.ed  up  their  own  exotic 
videodisk  rental  scheme.  Together,  they 
created  Digital  Mdeo  Express,  which 
is  two-thirds  owned  by  Circuit  City. 
They  added  an  extra  layer  of  encr\"ption 
code  to  standard  D'^.td  gear,  along  with  a 
modem,  and  drcuitn.'  to  handle  custom-er 
billing. 

Customers  wiU  register  with  Divx 
and  then  purchase  mo'de  disks  at  Cir- 
cuit City  or  other  licensed  retailers  for 
So — c-ompared  with  §2o  or  more  for  new 
mo\ies  on  regulai*  d\'i>s.  Upon  inserting 
a  disk  in  the  player,  they'll  have  4* 
hours  to  watch  the  flick,  after  which 
they  can  throw  it  away,  recycle  it.  or 
just  store  it  on  a  shelf  for  ftiture  use. 
On  aU  subsec;-  :  ■  •  '-  •■.ings.  the  hard- 
ware will  kee:  _  r.d  commimicate 
automatically  D:"."x"s  com.puters  to 
aiTange  for  biUing. 

"HYBRID  MODE."  Promoters  of  the  orig- 
ir.a.^  :  1  :  ;iTr.a:  don't  believe  Divx  will 
work  as  h\-ped  but  fret  that  c-onsumers 
will  postpone  purchases.  Some,  like 
Warner  Home  Mdeo  President  Warren 
Lieberfarb.  also  question  the  Di\"x  busi- 
ness model  "If  you  are  in  this  hybrid 
mode,  the  existing  rental  model  will  do 
it  more  cheaply  than  Di\"x."  he  says. 

But  Divx  backers  defend  their  ma- 
neuver. ■■'\M11  Divx  cause  some  c-onsumers 
to  wait"?  Absolutely."  admits  Thomson 
\ice-president  Michael  O'Hara.  "But  in 
the  (igital  world,  there  vnH  alwa\?  be  an 
expansion  of  func-tionalitj"."  even  if  that 
causes  some  shoppers  to  wait.  And.  in- 
sists Circuit  Cir.'s  Sharp.  "Divx  pro\ides 
meaningful  new  featitres." 

Lltimately.  Holl^-wood  will  determine 
which  D\T)  valiant  uins.  as  it  decides 
w'nich  format  to  release  its  latest  mo\ies 
in.  Disney.  Paramount.  Universal,  and 
DreamWorks  skg  have  committed  to 
cra.nking  out  Di\-x  titles.  But  Holl\-wood 
is  also  hedging  its  bets.  Kingmaker  Dis- 
ney, for  example,  plans  to  release  soft- 
ware in  both  Di\-x  and  d\d  formats. 

So  by  all  means,  listen  to  those  did 
sales  pitches  this  fall.  But  before  reach- 
ing for  your  wallet,  make  sure  there  is 
something  good  to  play  at  the  end  of 
the  day. 

By  Xeil  Gross  in  S'eu:  York,  with 
Steven  V.  Bndl  in  Tokyo  and  Ronald 
Grover  in  Los  Ano^l^s 


SOFTWARE 


WHY  WIN98'S 
DELAY  IS  0.  K. 

By  postponing,  .Microsoft 
does  PC  makers  a  favor 

A few  years  ago.  a  delay  in  the  deliv- 
er,' of  a  new  operating  system  from 
Microsoft  Corp.  would  have  thrown 
the  com.puter  industry"  into  a  tizz}'. 
That's  because  everyone — PC  makers, 
software  suppliei"s.  c-omputer  retaHei-s — 
coimted  on  each  new  version  of  ili- 
crosoft's  market-dominating  Windows 
software  to  kick  off  a  fresh  nde  of  buy- 
ing that  ms- ' 

But  when  M..:  -  ....:ed  Sept. 

15  that  it  was  pushing  back  deUverj"  of 


^1 

Tl  ' 


T 

held  on'  to  appease  PC  makei-s.  But 
had  already  promised  PC  makers  s 
retaflei-s  that  it  would  go  easj-  on  'Wa 
promotion  until  after  the  holidaj-?, 

For  sure,  ^ilicrosoft's  newest  opei 
ing  sj-stem  is  no  ^InBS.  which  gave  \ 
three-year-old  Windows  3.1  a  new 
and  feel  and  took  advantage  of  the 
ers  of  Pentium  chips.  'V\'in9S.  by 
trast.  is  a  modest  update,  offering  n 
goodies  such  as  support  for  digital  vii 
disks. 

The  real  draw  in  ^MnSfc — ^and  the  i 
son  ilicrosoft  wanted  to  get  it  onto 
mai-ket — is  its  built-in  Web  brow^ 
version  of  Internet  Explorer.  It  will 
low  usei-s  to  seek  the  files  on  their  h 
drive  or  company  network  the  sa 
way  they  get  material  from  the  "W 
The  delay  of  'Win&S.  which  wiH  put 
temet  Explorer  n"ont  and  center  on : 
Hons  of  new  pes.  is  a  setback  for 
crosoft's  campaign  to  wrestle 


more 


"Windows  9S  to  next  May  from  early  in 
the  first  quarter  the  only  squeals  c-ame 
from  investors  caught  in  a  momentar.' 
downdraft  in  ^rlicrosoft's  stock. 

In  fact,  most  industiy  executives 
breathed  a  sigh  of  relief  ^Microsoft  says 
it  decided  to  postpone  the  introduction 
of  '\Mn9S  to  accommodate  c-oi-porate  cus- 
tomers who  insisted  on  compatibility 
with  the  older  \S'indow5  3.1 — which  is 
stOl  in  use  on  some  103  miUion  personal 
computei-s.  The  software  c-ompany  orig- 
inally had  planned  a  separate  release 
v.ith  W.r.  3.1  suppoit  later 
NEW  GOODIES.  But  :Microsoft  was  also 
■.u".acr  prcsiia-e  from  PC  makers  and  re- 
tailers who  feared  that  a  Januar."  debut 
of  the  operating  system  would  cause 
consumers  to  hold  off"  bming  PCs — and 
slow  holiday  sales.  "My  fear  was  that 
^licrosoft  would  have  created  more  feai- 
and  unceitaintA"  aroimd  Christmas.'"  says 
Brian  Connors,  \ice-president  for  c-on- 
sumer  systems  at  mil's  PC  Co..  who  told 
Microsoft  as  much.  Microsoft  denies  it 


SIGH  OF  RELIEF 

PC  makers 
feared  that  a 
Januaiy  debut! 
of  the  s>"stem 
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the  browser  market  from  Xetsc 
Communications  Corp. 

The  postponement  als  : 
ing.  for  now.  the  boost 
gets  fi-om  an  upgrade — ..    _  . ..  .  ...  n 

system  sales  and  from  sales  o:  new 
plications  programs  such  as  Omc-e. 
deed,  analj-sts  now  e.xpect  ^licrosc 
eaiTiings  growth  to  slow  to  lOS:  in 
nrst  quarter  of  199S  and  then  to  7% 
the  June  quarter — down  from  aroi 
54'~f  for  the  year  ended  last  June  3( 

Microsoft  won't  let  a  little  proc 
delay  slow  it  down,  though.  On  S 
30.  it  wiU  launch  Internet  Explorer 
which  wQl  featui-e  I  m:":-''  in'-is  to 
tent"  fiT'm.  Qozen_s  ■; :  ;es.  ine 

ing  Warner  Br;:h-r-  -rir-a 
Une.  Some  -5<J  ?  :v  .  :  -  hi. 
shipping  the  latcs:  Ir.tcrr.e:  Expk 
on  their  machines  this  fall.  Then  coi 
the  "\^ln9S  tide. 

By  Steve  Ha  mm  in  Son  Franc 
and  A/ny  Cortese  in  Xeic  York,  i 
bu.  ^'eo.  \i.  I'ewns 


Helping  You  Build  a  Better  Business 


Why  Do  So  Many 
Company  Presidents 
Choose  Prudential 


for  The! 


...  more  and  more  of  their  employees  won't  settle  for  less. 

Today,  your  employees  demand  more  from  their  retirement  plan.  More  information. 
More  choices.  As  an  employer,  you  want  all  this — and  less  burden.  Isn't  it  time 
you  added  a  custom-made  401(k)  plan  from  Prudential  to  your  list  of  benefits? 


Introducing 

the  SIMPLE 

retirement  plan 

from  Prudential 
• 

Now,  thanks  to  new 
legislation  and  the  innovation 

of  Prudential,  companies 
with  100  or  fewer  employees 
can  offer  retirement  benefits 
like  today's  biggest 
corporations — at  a  price 
they  can  afford. 

Freedom  to  put  away 
up  to  $6,000  a  year, 
tax  deferred 

A  wide  variety  of 
Prudential  Mutual  Funds 
to  choose  from 

Reduced  fees, 
administrative  costs 
and  paperwork 

Flexible  sponsor 
contribution  options 

Clioose  between 
a  SIMPLE  IRA  or  401  (k) 

Coll  today  to  learn  about 
the  exciting  benefits  of 
a  SIMPLE  retirement  plan 
from  Prudential. 


Team  up  with  a  professional  and 
craft  a  plan  that  fits  your  business 

Prudential  401  (k)  plans  come  with  something 
many  others  don't — a  local  contact  who 
can  help  you  structure  a  plan  that's 
just  right  for  your  business.  Your 
Prudential  representative 
is  there  to  help  you  every 
step  of  the  way,  choosing 
investment  options, 
conducting  enrollment  ,^ 
meetings  or  just  1- 
answering  questions. 


Prudenhol's  employee  education  specialists  can  bring  the 
lafeit  imestmeni  knowledge  right  to  your  worlcplace. 


Easy  introductions 
to  a  world  of  financial  possibilities. 

With  a  Prudential  401(k),  plan  sponsors 
have  the  freedom  to  choose  from  a  menu  of 
investment  options.  We'll  work  with  you  to 

create  targeted  communications, 
convenient  toll-free  telephone 
support  services,  and  specialized 
employee  education  programs — 
all  to  help  your  employees  make 
smart  investment  decisions. 


Enioy  Q«ess  to 
these  and 
^zW-Vnom  money 

I  Prudential 

\  MIA 

1  f  ideVitV 
1  Jennison 

Putnam 


More  convenience,  less  paperwork. 

At  Prudential,  it's  our  job  to  make  your  job 
easier  So  we  keep  your  paperwork  to  a  bare 
minimum.  And  we  track  all  of  your  plan  data 
using  state-of-the-art,  recordkeeping  and 
repotting  systems.  And  whenever  you  need 

help,  a  customer  service  represen- 
tative is  just  a  phone  call  away 

Tap  into  over  three 
decades  of  retirement 
investing  experience. 

With  over  $36  billion  in 
assets  under  management, 
Prudential's  dedicated 
retirement  unit  is  among  the  top  ten  largest 
defined  contribution  managers  in  America.* 
One  third  of  Fortune  .500  companies  entrust 
their  retirement  or  other  institutional  assets 
to  Prudential. 

Call  today  for  more  details. 

1-800-353-2847 

www.prudential.com 


&y  Prudential 


For  more  complete  information  about  each  fund,  including  charges  and  expenses,  obtain  a  prospectus  by  calling  the  number  above.  Please  read  the  prospectus 
carefully  before  you  invest  or  send  money  Shares  of  the  Funds  are  offered  through  these  affiliated  Prudential  subsidiaries:  Prudential  Secunties  Incorporated, 
Pruco  Securities  Corporation;  Prudential  Investment  Management  Sen/ices  LLC,  all  subsidianes  of  The  Prudential  Insurance  Company  of  America,  Prudential  Plaza, 
Newark,  NJ  071 02-3777.  Prudential  Investments  is  a  unit  of  Prudential  that  manages  invested  assets  on  beholf  of  its  clients.  'Pensions  and  Investments,  May  1 997. 
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COMPUTERS 


AND  GIVE  ME  AN  EXTRA-FAST 
MODEM  WITH  THAT,  PLEASE 

Custom  PCs  are  hot,  and  Dell  could  feel  the  heat 


In  the  world  of  personal-computer  mai- 
keting.  it  seems  eveiybody  wants  to 
be  like  Mike— Michael  S.  Dell,  that  is. 
Dell  Computer  Corp.'s  build-to-order 
strategy'  has  made  his  company  the  in- 
dustiy's  hottest  and  fastest-gi'owing  com- 
pany. In  its  first  fiscal  quarter,  ended 
Aug.  3,  profits  more  than  doubled  on  a 
67%  increase  in  sales,  and  its  stock  is 
up  259%  this  yeai'.  "Dell  is  eveiybody's 
tai'get,"  says  Roger  Kay,  senior  reseai'ch 
analyst  at  Intel-national  Data  Corp.,  a 
mai'ket  research  fiiTn.  "No  matter  who 
you  talk  to  in  the  industiy,  you  hear  the 
same  thing:  Dell  is  the  guy  to  beat." 

So  just  about  everybody  in  the  PC 
business  is  tiying  to  figure  out  how  to 
copy  Dell's  success.  Its 
foiTTiula:  bypass  distribu- 
tors and  other  resellers 
and  sell  directly  to  cus- 
tomers. That  enables 
Dell  to  build  a  cus- 
tomized configui'ation  for 
eveiy  buyer  and  sell  its 
PCs  at  below  retailer 
prices.  Compaq.  Hewlett- 
Packard,  and  Packard 
Bell  NEC  have  all  been 
tweaking  theu-  strategies 
to  include  some  fom  of 
build-to-order  (bto)  pro- 
duction. And  now,  the 
nation's  lai'gest  computer 
retailer  is  joining  the 
fray.  On  Sept.  17,  $4.6 
billion  Compu.SA  Inc. 
launched  its  own  bto  pc 
business.  Says  Compl'SA 
CEO  James  F.  Halpin, 
"There's  a  big  pull  to- 
ward build-to-ordei;  and 
that's  the  only  ai'ena  we 
aren't  playing  in.  It's 
time  to  go  after  that 
market." 

NEW  KIOSKS.  Indeed,  it's 
high  time.  IDC  says  more 
sales  ai'e  shifting  fi'om  re- 
tail to  direct  sales — about 
5.5  million  pes  will  be 
sold  by  manufactiu-ers  in 
the  li.S.  in  1997  com- 
pared with  1.4  million 
dii'ect  in  1993.  Computer 
dealei*s  need  to  gi^ab  part 


PCs  TO  ORDER 

Following  Dell's  lead,  PC 
makers  and  retailers  are 
building  custom  computers. 
Retailers 

COMPUSA 

September,  1997 

NOBODY  BEATS  THE  WIZ 

September.  1997 

WAL-MART 

August,  1997 

OFFICEMAX 

June,  1997 

COMPUTER  CITY 

May.  1997 

RADIOSHACK 

May.  1997 

H.H.  GREGG 

April.  1997 

PC  makers 

HEWLETT-PACKARD 

October,  1997 

IBM 

September.  1997 

PACKARD  BELL  NEC 

August.  1997 

COMPAQ 

July,  1997 


of  that  market.  Tandy 
Corp.'s  Computer 
City  and  RadioShack 
units  as  well  as  Of- 
ficeMax have  ah'eady 
gotten  into  the  build- 
to-order  business. 
Wal-Mart  Stores  Inc. 
is  offering  build-to- 
order  computers 
made  by  aci  Microsystems 
thi-ough  its  Web  site.  And  Posen  (111.)- 
based  Proteva  Inc.  is  installing  kiosks  in 
PC  and  electronics  stores  to  let  consumei's 
select  customized  PCs. 

The  Dell  model  is  clicking  because 
the  PC  market  is  maturing.  Customers, 
particularly  corporate 
buyers,  are  well-versed 
in  technology.  They 
know  what  options  to 
choose  and  how  much  to 
pay. 

Buikl-to-order  is  also 
compelling  to  manufac- 
turers. If  done  correct- 
ly, it  lets  them  keep  in- 
ventory and  sales  costs 
to  a  minimum.  Compaq, 
which  launched  its  bto 
plan  in  July,  hopes  to 
lower  costs  by  as  much 
as  10%  to  12%.  By  the 
end  of  the  year,  80%  to 
90%  of  its  business  will 
be  BTO,  although  most 
products  will  still  be  sold 
by  dealers.  Packard  Bell 
NEC's  new  BTO  progi'am, 
in  which  customers  or- 
der dii'ect  fi'om  the  com- 
pany via  phone,  already 
appeal's  to  be  paving  off. 
Crows  Packard  Bell  Ex- 
ecutive Vice-President 
Luis  F.  Machuca:  "We're 
having  the  best  Septem- 
ber we've  ever  had." 

Other  PC  makers  are 
relying  heavily  on  so- 
called  channel-assembly 
progi'ams  to  help  waing 
costs  out  of  their  sys- 
tems and  be  more  com- 
petitive. IBM  began  al- 
lowing     dealers  to 


YOURS. 


assemble  computers 
to  customer  specifications  at  its  factoiij 
in  late  1995,  and  on  Sept.  15,  the  cor 
pany  expanded  its  program.  IBM  hup* 
to  cut  the  cost  of  its  business  computei 
by  up  to  10%.  Says  William  E.  Mi 
Cracken,  general  manager  of  sales  ai. 
sei^vices  for  IBM  PC  Co.:  "It  closes  t]  •■ 
gap  to  the  dii'ect  model"  that  is  used  h: 
Dell. 

How  will  retailed  figure  in  the  buil-; 
to-order  market?  Salomon  Brothers  an- 
alyst David  C.  Childe  says  Compc;. : 
could  carve  out  a  "mid-to-upper  singl 
digit  mai'ket  share"'  of  the  bto  busines  ; 
The  134-store  chain  will  offer  two  lin . 
of  desktop  computers,  and  custome' 
will  be  able  to  order  at  stores.  V 
phone,  from  a  Web  site,  or  throu^'j- 
Compu.'^A's  corporate  sales  force.  \ 
COMING  PRICE  WAR?  The  BTO  stratefi 
canies  risks  fur  retailers,  though.  Thi"  i 
could  alienate  PC  makers  should  the) 
capture  too  much  of  the  bto  mark(. 
However,  says  Hewiett-Packard  ma 
keting  manager  James  P.  MacDonn 
"they'll  compete  mostly  with  the 
and  Pa  screwdriver  shops." 

CompUSA,  for  one.  clearly  has  ii» 
sights  on  the  big  guys  and  is  wiPiing  tl 
use  price  as  ammunition.  Its  goal  is  n 
undercut  Dell  by  $200  on  each  configr? 
ration.  "If  I  were  Dell,  I  would  be  wc-i 
ried,"  says  Halpin. 

Dell  says  it  isn't.  "We  don't  thii:i 
right  now^  anyone  has  anything  o 
there  that  replicates  our  strategy',  mu 
less  that  can  keep  pace  with  the  rate 
which  we  are  moving,"  says 
spokesman.  Maybe  not,  but  the  fo( 
steps  are  getting  louder. 

By  Stephanie  Anderson  Forest 
Dallas,  with  Peter  Burroivs  in 
Francisco  and  bureau  reports 


WE'RE  MAKING  SURE  OUR  RESEARCH 

The  task  is  challenging.  But  the  rewards  are  many.  That's  why  at  Bayer,  we've  made  our  commitment 
to  health  care  research  a  crusade.  That's  why  we'll  spend  a  billion  dollars  this  year  in  areas  such  as 
pharmaceuticals,  medical  imaging,  diagnostics  and  genetic  engineering.  Working  on  treatments  for 

DEVELOPS  HEALTHIER  FUTURES. 

medical  challenges  ranging  from  the  common  cold  to  cancer,  Alzheimer's  and  AIDS.  Nearly  100  years 
ago  we  invented  a  wonder  drug  called  aspirin,  that  helped  improve  the  quality  of  life  in  the  20th 
century.  Now,  utilizing  our  expertise  and  experience,  we  plan  to  do  the  same  for  generations  to  come. 
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SEMICONDUCTORS 

INTEL'S  NEW  CHIP 
HAS  REAL  FLASH 

It  gives  consumer  electronics 
twice  the  memory 

For  more  than  a  decade,  researchers 
in  labs  from  Osaka  to  Yorktown 
Heights,  N.  Y.,  have  experimented 
with  a  radical  technique  to  double  the 
capacity  of  computer  memory  chips.  On 
Sept.  17,  chip  giant  Intel  Corp.  an- 
nounced in  Japan  that  it  will  produce 
chips  using  this  so-called  multilevel-cell 
technology.  Intel  isn't  actually  the  fii-st 
to  announce  such  a  revolutionary  clii]: 
two  startups  beat  it 
to  the  punch.  But  the 
$20  billion  chip  giant's 
entry  legitimizes  the 
new  technology. 

For  now,  it's  only 
a  quiet  revolution,  re- 
stricted to  "flash" 
memory  chips  that 
keep  data  even  when 
the  power  is  off — and 
that  are  used  widely 
in  battery-powered 
products  such  as  digi- 
tal cameras,  cellular 
phones,  and  notebook 
computers.  Once  the 
chips  find  their  way 
into  products,  in  eaiiy 
1998,  you 

shoot  twice  as  many 
photos  with  a  digital 
camera — or  the  same 
number  of  shots  with 
double  the  picture 
quality.  Or  you  can 
nm  larger  and  moi-e 
complex  progi'ams  on 
a  la]3top. 

BIG  STEP.  How  big  a 

breakthrough  are  In- 
tel's new  StrataFlash 
chips?  Potentially, 
huge.  By  using  very 
stable  materials  and 
ultrasensitive  sen- 
sors, Intel's  chips  can 
store  and  read  four  different  levels  of 
voltage  inside  each  transistor,  instead  of 
just  relying  on  the  binary  on-off  of  con- 
ventional chips  (table).  The  net  result  is 
that  each  transistor  holds  four  data 
values,  or  the  equivalent  of  two  bits, 
rather  than  one,  in  the  binaiy  language 
of  electi'onics. 


MORE  BITS  PER  CHIP 

►  Conventional  chips  store  data 

in  binary  form.  This  means 

eacfi  transistor  holds  one  bit,  a 

"0"  or  "1,"  depending  on 

,  , ,  ^  whether  the  circuit  is  on  or  off.  , ,  , 
be  able  to    able 

►  Multilevel  cell  technology, 
commercialized  in  a  new  Intel 
"flash"  memory  chip,  doubles 
storage  capacity  by  measuring 
the  amount  of  electricity  in 
each  transistor,  not  just 
whether  it  is  on  or  off.  So,  the 
value  can  be  0,  1,  2,  or  3. 


►  A  pocket  memory  card  built 
with  Intel's  StrataFlash  chips 
could  hold  160  minutes  of  dig- 
ital audio  vs.  80  minutes  for 
normal  chips,  or  40  digital 
camera  photos  vs.  20  for  nor- 
mal chips. 


Wliere  that  doubling  would  really  pay 
off  is  in  the  DR.\.M  chips  used  in  desktop 
computers  or  in  the  microprocessors 
that  control  them.  But  such  chips  use 
materials  that  can't  easily  accommodate 
multilevel  cells  and  that  also  require 
speeds  hundreds  or  even  thousands  of. 
times  faster  than  flash.  Japan's  NEC 
CoqD.  disclosed  in  Febniaiy  that  it  aims 
to  deliver  a  dram  chip  by  2000  that 
uses  four-level  memory  cells,  but  Ran- 
dall Isaac,  research  vice-president  at 
IBM's  T.J.  Watson  Research  Center  in 
Yorktown  Heights,  doubts  the  product's 
potential.  He  says  most  chip  reseai'chers 
think  it's  unlikely  to  meet  the  speed 
and  reliability  requirements  of  commer- 
cial memory  chips. 

Engineers  have  long  dreamed  of  be- 
ing able  to  create  microprocessors  that 
deal  with  more  than  one  bit  per  tran- 
'•-■==rs*«j;i  sistor.  But  Intel's 
flash  teclmology  won't 
help  make  that  hap- 
pen, either.  Micro- 
processors use  an 
entirely  different  in- 
ternal structure,  and 
the  limited  amount  of 
data  they  store  re- 
quires very  high- 
speed circuitry.  IBM 
researchers  have 
toyed  with  the  idea  of 
building  microproces- 
sors using  multilevel 
circuits  for  more  than 
a  decade,  but,  con- 
cludes Big  Blue's 
Isaac,  "it  still  isn't  vi- 
for  commercial 
computing. 

Still,  Intel's  new 
StrataFlash  will  give 
it  technology  brag- 
ging rights  and  a  po- 
tential edge  in  flash 
memory,  a  market 
that  has  grown  by 
.50%,  from  $2  billion 
in  1995  to  an  estimat- 
ed .$3  billion  tliis  yeai'. 
With  more  and  more 
poitable  de\ices  need- 
ing memory  chips, 
"flash  has  become  a 
pretty  big  deal,"  says 
analyst  Drew  Peck  of 
Cowen  &  Co.  Intel  now  has  about  one- 
third  of  the  market — down  from  39% 
at  the  end  of  1995,  according  to 
Dataquest  Inc.  Its  new  .$30  cliips,  which 
hold  64  megabits  of  data  each,  may  help 
it  stage  a  comeback.  As  for  the  revolu- 
tion, it  will  have  to  wait. 

By  Andy  Reinhardt  in  New  York 


ENVIRONMENT 

LOOPHOLE  IN 
THE  OZONE  PACT 

CFC  production  is  actually 
rising  in  the  Third  World  j 

A decade  ago,  110  nations  signeda 
liistoric  agi'eement  to  phase  out  t|- 
production  of  chemicals  that  w&t 
eating  away  at  the  earth's  protectje 
ozone  layer.  The  1987  Montreal  Protol] 
was  heralded  as  a  model  of  how  \m\\- 
trialized  and  developing  nations  cdijI 
wor'k  together  to  solve  environmeiu! 
problems. 

This  September,  delegates  to  the  Id 
anniversary  meeting  of  the  parties  p 
the  Montreal  Protocol  learned  how  b; 
ly  their  plan  has  stalled.  Some  devel 
ing  nations  have  actually  increased  t 
production  of  ozone-destroying  chloj 
fluorocarbons  (CFCs),  and  according 
a  study  by  the  German  governme! 
consumption  of  ozone-depleting  che: 
cals  is  declining  at  a  slower  rate  tl 
had  been  predicted  tlu-ee  yeai*s  ago.  T 
ozone  hole  over  Antarctica  last  yc 
w'hich  was  the  area  of  Europe,  sei 
record  for  size  and  duration,  meteorc 
gists  say.  Yet  industrialized  nations 
bickering  over  proposals  to  speed 
the  phaseout  of  ozone-depleting  che 
cals  methyl  bromide  and  hydrochl 
fluorocarbons  (HCFC). 

To  environmentalists,  these  devel 
ments  are  a  sigTi  of  trouble  ahead  w 
envii'onmental  ministers  gather  in  K 
in  December  to  take  on  the  far  toug 


pentium*J[ 


X 

Rendering  ... 

Cancel 

problem  of  global  warming.  The  agenda 
includes  la.\4ng  out  a  treaty  to  reduce 
gi"eenhouse-gas  emissions  fi'om  coal,  oil, 
and  other  fossil  fuels.  Even  now,  the 
U.  S.  is  balking  at  specific  targets,  and 
developing  nations,  which  scientists  pre- 
dict will  produce  more  gi'eenhouse  gas- 
es than  industrialized  nations  by  2010, 
have  so  far  refused  any  limits. 

Unhke  the  controversy  about  global 
warming,  there's  no  question  about  the 

WHERE  THE  CFCs  ARE 
COMING  FROM 


COMMENTARY 


By  Stan  Crock 


NATIONAL 

PRODUCTION  OF  

CHLOROFLUORGCARBONS 

■  CHINA  MEXICO 

■  INDIA    ■  U.S. 


1992  1996* 
▲  METRIC  TONS  •QZONE  ACTION  ESTIMATES 

DATA  OZONE  SECRETARIAT 

threat  that  the  damaged  ozone  layer 
poses.  Science  clearly  proves  that  CFCs, 
used  as  coolants  in  refrigerator's  and  air 
conditioners,  eat  away  at  ozone,  an  at- 
mospheric gas  that  blocks  ultraviolet 
rays  that  can  cause  skin  cancer  Once 
the  findings  became  clear,  chemical  com- 
panies came  up  with  replacement  chem- 
icals faster  than  required,  and  the  U.  S. 
and  the  European  Union  stopped  al- 
most all  CFC  production  by  last  Januai"}', 
as  mandated  by  the  Montreal  Protocol. 
"SLUGGISHNESS."  But  the  protocol  gave 
developing  nations  until  2010  to  phase 
out  CFCS — a  tactic  that  several  nations 
have  said  they  will  also  propose  for 
global  warming.  Some  nations,  however, 
have  used  the  Montreal  Protocol  gi-ace 
period  to  pump  up  production  while 
they  can.  China,  for  example,  raised  its 
annual  CFC  output  fi-om  12,300  metric 
tons  in  1986  to  60,000  last  year  Earher 
this  year,  China  announced  it  would  be 
unable  to  meet  a  1999  deadline  to  halt 
production  increases,  claiming  it  needs 
time  and  money  to  find  replacements. 

Environmentalists  who  were  once  op- 
timistic about  sohing  the  ozone  problem 
are  now  worried.  "There  is  more  reason 
to  act  on  limiting  ozone-destroying 
chemicals  now  than  ever,  but  there  is  a 
sense  of  sluggishness  about  doing  any- 
thing further,"  says  John  Passacantando, 
director  of  the  Washington-based  envi- 
ronmental group  Ozone  Action.  "It  def- 
initely bodes  ill  for  Kyoto."  And  the 
world. 

By  Catherine  Amst  in  New  York 


THE  WRONG  WAY  TO  STRIKE  AT 
RELIGIOUS  PERSECUTION 


Last  year  was  no  bell  ringer  for 
religious  freedom.  In  July,  mobs 
burned  Christian  churches  in 
Indonesia.  A  72-year-old  woman  was 
jailed  in  Singapore  for  having  Jeho- 
vah's Witnesses'  hterature.  And 
Chinese  authorities  raided  scores  of 
church  groups  that  were  meeting  in 
private  homes. 

Since  then,  a  broad  coalition  of  re- 
ligious and  human  rights  gi'oups 
have  joined  forces  with  evangelicals 
and  the  powerful  Christian  Coahtion 
to  pressure  Congi'ess  into  taking  ac- 
tion. On  Sept.  10,  the  Republican 
congressional  leadership  backed  a 

HYMNS  IN  BEIJING 

Unilateral 
sanctions  may  do 
little  to  help 
Christians  under 
siege  in  China 

measure  to  impose  uni- 
lateral sanctions  on 
countries  where  reh- 
gious  persecution  is 
rife.  U.  S.  business, 
which  has  consistently 
opposed  Democratic 
efforts  to  mix  trade  and  human 
rights,  now  faces  a  similar  assault 
from  its  Republican  aUies. 
GOOD  INTENTIONS.  The  result  is  an 
imcomfoitable  squeeze  for  business, 
which  will  have  a  hard  time  fighting  a 
law  aimed  at  ending  persecution.  It  is 
also  another  foray  into  misguided,  sin- 
gle-issue foreign  policy.  The  Freedom 
From  Religious  Persecution  Act  is 
likely  to  pass  Congi'ess  and  gain  Pres- 
ident Clinton's  approval,  joining  a  long 
list  of  dubious  unilateral  sanctions,  in- 
cluding the  1996  Hebns-Biuton  Act, 
directed  at  Cuba,  and  the  1996  Iran- 
Libya  sanctions,  which  upped  the  ante 
against  those  rogue  states. 

Such  measures  may  be  well  inten- 
tioned,  but  they  don't  work  as  in- 
tended and  often  backfire.  Take  the 
plan  to  bar  American  companies 
fi-om  selling  Beijing  nuclear  technolo- 
gy' after  the  1989  Tiananmen  Square 


massacre.  China  spent  $8  billion  in 
France,  $4  bilhon  in  Russia,  and  $3 
billion  in  Canada  and  got  the  nukes 
it  wanted.  Meanwhile,  Westinghouse 
Electric  Corp.  cut  3,500  workers  at 
Monroeville  (Pa.)  plant.  Trade  policy 
"is  driven  more  by  a  desire  to  make 
gestures  of  little  value  than  to  un- 
derwrite the  economic  security  of  th 
men  and  women  of  this  nation," 
Westinghouse  ChauTnan  and  ceo 
Michael  H.  Jordan  complained  to  a 
House  Ways  &  Means  subcommittee 
this  spring. 

When  Washington  acts  unilatei-ally 
nations  usually  manage  to  get  the 


capital  and  goods  they  need  else- 
where. Fewer  than  20%  of  recent 
lateral  sanctions  have  had  even  a 
modest  success  in  achieving  their  po] 
cy  goals,  says  Jeffi-ey  J.  Schott  of  th 
Institute  for  International  Economicsl 
There  ai'e  other  options  for  press 
ing  moral  points.  Multilateral  sanc- 
tions, such  as  those  slapped  on  Sout 
Africa,  work.  Denial  of  prestige,  sue 
as  blocking  Beijing  fi'om  holding  th 
OljTnpics,  is  also  effective.  A  busi- 
ness-backed measur-e  scheduled  to  b 
inti'oduced  in  Congr-ess  this  fall 
would  I'equire  a  kind  of  cost-benefit 
analysis  before  unilateral  sanctions 
are  imposed.  That  would  make  law- 
makers think  hard  before  they  act. 
As  for-eign  policy  gi-ows  more  com- 
plex, that's  not  a  lot  to  ask. 


Crock  covers  foreign  policy  issmi 
from  Washington. 
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DIET  DRUGS' 
DISAPPEARING  ACT 

AMERICAN   HOME  PRODUCTS 

may  be  looking  for  a  few 
good  lawyers.  On  Sept.  15,  the 
company  announced  it  was 
withdrawing  its  obesity  dings 
Pondimin  and  Redux  after  a 
wave  of  troubling  reports  on 
potentially  life-threatening 
side  effects.  The  final  straw: 
Data  collected  by  the  Food  & 
Drug  Administration  that 
showed  30%  of  a  gi'oup  of  291 
patients  who  had  taken  either 
of  the  drugs,  most  often  with 
another  weight-loss  drug, 
were  found  to  have  abnormal 
heart  function.  The  move, 
which  will  cost  the  company 
up  to  $800  million,  is  already 
triggering  lawsuits — and  the 
cost  estimate  does  not  cover 
any  potential  legal  liabihty  for 


CLOSING  BELL 


STRIKE  PAY  DIRT 

The  Teamsters  weren't  the  only 
folks  who  benefited  from  the 
United  Parcel  Service  strike. 
Thanks  in  part  to  a  windfall  of 
800,000  extra  packages  a  day  on 
average  during  the  walkout  at 
UPS,  Federal  Express  saw  third- 
quarter  earnings  more  than  dou- 
ble to  $143.3  million,  or  $1.22  a 
share,  from  $62  million,  or  540  a 
share  a  year  earlier.  The  news 
pushed  FedEx  shares  up  6.3%  to 
$71.75  on  Sept.  16.  FedEx  is 
hoping  to  keep  about  15%  of  the 
increased  volume.  Says  analyst 
Paul  Schlesinger,  of  Donaldson, 
Lufkin  &  Jenrette  Securities: 
"The  Teamsters  handed  them  a 
gift." 


American  Home.  A  spokes- 
person for  American  Home 
says  it  will  defend  itself 
against  any  such  litigation. 

FAST-TRACK  MAY  HIT 
A  SLOW  PATCH 

DEFYING    LIBERAL  DEMO- 

crats.  President  Clinton 
asked  Congress  on  Sept.  16 
to  renew  his  authority  to 
negotiate  trade  accords.  He 
rejected  demands  by  labor 
and  environmental  groups 
that  safeguards  for  worker 
rights  and  the  environment 
be  in  all  futui-e  deals.  But  the 
White  House  pledged  to  pur- 
sue side  agi'eements  on  those 
matters.  Still,  House  Demo- 
cratic leaders  said  they 
would  oppose  the  initiative. 
The  White  House  hopes  to 
get  the  so-called  fast-track 
trade  bill  passed  with  help 
from  the  GOP  and  Democrat- 
ic moderates. 


ALL  THE  KING'S 
DEALS  

it's  LET's-MAKE-A-DEAL  TIME 
for  King  World  Productions, 
distributor  of  such  game 
shows  as  Jeopardy!  and 
Wheel  of  Fortune.  First, 
King  World  inked  a  two- 
year,  $130  million  contract  to 
keep  talk  show  host  Oprah 
Winfrey  from  leaving  next 
year.  Then,  King  World  set- 
tled a  bitter  lawsuit  with 
Sony  so  the  two  companies 
could  launch  a  revival  of 
Holly ivDod  Squares.  Now, 
King  World  may  be  looking 
at  acquiring  All  American 
Communications,  distributor 
of  The  Price  is  Right  and 
Baywatch .  All  American 
has  said  it  is  talking  to 
potential  buyers. 


THE  PRINCE  AND 
THE  POP  STAR 

SAUDI    BILLIONAIRE  PRINCE 

Alwaleed  bin  Talal  and  su- 
perstar singer  Michael  Jack- 


HEADLINER:  JOHN  BRYAN 


A  FINGER  IN  FEWER  PIES 


John  Bryan  is  hoping  that 
investors  believe  less  is 
more.  On  Sept.  15,  the 
Sara  Lee  chairman  and 
chief  executive  an 
nounced  a  plan  to 
"deverticalize." 
That  means  the 
conglomerate 
will  sell  some 
$3  billion  of  its 
assets,  including 
some  manufactur- 
ing operations  and 
entire  divisions.  Bryan  will 
use  the  money  to  buy  back 
stock  and  beef  up  market- 
ing of  his  remaining 
brands,  which  range  from 
pound  cake  to  Hanes 
underwear. 

Bryan  has  good  reason 
to  make  a  change.  Al- 
though Sara  Lee  has  been 
generating  record  profits, 


Wall  Street  has  remained 
decidedly  unimpressed,  anc 
Sara  Lee's  stock  has  been 
languishing.  "We  were 
pretty  boring  to 
Wall  Street,  and 
there  was  a 
clamor  to  do 
something,"  he 
says. 
Biyan  is  hop 
ing  the  new  Sar: 
Lee  vdll  seem  a 
lot  more  hke  Nike, 
Coca-Cola,  and  Polo/Ralph 
Lauren — all  of  which  put 
more  of  their  resources 
into  marketing  and  out 
source  manufacturing. 
"Brands  are  the  absolute 
key,"  he  says.  So  far,  so 
good:  Sara  Lee's  stock 
rose  14%,  to  48%;  on 
the  news. 

By  Rick  Melc 


son,  partners  for  the  past  two 
years  in  Kingdom  Entertain- 
ment, are  teaming  up  with 
Sony  Music  to  create  a  new 
music  label.  Alwaleed,  who 
has  a  personal  fortune  of  $13 
billion  and  major  investments 
in  Citicorp,  Apple  Computer, 
and  TWA,  will  provide  as 
much  as  $70  million  in  start- 
up capital  while  Jackson  will 
draw  in  new  acts  and  fold  in 
his  current  m.j.j  Music.  Last 
year,  the  two  investors  pur- 
chased a  50%  interest  in 
theme  park  developer  Land- 
mark Entertainment  Group. 

ALOWBALL  BID 

IN  CABLE?  

AS  CHAIRMAN  AND  FOUNDER 
of  Black  Entertainment  Tele- 
vision, Robert  Johnson  has 
privately  grumbled  about 
the  need  to  please  Wall 
Street  every  single  quarter. 
Now  Johnson  is  trying  to 
relieve  some  of  that  pres- 
sure: On  Sept.  11,  Johnson 


and  longtime  partner  Libi 
ty  Media  offered  to  pay  $4| 
share  for  the  one-third  of  I 
Holdings  that  they  doj 
already  own.  But  some  [ 
bet's  largest  sharehold^ 
are  gi-umbling  that  Johnsc 
offer  is  a  lowball  bid 
he'll  have  to  sweeten.  Ba 
on  recent  deals  for  Gayl 
Entertainment  and 
Robertson's  Internatio 
Family  Entertainment, 
argue  that  bet  could 
worth  as  much  as  $7 
share. 

ETCETERA... 


■  Apple  Computer  nar 
co-founder  Steve  Jobs  int| 
im  CEO. 

■  Georgia-Pacific  is  sepa 
ing  its  timber  business  in 
new  operating  group. 

■  Goldman  Sachs  will  sell 
properties  to  REIT  Spiel 
Properties  for  $725  millio 

■  James  Morgan,  ceo 
Philip  Morris'  U.  S.  toba 
division,  is  retiring. 
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Introducing  Kayak  from  HP. 
The  world's  fastest  PC  Workstation. 

It  isn't  nuMcly  I'asl.  II  has  lio/cc  Ihc  grajili  ics  ixTroniiaiicc  ol  Sun's  '  llllra' 2 
UNIX'"  Workstation.  CAt  nearly  half  the  price.)  And  twice  the  graphics 
performance  of  any  Intel-based  machine.  In  fact,  Kayak  is  a  whole  family  of 
f'('  Workstations,  starling  at  under  They  havc^  fc^atures  you  won'l  find 


I   on  nuich  more  expensive  machin(\s 


^  I'    Like  A(il'  graphics  and  FaslRAlli  _^.r;r   — 
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SCSI  acc(>lera1  ors.'  Imagine  rendering        million  25-pi.xel  triangles  i)er 


second,  Imagini^  gi'lling  honu-  on  lime  Inr  a  change.  Bui  we're  not  just 


a  leader  in  sp(^(Ml;  \\  (>'re  I  ho  leader  in  Windows'  NT  I'C  Worksl al ions. 


.And   don'l    for,gel    our   NT/HNl.X    inleroperalnlil.N    hacked   by   our  strong 


UNIX  heritage.  Of  course  we  could  go  on,  but  you've  been  waiting  long 


enciugh.  For  a  (piick  Kayak  preview,  visit  iriv  ir  h  prrsnii  rcf  ra  in  /ka  t/a  k 
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ACClDENTi 


Liberty  Alutual's  managed  care  is  as  fast  as  Hector's  iast  break.  After  bis  accident,  Hector's 
employer  called  our  24-hour  claims  service  hothne.  We  found  the  right  doctor  to  treat  him,  at 
the  right  price.  A  rehabilitation  nurse  coordinated  a  return-to-work  plan.  And  through  our  on-site 
rehabilitation  program,  a  therapist  worked  to  help  Hector  properly  do  his  job  and  avoid  rein)ury, 
so  today  Hector  is  back  on  the  job  (and  on  the  boards)  leading  a  safer,  more  secure  life. 
^     Thcrel<  more  information  hy'(>  like  to  ^'hare.  So  nlea.ie  eall  John  Ryan  LIBERTY 

MUTUAL 

at  (617)  ^7-i~5S-f2  or  vunt  our  H'cknte  at  http:lh\"^>>'wALbcrt\fniutaal.coni       ^S^c  ^^^^<iom  of  \j'\)^X^ 
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HE  FBI  VS.  SILICON  VALLEY: 
iUESS  WHO'S  WINNING 


Iust  a  few  weeks  ago,  it  looked  as  if  High-Tech  Land 
was  near  victory  in  a  protracted  war  with  Washington. 
Its  objective:  relax  export  controls  on  softwai'e  and  hard- 
re  that  encrypt  into  unbreakable  code  everything  from 
■porate  secrets  to  personal  diaries.  An  industry-backed 
1  to  ease  the  curbs,  pushed  by  Representative  Bob  Good- 
te  (R-Va.),  was  sailing  through  key  House  committees. 
But  with  the  doggedness  of  a  gumshoe.  Federal  Biu'eau  of 
^estigation  Director  Louis  J.  Freeh  has  handed  the  techies 
tunning  setback.  Raising  the  specter  of  pedophiles,  drag 
ilers,  and  terrorists  hiding  their 
ty  secrets  in  electronic  code, 
eeh  has  been  pressing  Congress 
go  beyond  export  controls  and  im- 
>e  unprecedented  restraints  on  en- 
pted  products  in  the  U.  S.,  as  well. 
He's  winning.  On  Sept.  9,  the 
use  National  Security  Committee 
;ted  the  Goodlatte  bill's  provisions 
5ralizing  encryption  exports.  Two 
ys  later,  the  House  Intelligence 
mmittee  added  domestic  controls 
it  guarantee  law  enforcement  offi- 
Is  access  to  coded  information, 
rbs  are  vital  so  "we  do  not  plow 

0  the  Information  Age  having 
akened  our  ability  to  protect  the 
■ional  security,"  says  Committee 
airman  Porter  J.  Goss  (R-Fla.). 
Capitol  Hill's  about-face  has  high- 
'h  execs  and  civil  libertarians 
last.  The  issue  has  united  the  Ukes 
Microsoft,  Intel,  auto  makers,  and 
Dne  companies  with  the  American 
n\  Liberties  Union  and  rehgious 
)adcaster  Pat  Robertson. 
>LATING  PRIVACY?  They  see  Big 

other  not  only  hampering  commerce  but  also  violating 
hts  to  privacy  and  free  speech.  Freeh's  plan  to  guarantee 
ice  access  to  decoding  "keys"  would  be  technically  impos- 
le  or  hugely  expensive,  says  Microsoft  Coi-p.  lobbyist  Jack 
umholtz.  "We  risk  impeding  the  gi'owth  of  electronic  com- 
rce,"  he  wams.  Adds  Rhett  Dawson,  president  of  the  In- 
mation  Technology/  Industry  Council,  which  represents 
nputer  producers  and  users:  "There  is  a  sense  on  the  Hill 
it  this  is  a  good  time  to  run  over  Fomth  Amendment"  lim- 
on  searches  and  seizures. 

Freeh's  proposal  would  require  everyone  who  encrypts 
:a  to  use  technology  that  pemiits  law  enforcers  to  break 

1  code.  In  one  approach,  company  or  personal  records 
uld  be  encrypted  in  easily  breakable  code — or  the  decoding 

would  be  held  by  a  designated  party,  such  as  a  central 
jository  in  a  company.  Police  could  then  get  a  court  order 
i  obtain  the  keys  without  the  users'  knowledge.  "Not  only 
3s  the  government  have  the  right  to  break  down  your 
Dr,  but  your  door  can't  be  stronger  than  their  battering 


Freeh  convinced  lawmakers 
that  unbreakable 
encryption  aids  criminals 


ram — or  you  must  leave  a  key  at  the  police  station,"  fumes 
Stephen  D.  Crocker,  chief  technology  ofBcer  at  Cybercash  Inc. 
It's  a  dramatic  expansion  of  police  wiretap  power,  warns 
Donald  Haines  of  the  ACLU.  "It  puts  eveiyone  at  risk." 

Freeh  counters  that  a  world  in  which  criminals  have  un- 
breakable codes  poses  a  real  threat  to  law  enforcement.  That 
argument  has  swayed  many  lawmakers,  who  fear  appearing 
soft  on  crime. 

Just  a  few  years  ago,  the  campaign  to  cui'b  encryption  was 
waged  largely  by  the  super-secret  National  Security  Agency. 

It  aimed  to  keep  state-of-the-art 
products  out  of  the  hands  of  foreign 
terrorists.  Since  the  U.  S.  was  the 
world  leader  in  data-scrambling  tech- 
nology, that  meant  extending  cold 
war  export  controls.  "It  would  have 
been  very  difficult  for  an  agency  no 
one  ever  heard  of  to  fight  Bill  Gates 
and  the  entire  software  and  hard- 
ware industry,"  says  Washington  at- 
torney and  fonner  nsa  official  Stew- 
art A.  Baker.  "Freeh  can." 

Stung  by  their  sudden  defeat,  in- 
dustry and  civil  liberties  groups  are 
holding  emergency  meetings  to  plan 
an  all-court  press.  Their  fii'st  goal: 
prevent  the  House  Commerce  Com- 
mittee, next  in  Hne  to  take  a  crack  at 
the  Goodlatte  bill,  from  also  adding 
domestic  controls.  After  Commerce 
votes  in  September,  lobbying  will 
shift  to  the  Rules  Committee,  which 
must  sort  out  several  radically  dif- 
ferent versions  of  the  legislation  and 
send  one  along  for  a  vote.  The  coah- 
tion  is  also  fighting  a  strict  enciyp- 
tion  bill  in  the  Senate. 
Meanwhile,  the  industry  is  trying  to  figure  out  where  the 
White  House  stands.  Vice-President  Al  Gore  and  Commerce 
Under  Secretary  WiUiam  A.  Reinsch,  who  oversees  export 
policy,  say  the  Administration  still  doesn't  support  mandato- 
ry domestic  cui'bs — and  the  FBI  chief  is  merely  expressing  his 
own  views.  Opponents  don't  completely  buy  that.  Freeh  may 
be  out  on  his  own,  but  he's  clearly  got  the  backing  of  the  Ad- 
ministration, says  Rebecca  Gould  of  the  Business  Software  Al- 
liance. "There's  no  doubt  there's  been  a  change  in  policy." 

The  hkely  outcome:  a  tactical  retreat  by  industry  to  avoid 
an  all-out  r'out.  The  techies  have  long  rejected  a  compro- 
mise, believing  they  would  pr*evail.  Now,  pressure  from  the 
coalition  of  business  and  civil  liberlaiians  will  probably  pre- 
vent Congress  from  imposing  domestic  controls.  But  the 
price  will  be  living  with  a  modified  vei'sion  of  export  controls. 
"For  once,  they  ai'e  in  a  position  where  they  may  have  to  ne- 
gotiate," says  Reinsch.  The  electronic  vrizar-ds  seem  to  have 
met  their  match  in  a  Washington  cop  named  Louis  Fr-eeh. 

By  John  Carey 
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It's  easier  to  listen  to  a  single  voice  for  all  your  communication  serv 

now  that  MCI  has  local  service,  just  remember  one  company.  For  everything.  Long  Distance,  International,  Conferenci 
team,  one  contract  (resulting  in  volume  discounts)  and  one  check  to  write.  So  your  company  will  spend  less  time  on  bur 

l  .'u  ,il        trill il.it  *crvI(^^^  ,irc  t>nlv  dVJiljtik-  in  tcri.iin  jrca>   ITiis  otk-t  iv  only  dvdildblc  lor  medium-Id tgv  busjncsic.'.  with  lotil  ^c^^'lce  over  MCA  facjlitl«  Not  jvailabic  in  all  Jtcai  Call  for  availabilily 


ny  local  phone  companies  do  you  use?  Too  many  to  remember?  Well, 
Internet  and  Local  phone  service.  Which  means  one  bill,  one  account 
e  time  on  something  far  more  important:  your  business.  Sound  good? 


Is  this  a  great  time,  or  what?  :-) 

MCI 
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REGULATORS 


HARDBALL 
AT  THE  SEC 


Arthur  Levitt  is 
stepping  on  toes. 
Is  tliat  really  such 
a  bad  thing? 

Arthur  Levitt  Jr.,  66,  is  having  the 
time  of  his  life.  In  four  years  as 
chairman  of  the  Securities  &  Ex- 
change Commission,  Levitt  has 
accomplished  a  gi'eat  deal,  from  cleaning 
up  unsavory  behavior  in  the  over-the- 
counter  market  and  cracking  down  on 
rogue  brokers  to  curtailing  political  fa- 
voritism practices  in  the  municipal  se- 
curities business.  There's  little  question 
that  he  has  become  one  of  the  most 
powerful  and  effective  sec  chairmen  in 
memoiy.  Even  though  he  founded  what 
is  now  Smith  Barney  Inc.,  chaired  the 
American  Stock  Exchange  for  12  years, 
and  did  stints  as  an  entrepreneur,  pub- 
lisher, and  cattle  trader,  Levitt  declares: 
"I've  never  had  a  job  I've  enjoyed  as 
much  as  this." 

These  days,  though,  he's  getting  a  lot 
of  grief  in  the  process.  By  pushing  ag- 
gressively on  many  fronts,  he  has  in- 
evitably made  enemies  among  the 
bankers,  brokers,  accountants,  and  stock- 
exchange  officials  the  sec  regulates  or 
oversees.  A  backlash  is  building  not  only 
on  Wall  Street  but  also  on  Capital  Hill 
and  among  some  academicians,  who 
complain  about  what  they  view  as 
Levitt's  heavy-handed  i-egulatory  style. 
"His  methods  are  much  too  crade,"  says 
a  foiTner  sec  commissioner  who  declined 
to  be  quoted  by  name.  "He  goes  in  with 
a  bludgeon  when  the  situation  calls  for  a 
scalpel." 

Levitt's  allies  point  out  there  is  al- 


ways a  necessaiy  price  for  effective  reg- 
ulation. They  argue  if  Levitt  is  some- 
times heavy-handed,  that's  certainly  bet- 
ter than  being  captured  by  the  special 
interests  that  dominate  other  federal 
agencies.  Says  Daniel  P.  Tully,  a  former 
Merrill  Lynch  &  Co.  chainnan:  "Those 
who  say  he's  dictatorial  don't  under- 
stand that  Ailhur  is  doing  what's  best 
for  oiu'  industiy."  In  many  ways,  Levitt 
is  simply  the  victim  of  his  own  success. 

Levitt  concedes  that  he  has  been 
overbearing  at  times.  But  as  the  finan- 
cial mai'kets'  top  cop  he  considers  his  ac- 
tions proper.  "I  want  to  be  known  as 
the  investors'  chaimian,"  he  declares. 
BITTER  CRITICS.  Much  of  the  criticism 
he  faces  is  a  matter  of  style.  But  some 
is  more  substantive.  Though  Levitt  has 
strived  to  improve  the  workings  of  the 
stock  exchanges,  his  critics  claim  he  has 
subverted  the  exchanges'  self-regulatory 
structure  by  pushing  onto  governing 
boards  his  far-flung  network  of  foiTner 
employees,  politicians,  and  sec  col- 
leagues— some  say  cronies. 

In  trying  to  cut  through  red  tape, 
say  critics,  he  operates  in  a  somewhat 
back-channel  manner,  such  as  pressming 
the  piivate  sector's  Financial  Accoimting 
Standards  Board  to  adopt  controversial 
new  loiles  for  derivatives.  In  so  doing, 
Levitt  escaped  the  arduous  federal  rale- 
making  process  as  well  as  the  congres- 
sional scratiny  that  goes  with  it.  And 
because  he  publicly  discom^ages  industry 
leaders  from  taking  complaints  to  Con- 
gi'ess,  critics  say  he's  abusing  his  au- 
thority by  denying  redress. 

Levitt,  however,  bristles  at  sugges- 
tions he  interfered  inappropriately  in 
any  exchange's  internal  affairs  or  that 
he  ever  dictated  who  should  sit  on  an 
organization's  board.  The  derivatives 
rule,  for  which  Levitt  fought  hard,  is 
just  one  example  of  how  he  sticks  his 


neck  out  daily  to  give  investors  more  - 
formation  and  make  markets  safer,  e 
asserts.  Yet  "a  day  doesn't  go  by  wit 
out  someone  wanting  to  string  me  u" 
That's  exactly  what  some  past  ad 
present  board  members  of  the  Natin- 
al  Association  of  Securities  Deal<{S 
would  like  to  do.  Perhaps  Levit's 


A  backlash  may  build  on  Capitol  Hill  if 


critics  think  Levltj 


i 


'eatest  victory  was  last  year's 
ccessful  remaking  of  the  nasdaq, 
hich  the  sec  conchided  had  failed  to 
ilice  market  makers  engaging  in  nu- 
erous  practices  that  harmed  smaller 
mpetitors  and  increased  investors' 
sts.  The  NASD  has  since  separated 
gulatory  and  trading  operations  and 


ARTHUR  LEVin: 
A  REPORT  CARD 


ACHIEVEMENTS 


►  Restructured  and  cleaned 
up  the  National  Association 
of  Securities  Dealers  and 
the  NASDAQ  over-the- 
counter  market 

►  Convinced  the  municipal 
bond  industry  to  accept  a 
ban  on  most  campaign 
contributions,  ending  odious 
pay-to-play  practices 

►  Created  a  commission  that 
proposed  ways  to  reduce 
conflicts  between  Wall  Street 
and  investors,  such  as 
compensating  brokers  other 
than  for  their  trading  volume 


►  Plays  overactive  role  in 
corporate  governance  issues, 
such  as  placing  former 
employees  and  SEC 
colleagues  on  exchange 
boards  and  other  advisory 
bodies,  possibly  creating 
future  conflicts 

►  May  be  undermining  the 
independence  of  self- 
regulatory  organizations  by 
controlling  who  sits  on  boards 

►  Regulates  by  stealth, 
supporting  publicly  rules 
issued  by  such  bodies  as 
the  Financial  Accounting 
Standards  Board  but  privately 
pressuring  them  to  issue 

S EC-favored  rules 

DATA:  BUSINESS  WEEK 


each  now  has  its  own  board  and  staff. 

But  several  board  members  are  still 
bitter  over  the  way  Levitt  handled  the 
matter.  When  the  sec  completed  its 
probe  last  summer,  nasd  had  already 
adopted  many  governance  and  other 
changes  suggested  by  a  special  commit- 
tee led  by  fonner  Senator  Warren  B. 


Rudman  and  approved  by  Levitt.  When 
the  SEC's  settlement  offer  was  unveiled, 
NASD  sources  say,  the  board  was  aghast 
at  the  wide  range  of  changes  demanded, 
especially  one  stipulating  three  years 
of  oversight  by  an  outside  consultant. 
Says  one  director:  "We  discussed  re- 
signing en  masse." 

The  deal  was  agreed  to  because  the 
alternative  would  have  been  yeai-s  of  lit- 
igation. Once  it  was  signed,  board  mem- 
ber Alphonse  A.  Sommer  Jr.,  a  fonner 
SEC  commissioner  and  friend  of  Levitt's, 
sent  him  a  note  saying:  "Yesterday  was 
the  darkest  day  in  the  life  of  the  sec." 
MICROMANAGEMENT.  In  retrospect, 
Levitt  says  he  understands  "why  they 
might've  felt  abandoned"  at  the  last 
minute.  "But  om*  investigation  was  com- 
mg  up  with  infoiTnation  that  requii'ed  us 
to  go  farther  than  what  Rudman  was 
recommending."  William  R.  McLucas, 
sec  enforcement  director,  defends  the 
settlement  offer.  "You  don't  get  stuff 
done  in  this  town  by  being  a  shrinking 
violet,"  he  says. 

There  was  no  shiinking  fi"om  punish- 
ing the  Philadelphia  Stock  Exchange, 
the  nation's  oldest  bourse  but  also  one 
of  its  most  endangered.  Just  as  the 
NASD  case  ended,  the  sec  opened  one 
against  phlx,  whose  chainnan,  Vincent 
J.  Casella,  would  soon  resign  in  the 
wake  of  an  alleged  conflict  of  interest  in- 
volving his  investment  in  a  company 
that  had  won  a  major  contract  to  update 
the  exchange's  trading  technology. 

Levitt  responded  with  moves  that 
some  believe  thi'eatened  the  exchange's 
independence.  And  Levitt's  actions  raise 
serious  questions  about  the  futiu'e  of  self- 
regulatoi-y  organizations,  or  SROs,  as  all 
exchanges  are  called.  By  law,  SROs  make 
their  own  rules,  but  with  sec  oversight. 

First,  Levitt  demanded  that  the  ex- 
change restructure  its  board  so  half  its 
members  represent  the  public  interest. 
He  even  provided  a  list  of  acceptable 
names,  many  of  whom  now  sit  on  the 
board  after  getting  calls  fi'om  Levitt. 
When  the  phlx  board  told  Levitt  it  had 
chosen  Leopold  Korins,  a  fonner  chair- 
man of  the  Pacific  Exchange,  to  be  its 
new  chairman  and  chief  executive, 
Levitt  asked  to  interview  Korins  be- 
fore an  offer  was  made. 

Such  micromanagement  of  personnel 
matters  is  justified  at  a  troubled  SRO, 
Levitt  argues,  but  some  question 
whether  regulators  should  be  in  on  the 
selection  of  people  they  oversee.  Not 
only  might  it  defeat  the  pui-pose  of  self- 


anding  his  control  over  self-regulated 


markets 


Finance 


regulation  and  call  into  question  the  au- 
thority of  boards,  but  it  could  also  cause 
future  problems,  sec  officials,  for  ex- 
ample, might  be  reluctant  to  challenge 
former  colleagues  and  bosses.  "It  con- 
cerns me  if  one  person  tries  to  increase 
his  span  of  control  over  something  as 
important  as  the  financial  mai'kets,"  says 
Junius  W.  Peake,  a  finance  professor  at 
the  University  of  Northern  Colorado 
and  a  former  nasd  director.  "Anything 
that  undermines  the  system  of  checks 
and  balances  is  dangerous." 

Some  suspect  a  hidden  agenda,  phlx 
sources  point  to  Peter  R.  Kellogg,  CEO 
at  Speai'  Leeds  &  Kellogg  in  New  York. 

Tspedarclmitt"  I^S^EPENDENT 

to  review  the  ex-  UR  INSIDER? 

change's    corporate  Lgvitt  tapped 

goveiTiance,  they  say,    _  . 

Kellogg  offered  to  friend  and 

act  as  a  liaison  in  f/^».yYipy>  Ppfl 

possible  merger  talks  ^^^"I'^i  ^^^^ 

with  the  American  gOVemOr 

Stock  E.xchange  one  |yj  | 

of   Philadelphia  s 

fiercest  competitors  JohnSOn  tO 

in  the  options  trad-  ^versee  the 

mg  busmess.  Kellogg, 
whose  company  has  FASB 
a  major  Amex  pres- 
ence, did  not  return  business  week 
phone  calls. 

The  offer  was  refused,  as  were  sev- 
eral previous  attempts  by  Amex  to 
forge  alliances  with  Philadelphia,  in- 
cluding one  Levitt  led  himself  in  1982 
when  he  was  head  of  the  Amex.  Not 
only  would  a  merger  eliminate  a  major 
competitor,  but  it  also  would  boost 
Amex'  market  share  against  the  Chica- 
go Board  Options  Exchange,  the  largest 
of  all  the  options  exchanges. 

Levitt  does  not  dispute  that  he 
sought  to  open  merger  talks  with 
Philadelphia  in  1982.  But  he  denies  that 
he  had  any  such  intention  as  sec  chair- 
man and  adds  that  he  would  consider  it 
a  failure  if  any  of  the  regional  bourses 
disappeared  on  his  watch. 
BACKED  DOWN.  Levitt's  crusade  for 
more  public  representation  on  boards 
was  apparent  as  well  last  year  when 
he  sought  to  remake  the  Financial  Ac- 
counting Foundation,  which  oversees 
the  FASB — which,  in  turn,  sets  the  ac- 
counting standards  that  the  sec  relies 
on  for  public  company  filings.  The  com- 
mission long  ago  delegated  to  fasb  its 
authority  to  set  accounting  rales,  in  the 
belief  that  independent,  private-sector 
standards  would  more  easily  win  accep- 
tance in  the  industiy  Levitt  wanted  a 
majority  of  faf's  trustees  to  have  no 
corporate,  accounting,  or  securities  in- 


dustry ties  in  the  belief  that  such  people 
do  not  represent  the  public  interest. 
Levitt  admits  he  even  threatened  to 
take  over  the  accounting  standards 
process  if  faf  didn't  act  quickly. 

But  he  backed  down  in  the  face  of 
criticism.  Senator  Phil  Gramm  (R-Tex.), 
chairman  of  the  Senate  Banking  securi- 
ties subcommittee,  told  Levitt  his  pro- 
posals for  public  representatives  "threat- 
en to  make  a  farce"  of  the  process  by 
which  accountants  develop  standards. 
"It  was  heavy-handed,  and  it  was  a  mis- 
take," Levitt  admits. 

Levitt  may  have  lost  that  battle,  but 
he  appears  to  be  winning  the  war.  Six 


mer  Federal  Reserve  governor  Manu 
H.  Johnson  Jr.  to  chair  the  foundatio 
giving  him  a  worthy  counterweig 
to  Fed  Chairman  Alan  Greenspa 
who  opposes  the  rule.  Levitt,  sa 
Johnson,  "insisted  on  outside  membe 
and  saw  me  as  someone  who  was  n 
from  a  corporation  or  Wall  Street, 
he  asked  if  I  would  serve."  Levitt, 
fact,  has  played  a  role  in  filling  doze 
of  exchange,  advisory,  and  regulato 
board  positions,  including  nasd  Chai 
man  Frank  G.  Zarb,  who  once  work* 
for  Levitt  on  Wall  Street.  Aft 
30  years  in  the  industry,  "it's  like 
anyone  who  takes  a  top  job  kno-v 


out  of  15  tiustees,  uimni  Lt'\  itt  saw  as 
beholden  to  special  interests,  have  de- 
parted or  will  at  yearend.  And  with  the 
fasb's  Sept.  2  release  of  a  much-debated 
derivatives  accounting  laile — which  is  to 
take  effect  in  January,  1999,  if  the  fasb 
gives  final  approval  after  a  45-day  com- 
ment period — the  sec  chairman  can  de- 
clare victory  in  a  battle  of  monumental 
proportions. 

The  new'  rule  requires  companies  to 
mai-k-to-mai"ket,  or  declai'e  the  fail'  value 
of  any  derivatives  they  hold,  and  to  re- 
flect that  value  on  their  balance  sheets. 
Because  the  rule  could  make  reported 
earnings  more  volatile  (page  54),  a  num- 
ber of  large  banks  and  corporations  op- 
pose it  and  view  Levitt's  behind-the- 
scenes  maneuvers  with  great  suspicion. 
Says  the  controller  at  a  top  money-center 
bank:  "This  is  a  sham.  If  Ai'thur  Levitt 
wants  to  take  over  the  accounting  nales, 
let  him  do  it  in  the  open." 

In  truth,  Levitt  outfoxed  them.  He 
recruited  people  whose  views  were 
similar  to  his  and  neutralized  oppo- 
nents. He  personally  sought  out  for- 


me. That's  a  good  thing,"  he  sugge-t 
Maybe  so,  unless  people  think  lic 
stacking  boards  to  get  a  preordaiiii^, 
outcome.  That's  what  Senate  securiti 
subcommittee  chairman  Gramm  is  t 
ginning  to  think  about  the  derivativ 
rule,  congi-essional  sources  say.  Gran 
is  likely  to  hold  hearings  this  fall 
the  fasb  nde.  And  any  loss  of  indust 
support  might  make  it  hai'der  for  Lev 
to  tackle  a  wide  range  of  issues  on 
plate,  including  a  campaign  agair 
fraudulent  penny-stock  sales. 

Unhke  most  regulators  ft'om  the  p 
vate  sector,  Levitt  has  figured  out  h( 
to  get  things  accomplished  in  Washii 
ton.  "I'm  a  very  deteiTnined  person, 
I  have  a  limited  time  here,"  he  expla 
He  hasn't  decided  if  he'll  ask  Preside 
Clinton  to  name  him  to  another  fiv 
year  term  next  June.  On  the  evider 
so  far,  though,  his  legacy  will  be  that 
a  chairman  who  was  willing  to  aggr( 
sively  piu'sue  refomi  as  he  saw  it — e\ 
if  it  meant  creating  some  ill  will  in  t 
process. 

By  Paula  Dwyer  in  Washingt 
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COIVilVlENTARY 

By  Peter  Coy 


HEY.  FASB,  WHAT'S  THE  RUSH? 


In  Norwalk,  Conn.,  the  Financial 
Accounting  Standards  Board  has 
kicked  up  another  fuss.  It's  on  the 
verge  of  setting  new  rules  that  will 
dramatically  alter  the  way  companies 
account  for  their  use  of  derivatives — 
that  is,  financial  instniments  used  for 
speculation  or  risk  hedging.  While 
FASB  pronouncements  are  supposed 
to  be  "generally  accepted  accounting 
principles,"  these  new  rules 
are  about  as  "generally  ac- 
cepted" as  rain  at  a  football 
game.  In  the  interest  of  hai'- 
mony,  F.4SB  should  postpone 
them  for  at  least  a  year,  so 
affected  companies  have 
more  time  to  suggest  im- 
provements and  prepare  for 
compUance. 

Opposition  to  the  deriva- 
tives rules  nans  deep.  Feder- 
al Reserve  Chairman  Alan 
Greenspan  wTote  to  fasb 
Chairman  Edmund  L.  Jenk- 
ins explaining  his  objections. 
Chase  Manhattan,  Citicoip, 
BankAmerica,  Goldman 
Sachs,  and  J.  P.  Morgan, 
among  others,  have  weighed 
in  as  well.  Even  Hershey 
Foods  Corp.,  which  hedges 
its  purchases  of  sugar  and 
cocoa,  is  sour  on  the  rules. 
FOOTNOTES?  Actually,  the 
rules  are  reasonable  enough. 
The  FASB  wants  more  disclo- 
sure on  companies'  use  of 
derivatives.  The  insti-uments 
would  be  reported  on  bal- 
ance sheets  at  their  estimat- 
ed market  value,  with 
changes  showing  up  in  net 
earnings.  A  loss  on  a  deriva- 
tive could  be  zeroed  out  if  it  were 
exactly  offset  by  a  gain  on  the  in- 
strument that  it  was  supposed  to 
hedge,  and  vice  versa. 

That's  all  to  the  good.  Today,  de- 
rivatives are  mainly  relegated  to 
footnotes.  And  as  fasb  supporters 
point  out,  companies  have  resisted 
disclosm-e  initiatives  since  at  least 
1895,  when  the  New  York  Stock  Ex- 
change first  recommended  that  listed 
companies  issue  annual  reports  to 
shareholders. 

Nonetheless,  fasb  is  a  voluntary. 


industry  standard-setting  group,  not 
a  government  agency,  and  thus  it  has 
a  special  responsibility  to  seek  con- 
sensus— or  at  least  to  narrow  the 
terms  of  debate.  So  far  it  hasn't 
managed  to  achieve  that. 

Banks  and  brokerage  firms  worry 
that  because  of  complex  rules  on  tim- 
ing of  recognition  of  gains  and  losses, 
the  rules  will  artificially  increase  the 


U  We  don't  find  that  we're 
getting  overwlielming 
objections  to  our  standard 


—  EDMUND  L.  JENKINS,  FASB 


volatility  of  the  eaiTiings  and  share- 
holders' equity  in  the  statements  of 
companies  that  are  big  users  of  de- 
rivatives. Stockholders  dislike  volatil- 
ity. So,  the  argument  goes,  some 
companies  will  forgo  legitimate  hedg- 
ing with  derivatives  because  it's  not 
worth  explaining  the  volatihty  to 
shareholders. 

In  itself,  that  objection  is  unper- 
suasive.  Shareholders  have  demon- 
strated they  can  quickly  leam  to  deal 
with  new  ways  of  presenting  data. 
What's  more,  some  of  the  volatility 


that  will  appear  is  real,  and  share- 
holders have  a  right  to  know  it's 
there — if  only  to  conclude  it's  nothing 
to  be  alaiTned  about. 

But  timing  is  a  bigger  problem. 
fasb  plans  to  put  the  rule  into  effect 
this  December  for  fiscal  years  begin- 
ning on  or  after  Dec.  15,  1998.  That 
would  give  institutions  just  12 
months  to  study  the  fine  print, 

rewiite  their  softw-ai-e,  redo 
their  recording  and  report- 
ing systems,  and  train  peo- 
ple to  cany  out  new  rules 
so  complicated  that  the 
draft  standard  inms  to  more 
than  130  pages.  Banks'  and 
securities  firms'  backi-oom 
operations  are  already 
stretched  thin  preparing  for 
the  scheduled  Eui'opean 
common  currency  in  1999, 
and  the  tm-n  of  the  millenni- 
um (wiiich  will  make  old 
computer  programs  read 
Jan.  1,  1900).  "I'm  sitting 
here  trying  to  figure  out 
how  I'm  going  to  do  all 
this,"  says  Chase  Manhattan 
Controller  Joseph  L. 
Sclafani. 

Jenkins  beheves  that  he 
has  left  the  institutions 
enough  compliance  time.  He 
points  out  that  the  deriva- 
tives rule  has  been  gestat- 
ing  for  a  decade,  was  de- 
layed once  already,  and  has 
been  modified  to  take  into 
account  an  earlier  round  of 
objections.  Says  Jenkins: 
"We  don't  find  that  we're 
getting  overwhelming  objec 
tions  to  our  standard." 
fasb  and  the  Securities  &  Ex- 
change Commission  already  have 
taken  several  worthwhile  steps  to 
improve  disclosure  on  derivatives. 
That,  plus  increased  awareness  of 
the  risks  that  are  involved,  have 
pretty  much  stopped  the  abuses  that 
were  common  in  the  early  1990s.  So 
what's  the  inish?  Jenkins  should  take 
the  advice  of  Greenspan  and  the 
banks  and  put  the  derivatives  rule 
on  ice  for  now. 

Coy  is  associate  economics  editor. 
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Remember  When  The  Challenge  Was 
Getting  From  Point  A  To  Point  B? 

Many  multinational  companies  are  now  based  in  the  same 
place:  the  entire  world.  And  a  high  percentage  of  them  are 
Ernst&Young  clients.  Because  in  everything  from  information 
technology  to  tax  consulting,  we  offer  the  advantage  of  a  sin- 
gle point  of  contact  coupled  with  thorough  local  knowledge 
and  implementation  capabilities. 

As  part  of  a  worldwide  organization  that  has  72,000  peo- 
ple in  134  countries,  we  can  make  doing  business  anywhere 
as  easy  as  71. 

There  Isisi^tA  Business  We  Can^t  Improve  ^ 

=!l  Ernst&Young 
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lUTUAL  FUNDS 


i  BUNCH  OF  FUNDS 
tOLLED  INTO  ONE 

westors  get  convenience,  but  at  a  price 


r 


he  fund  of  funds,  a  hot  investment 
idea  of  the  go-go  '60s,  is  finding  new- 
life  in  the  '90s.  These  funds  invest 
(ither  in  stocks  nor  bonds,  but  in  oth- 
mutual  funds.  Since  the  end  of  1995, 
eir  number  has  more  than  tripled  to 
I,  mth  $20  bilUon  in  assets,  and  more 
e  on  the  way.  On  Sept.  16,  Charles 
:hwab  &  Co.  laimched  a  small-cap  fund 
at's  the  fourth  in  a  series  that  invests 
funds  sold  by  the  Schwab  OneSomx-e 
utual-fund  supeiTnarket. 
Investors  Like  fimds  of  fimds  because 
ey  offer  a  diversified  portfolio  with 
le-stop  shopping.  Certainly,  that's  why 
ey're  becoming  popular  in  401(k)  pro- 
ams;  the  funds  save  neophytes  from 
e  burden  of  trying  to  pick  a  good  nux. 
it  more  seasoned  investors  are  jump- 
g  on  board,  too.  "When  we  started 
e  Concert  Allocation  funds  [Smith 
imey  Inc.  funds  of  fimds  that  invest  in 
her  Smith  Bamey  fimds],  I  thought 
ey  would  attract  investors  with  $2,000 
less,"  says  Jay  Gerken,  a  managing 
rector  at  Smith  Bamey  Asset  Man- 
;ement.  "But  we're  getting  $100,000 
:kets,  too.  People  want  to  simphfy 
eir  lives,  and  this  helps  them  do  it." 
and  newsletter  publisher  Eric  Kobren 
ys  that  last  year  he  started  thi'ee  Ko- 
■en  Insight  Funds  of  funds  because 
aders  told  him  inertia  kept  them  fi-om 
ting  on  his  mutual-fimd  recommenda- 
)ns.  "People  have  a 
ird  time  pulling  the 
igger,  so  we  do  it  for 
em,"  says  Kobren, 
hose  funds  now  have 
ore  than  $100  milhon 
assets. 

The  knock  on  funds 
funds:  Shareholders 
id  up  paying  two  lev- 
s  of  expenses.  They 
ly  an  average  expense 
.tio  of  1.09%  for  the 
nd  of  funds,  plus  the 


A.  Michael  Lipper  of 
Lipper  Analytical 
Securities  Inc.  "But 
it's  very  tough  to 
overcome  the  addi- 
tional expenses." 

There  are  excep- 
tions to  the  "double 
taxation"  of  fund-of- 
funds  investors.  The 
Vanguard     and  T. 
Rowe  Price  Spectrum 
fimds  of  funds,  which  in- 
vest in  fimds  that  belong 
to  theii"  own  famihes,  don't 
charge  expenses.  Share- 
holders bear  the  same  costs 
as  if  they  invested  in  the  fimds 
directly.  These  fimds  are  the  giants 
of  the  field  (table). 

WORTH  THE  COST?  Fund-of-funds  man- 
agers say  investors  are  getting  value 
foi-  that  extra  cost:  asset  allocation,  ftmd 
selection,  and  fimd  monitoring — all  ser- 
vices that  investors  othei"wise  must  do 
themselves  or  pay  someone  to  do  for 
them.  And  fund-of-funds  managers  do 
have  some  options  not  available  to  indi- 
viduals. Often  they  can  buy  load  funds 
without  paying  a  load,  or  invest  in  in- 
stitutional funds. 

How  do  these  funds  stack  up?  Only 
six  boast  at  least  a  10-year  record;  16 
have  records  of  at  least  five  years.  None 


THE  BIGGEST  FUNDS  OF  FUNDS 


FUNDS  INVESTING  IN  SIBLING  FUNDS 


FUNDS  INVESTING  IN  OTHER  FAMILIES'  FUNDS 


il  funds  that  the  man- 
ners buy.  "Some  peo- 
e  are  skilled  at 
eking  funds,"  says 
iteran  fund-watcher 


ASSETS 

MILLION 

ONE-YEAR 
TOTAL  RETURN* 

ASSETS 

MILLION 

ONE-YEAR 
TOTAL  RETURN* 

VANGUARD  STAR 

$7,038.0 

26.6% 

RIGHTIME  $135.5 

-4.0% 

T.  ROWE  PRICE 
SPECTRUM  GROWTH 

2,584.7 

24.3 

FLEX-FUNDS  132.5 
MUIRFIELD 

25.4 

T.  ROWE  PRICE 
SPECTRUM  INCOME 

1,709.5 

13.0 

MARKMAN  MODERATE  89.1 
ALLOCATION 

23.4 

VANGUARD 
LIFESTRATEGY 
MODERATE  GROWTH 

1,189.3 

23.7 

MARKMAN  AGGRESSIVE  85.4 
ALLOCATION 

29.1 

NEW  CENTURY  CAPITAL  78.4 

30.9 

VANGUARD 
LIFESTRATEGY 

1,007.4 

27.5 

STANDARD  &  POOR'S  500 

40.6% 

GROWTH 

ALL  EQUITY  FUNDS 

25.3 

"Appreciation  plus  reinvestment  of  dividends  and  capital  gains,  before  taxes,  for  12  montfis  ending  Aug.  31 
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beat  the  Standard  &  Poor's  500- 
stock  index,  or  have  come 
close.  "You  can't  compare  a 
fund  of  funds  to  the  s&i' 
or  to  individual  funds," 
says  Robert  J.  Mark- 
man,  whose  Markman 
Capital  Management 
runs  thi-ee  such  funds 
with  over  $200  mil- 
lion in  assets.  "You 
have    to  compare 
them  to  portfolios  of 
funds." 

Markman,  who  is 
president  of  the  new 
Funds    of  Funds 
Assn.,  says  Lipper 
and  MoiTiingstar  Inc. 
shortchange  funds 
of  fimds  by  compar- 
ing them  to  other 
fimds,  not  to  each  oth- 
er. He  says  funds  of 
funds  are  qualitatively 
diffei'ent  and  harder  to 
analyze  than  any  single 
fund.  "Morningstar  would 
be    on    firmer  intellectual 
grounds  by  dropping  funds  of 
funds  rather  than  misanalyze  and 
miscategorize  them,"  he  says. 

Morningstar  President  Don  Phillips 
disagrees.  He  says  a  fund  of  funds  is  a 
way  to  reach  an  investment  goal,  and 
should  be  compared  to  funds  with  simi- 
lar aims.  If  these  managers  add  value, 
he  says,  it  will  show  up  in  Morningstai-'s 
ratings.  Of  20  rated  fimds,  only  T.  Rowe 
Price  Spectnim  Income  has  the  top  five- 
star  rating.  Seven  have  four  stars. 

Michael  D.  Hirsch,  who  runs  five 
FundManager  funds  of  funds,  says  the 
category's  risk-averse  approach  never 
looks  good  in  a  raging  bull  mai'ket.  "We 
try  to  cajjture  80%  of  the  upside  and 
limit  ourselves  to  50% 
of  the  downside,"  he 
says.  On  Aug.  15,  when 
the  stock  mai'ket 
dropped  3.1%,  his  equi- 
ty fimds  were  down  be- 
tween 1.4%  and  2%. 
"That's  the  behavior 
you'll  see  in  an  extend- 
ed bear  market,"  adds 
Hirsch.  Indeed,  the 
question  of  whether 
fimds  of  funds  are  valu- 
able may  not  be  settled 
until  the  bears  come 
out  of  hibernation. 
Right  now,  they  can't 
beat  the  bulls. 

By  Jeffrey  M.  Lader- 
man  in  New  York 
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ZOLTEK:  A  GIANT 
AMONG  SMALL  CAPS 

Even  in  this  surging  market,  Cather- 
ine Lawson  insists  "there  are  just 
too  many  good  stocks  to  buy — particu- 
larly among  small  caps."  The  rise  of 
small-cap  stocks  in  the  NASDAQ  doesn't 
faze  her.  CEO  of  Highland  Investment 
Group,  she's  con- 
vinced this  sec- 
ondary market  is 
in  the  midst  of  a 
major  change: 
"Price-earnings 
ratios  are  in  a 
major  upward  re- 
vision, due  main- 
ly to  globaliza- 
tion," asserts 
Law^son. 

One  of  her  top 
picks:     Zoltek  LAWSOH:  Plenty  of 
(ZOLT),  a  leading  new  everyday  uses 
maker  of  carbon  for  carbon  fiber 
fiber — used  in  a 

variety  of  applications,  including  car 
bodies,  where  its  light  weight  makes  it 
a  good  replacement  for  steel.  Although 
the  stock  has  rocketed  fi'om  21  in  mid- 
March  to  53  on  Sept.  16,  Lawson  re- 
mains high  on  Zoltek.  Despite  its  lofty 
p-e  of  69,  based  on  estimated  1997 
earnings,  she  believes  the  price  will 
hit  75  in  a  year 

Zoltek  is  one  of  the  five  top  produc- 
ers of  carbon  fiber  composites  in  the 
world.  Initially,  such  materials  were 
used  mainly  in  the  space  progi'am.  But 
as  the  price  of  carbon  fibers  decUned, 
Zoltek  sought  broader  use  for  them. 
The  Big  Three  carmakers  became  ma- 
jor customers:  Because  of  government 
fuel  standards,  the  auto  makers  needed 
to  make  lighter  vehicles. 

"More  uses  for  carbon  fibers  are  be- 
ing developed,"  says  Lawson.  For  in- 
stance, it  can  substitute  for  steel  in 
the  reinforced  concrete  of  buildings 
and  bridges. 

Lawson  notes  that  the  stock  has  ad- 
vanced 20  points  in  less  than  two 
months  because  of  upbeat  earnings:  It 
reported  profits  of  19(Z  a  share  for  the 
June  quarter,  vs.  expectations  of  17?, 
up  ft'om  9?  a  year  ago.  The  stock  has 
continued  to  climb,  she  adds,  because  of 
new  expectations  that  the  September 
(fiscal  fourth)  quarter  numbers  will 
again  beat  consensus  estimates  of  20(2. 


Lawson  forecasts  23(2  a  share,  up  from 
last  year's  16(2. 

Forecasts  for  the  year — a  mean  of 
73(2 — are  also  low,  figures  Lawson,  who 
expects  85(2.  For  fiscal  1998,  she  ex- 
pects $1.30  to  $1.40,  vs.  First  Call's  es- 
timate of  $1.24.  Based  on  her  1998  es- 
timate, the  p-e  drops  to  40. 

WATCH  ALASKA  AIR 
TAKE  OFF  

Among  high-fliers  these  days  are  air- 
line stocks,  lofted  by  higher  fares — 
5%  more  this  year,  on  average — made 
possible  by  heavier  traffic.  But  money 
manager  Vince  Camno  is  looking  for 
more  than  a  siu-ge  in  travel. 

Carrino,  who  heads  Brookhaven 
Capital  Management  in  Menlo  Park, 
Calif.,  is  accumulating  shares  in  Alaska 
Air  Group  (alk)  for  three  other  rea- 
sons: It  is  among  the  lowest-cost  oper- 
ators. Its  p-e  is  only  8,  based  on  esti- 
mated 1998  earnings  of  $3.75  a  share. 
And  it  is  buyout  bait,  he  says,  for  the 
likes  of  Northwest  Airlines. 

Alaska  Air  Group  ovms  Alaska  Air- 
lines, which  accounts  for  81%  of  sales, 
and  Horizon  Air  Industries,  con- 
tributing 19%.  With  its  all-jet  fleet, 
Alaska  Airlines  is  the  premier  carrier 
between  Alaska  and  the  lower  48 
states.  Horizon's  tui'boprop  jets  serve 
35  cities  in  the  Western  states  and  4 
in  Canada. 

Alaska  Air  has  climbed  ft-om  23  in 
mid- April  to  31  on 
Sept.  16,  but  Car-       WINGS  HAVE 
rino  says  it  trails      BEEN  DE-ICED 
its  peers.  The 
stock,  he  figures, 
is  worth  60:  Low- 
cost  operations 
will  make  Alaska 
a  beneficiary  of 
any    small  fare 
hike.    The  new 
CEO,  John  Kelly, 
has  introduced 
new  cost  cuts, 
along  with  a  new 
marketing  strate- 
gy, says  Cari'ino, 
who  figures  these 
moves  will  make  Alaska  Air  even  more 
alhuing  to  Northwest.  To  compete  vnth 
United,  Northwest  needs  a  West  Coast 
feed  for  its  Asian  routes. 

"By  the  end  of  1998,  we  see  four 
airlines  being  bought  out  in  the  indus- 
try consoHdation,"  says  Canino.  "And 
one  of  them  will  be  Alaska  Air" 
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A  NEW  REMEDY 
FOR  IMPOTENCE 


Zonagen  (zona)  is  a  stock  you  wisl^ 
you  had  stumbled  upon  earlier  this 
year,  when  it  was  trading  at  13.  It  ha? ) 
since  scooted  up  to  33,  thanks  to  its  | 
anti-impotence  pill,  which  recently  com- 
pleted its  third  round  of  human  trials, 
Jacqueline  Siegel  of  Raymond  Jame^ 
&  Associates  in  Tampa  says  that  at 
recent  Los  Angeles  conference  or! 
"Pharmacologic  Management  of  Male  | 
Sexual  Dysfunction,"  Dr.  Ray  Roser|;|i 
attested  to  the  safety  and  efficacy  OFj 
Zonagen's  product,  called  Vasomexi;  ■ 
(Rosen  is  the  developer  of  the  Inter-1 
national  Index  of  Erectile  Dysfunctionj 
used  by  both  Zonagen  and  Pfizer  t(f 
measiu'e  how  well 


UPBEAT  RESULTS 
FROM  TRIALS 


such  drugs  work.) 

One  New  York 
money  manager 
says  the  next 
event  to  boost 
the  stock  will  be 
a  filing  with  the 
Food  &  Drug  Ad- 
ministration. He 
also  expects  Zona- 
gen to  sign  a  pact 
soon  with  a  dioig- 
maker  to  sell  Va- 
somex  worldvride. 
"The  company 
has  narrowed  its 
choice  of  partner 

ft'om  four  to  two:  It  will  be  one  of  th( 
big  ones,"  says  Siegel. 

Vasomex  contains  phentolamine, 
drug  approved  for  treating  high  blooc 
pressure.  It  helps  restore  a  man's  nat- 
ural abihty  to  achieve  an  erection—  M 
without  resorting  to  artificial  means.  H 

Rival  treatments,  such  as  Pharmacis  ifc 
&  Upjohn's  Caverject,  require  an  in-  'ol 
jection  directly.  Other's  deliver  a  tinj  les. 
pellet  into  the  urethra  to  stimulat( 
erection.  Vivus'  Muse  .system  requires 
a  drug  to  be  released  into  the  urethr^ 
through  an  applicator-. 

Pfizer's  procluct,  Viagra,  also  an  ora] 
treatment,  will  compete  head-on  witl 
Vasomex.  Pfizer  is  expected  to  file  foi 
FDA  approval  soon.  Pfizer  spokesmai 
Brian  McGlynn  declined  to  comment  oi 
Viagr-a  because  of  the  impending  filing 
Vasomex  bulls  say  their  product  has  ad 
vantages:  "Vasomex  has  a  low  rate  o: 
adverse  reactions,"  says  Siegel,  basec  k 
on  Rosen's  analysis.  Doctor  Irwin  Gold  "ile 
stein,  a  urology  professor  at  Boston  Uni 
versity,  says  both  treatments  work,    f  j 
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iPITOL  HILL 


I  TORCH'  BURNS 
N  THE  SENATE 

eshman  Bob  Torricelli  is  making  quite  a  name  for  himself 


Iow  do  you  spell 
chutzpah  in  Italian? 
On  Capitol  Hill  these 
(lays,  it's  "Torricelli." 
\i,  in  fi-eshman  Senator 
bert  G.  Torricelli.  Take 
npaign-finance  reform. 
3  flamboyant  New  Jersey 
mocrat  has  embraced  the 
ise  with  his  usual  gusto, 
a  member  of  the  Senate 
norgate  panel  exposing 

1  1996  fund-raising  scan- 
s,  he  readily  concedes 
it  he's  been  taken  aback 

the  scope  of  alleged 
ises.  Torricelh  even  goes 
far  as  to  say  it's  now  a 
3se  call"  whether  Attor- 
f  General  Janet  Reno 
luld  seek  an  independent 
insel.  And  he  has  gotten 
lind  the  McCain-Feingold 
,  which  would  overhaul 
ction-ftnance  mles.  "The 
item  cannot  be  defend- 
"  Tonicelli  declares. 
He  should  know.  The  14- 
ir  House  veteran  raised 

2  million  for  his  '96  Sen- 
race,  the  fourth-highest 

ong  Senate  candidates, 
d  despite  blasts  at  out-of- 
itrol  ftind-raising  by  both 
'ties,  Torricelli — consid- 
id  a  master  at  hitting  up 


Already,  political  strategists  are 
buzzing  that  Tonicelli  is  sure  to  ffiove 
up  the  leadership  ladder  quickly,  and 
could  be  a  post-millennium  contender 
for  the  White  House.  Impressed  by  his 
fund-raising  prowess,  Minority  Leader 
Thomas  A.  Daschle  (D-S.  D.)  created 
the  DSCC  job  for  him,  a  rare  honor  for  a 
freshman.  Last  winter,  Torricelli  made 
headlines  by  publicly  agonizing  over 
whether  to  vote  for  a  balanced-budget 
amendment  he  had  previously  endorsed. 
(He  ultimately  cast  the  nay  vote  that 
killed  the  measure.)  And  it  was  his  idea 
for  Democratic  senators  to  hold 
an  all-night  vigil  this  summer  to 
publicize  GOP  efforts  to  stall  a  flood 
relief  bill.  Two  days  later,  the  bill 
passed.  "I  have  never  seen  some- 
body who  moved  so  seamlessly 
from  the  House  to  the  Senate," 
says  Senator  John  D.  Rockefeller 
IV  (D-W.  Va.).  Adds  Daschle:  "He 
deserves  the  attention." 
MAVERICK.  Despite  cozy  ties  to 
the  Democratic  hierarchy,  Torri- 
celli is  a  maverick  on  pohcy.  As  a 
House  member,  he  bucked  his 
leaders  by  supporting  the  Persian 
Gulf  War.  More  recently,  he  en- 
dorsed GOP  plans  for  tax-free  sav- 
ings accounts  for  medical  expenses 
and  education.  Liberal  on  social 
and  environmental  issues,  Torri- 
celli is  an  economic  consewative 
who  has  long  backed  cuts  in  es- 
tate and  capital-gains  taxes.  That 
stance,  he  says,  reflects  his  prag- 
matism and  baby  boomer  outlook: 
"For  my  generation  of  middle-in- 
come people,  the  ability  to  save 

UP-AND-COMER:  In  a  bastion  of 
senioritij,  a  fast  nine  months 


The  World  According  to  Bob 

ON  CAMPAIGN-FINANCE  ABUSES 

"Obviously,  the  Democratic  National  Committee  set  a 
new  low  standard." 


money  to  prepare  for  retirement 
is  becoming  more  than  an  interest; 
soon  it  vrill  be  an  obsession." 

With  such  eclectic  views,  it's 
not  surprising  that  his  circle  of 


inic  groups— is  stiU  dial-   J   confidants  extends  from  House 

Minority  Leader  Richard  A. 
Gephardt  (D-Mo.),  a  champion  of 
UberaUsm,  to  Jude  Warmiski,  a  gop 


;  for  dough.  As  vice- 
lirman  of  the  Democratic 
natorial  Campaign  Com- 


ON  OVERHAULING  THE  TAX  CODE 

"Investment  is  not  a  luxury;  it  is  a  necessity  for  the 
baby  boom  generation  as  it  approaches  retirement." 


1  million  for  the  first 
'en  months  of  the  year, 
irly  twice  the  Dscc's  take 
the  same  '95  period.  It's 
Dugh  to  make  Republi- 
is  shout:  "HyiDocrite!"  But  Torricelh 
it  shrugs:  "You  have  to  succeed  at 
i  rules  as  they're  wi-itten." 
Succeed  he  has.  In  a  club  that  ex- 
its freshmen  to  be  seen  but  rarely 
ird,  the  46-year-old  Senate  newcomer 


ON  EDUCATION  POLICY 

"I've  been  to  a  lot  of  dangerous  places,  but  few  things 
scare  me  as  much  as  visiting  a  suburban  American 
high  school.  The  decline  in  the  quality  is  frightening." 


:tee,  he  has  helped  rake    -J.rj-V.l".!.''.!'"!!""!   supply-side  guru.  Wanniski  hails 

Ton-icelli  as  a  "Jack  Kemp  Demo- 
crat" for  his  pro-gi-owth  stance. 

Although  Ton-icelli  is  likely  to 
oppose  renewal  of  Presidential 
"fast-track"  authority  to  negotiate 
trade  pacts  that  Congi-ess  can't  amend — 
a  top  business  priority — he  nonetheless 
gets  high  mai'ks  from  some  New  Jersey 
execs.  "He's  always  recognized  that  im- 
provement of  the  environment  and  eco- 
nomic development  ai'e  not  mutually  ex- 


is  breaking  the  unwritten  niles.  In  just 
nine  months,  he  has  rocketed  to  promi- 
nence by  putting  himself  and  his  causes 
in  the  spotlight  vdth  the  flame-thi'owing 
partisanship  that  eamed  him  the  nick- 
name "the  Torch." 


BUSINESS  WEEK  /  SEPTEMBER  29.  1997  59 


At  your  age, 
with  your  high  cholesterol, 
what's  your  risk 
of  a  first  heart  attack? 


If  you  have  high  cholesterol,  figure  your  risk  of  a  first  heart  attack. 

Fill  in  your  points  for  eacli  risk  factor 


2pts.  40  to  48 
3pts.  49  to  53 


2pts. 
3  pts. 


4?  to  34 
55  to  73 


4  pts.  54+ 


4  pts.  74+ 


I^J  Age:  Men 

Opts.  Less  than  35 
Ipt.    35  to  39 

I^J  Age:  Women 

0  pts.  Less  than  42 
Ipt.    42  to  44 

I^J  Family  History: 

2  pts.  My  family  has  a  histon'  of  heart  disease  or  heart 
attacks  before  the  age  of  60 

I^J  Inactive  Lifestyle: 

1  pt.    I  rarelv  exercise  or  do  anything  physically 

demanding 


□ 
□ 
□ 


Weight: 

1  pt.  I'm  more  than  20  lbs.  over  my  ideal  weight 
Smoking: 

1  pt.    I'm  a  smoker 
Diabetic: 

1  pt.    Male  Diabetic 

2  pts.  Female  Diabetic 

□ 


I^J  Total  Cholesterol  Level: 

0  pts.  Less  than  240  mg/dL 

1  pt.    240  to  315  mg/dL 

2  pts.  More  than  315  mg/dL 

I^J  HDL  Level  (good  cholesterol): 

Opts.  39  to  59  mg/dL 
Ipt.    30  to  38  mg/dL 
2  pts.  Under  30  mg/dL 
-1  pt.   Over  60  mg/dL 

Blood  Pressure: 

I  don't  take  blood  pressure  medication;  mv  blood 
pressure  is; 

{Use  your  top  or  higher  blood  pressure  number) 

0  pts.  Less  than  140  mmHg 

1  pt.    140  to  170  mmHg 

2  pts.  Greater  than  170  mmHg 
(or) 

1  pt.    1  am  currently  taking  blood 
pressure  medication 


□ 


Total  Points 


If  you  scored  4  points  or  more,  you  could  be  at  above  average  risk  of  a  first  heart  attack 
compared  to  the  general  adult  population.  The  more  points  you  score,  the  greater  your  risk. 


If  vou  have  already  had  a  heart  attack  or  ha\  e  heart  disease,  vour  heart  attack  risk 
is  significantly  higher.  Only  your  doctor  can  evaluate  your  risk  and  recommend 
treatment  plans  to  reduce  your  risk.  If  you  don't  know  your  cholesterol  level  or 
blood  pressure,  ask  your  doctor  if  your  levels  should  be  checked. 

Provided  as  an  educational  service  from  Bristol-Myers  Squibb  Company. 


American  Heart 
Association 


Fighting  Heart  Disease 
and  Stroke 


Pr.-\v.u:hol,  in  combinarion  with  diet,  is 
prov  en  to  reduce  the  risk  of  a  first  heart 
attack,  reduce  the  risk  of  death  from 
heart  disease,  and  reduce  the  need  for 
surger\'  to  clear  blocked  coronar\' 


arteries  (such  as  bypass  or  angioplasty') 
based  on  a  kindrnark  study  inckiding 
over  6,500  males  with  high  cholesterol 
and  no  evidence  of  heart  disease. 
Because  Pr.avachol  is  a  prescription 


drug,  you  should  ask  your  doctor  or 
healthc;ire  professional  if  PRAVACHOLis 
right  for  you.  Some  mild  side  effects, 
such  as  slight  rash  or  stomach  upset, 
occtir  in  about  2-4%  of  patients. 


PB»\CHOL 

Proven  to  help  prevent 
first  heart  attacks  in  people 
with  high  cholesterol. 


RAVACHOL  is  the  only  cholesterol- 
)wering  drug  of  its  kind  proven  to 
elp  prevent  first  heart  attacks.  And  the 

rim  fact  is,  up  to  33  %  of  people  do  not 
urvive  their  first  heart  attack.  Improving 
our  diet  and  exercise  is  an  important 
rst  step,  but  may  not  be  enough.  So  ask 


your  doctor  about  Pravachol.  It  reduces 
the  risk  of  a  first  heart  attack  and  the  need 
for  surgery  to  clear  blocked  coronary 
arteries.  Pravachol  has  been  prescribed 
by  doctors  for  millions  of  men  and 
women  worldwide.  It  could  help  you  live 
a  longer,  healthier  life. 


PF#CHQL 

pravastatin  sodium  & 


isk  your  doctor  if  pravachol  is  right  for  you.  Or  call 
-800-PRE  VENT  for  information  on  first  Jicart  attack  prevention 
icluding  a  free  brochure  from  the  American  Heart  Association, 
's  all  provided  by  Bristol-Myers  Squibb. 


isit  our  Web  site  at  www.pravachol.com 

lUVACHOi,  should  not  be  taken  by  blood  tests  to  check  your  liver  function 

omen  who  are  pregnant  or  nursing,  before  and  during  treatment  with 

eople  who  are  allergic  to  any  of  its  Pravachol.  Muscle  pain  or  weakness 

Igredients  or  by  anyone  with  liver  could  be  a  sign  of  a  rare  but  serious  side 

isease.  Your  doctor  may  perform  simple  effect  and  should  be  reported  to  vour 


Proven  to  help  prevent 
first  heart  attacks. 

doctor  right  away.  Be  sure  your  doctor 
knows  about  other  medications  you  may 
be  taking  in  order  to  avoid  any  possible 
serious  drug  interactions.  Please  see 
important  information  on  the  next  page. 


PRAVACHOL^ 

Pravastatin  Sodium  Tablets 

CONTRAINDICATIONS;  Hypersensitivity  to  any  component  ot  this  medication  Active  liver  disease  or  unexplained,  persistent 
elevations  in  liver  function  tests  (see  WARNINGSi  Pregnancy  and  lactation  Attierosclerosis  is  a  chronic  process  and 
discontinuation  o1  iipid-Iowenng  drugs  during  pregnancy  should  have  little  impact  on  the  outcome  of  long-term  therapy  ot 
primary  hyperchi.iiestefolemia  Cholesterol  and  other  products  ol  cfiolesterol  biosynthesis  are  essential  components  for  tetal 
development  (including  synthesis  ot  steroids  and  cell  membranes)  Since  HMG-CoA  reductase  inhibitors  decrease  cholesterol 
synthesis  and  possibly  the  synthesis  of  other  biologically  active  substances  denved  trom  cholesterol,  they  may  cause  fetal  harm 
when  admmislered  to  pregnant  women  Therefore,  HMG-CoA  reductase  inhibitors  are  contramdicated  dunng  pregnancy  and  in 
nursing  mothers  Pravastatin  should  be  administered  to  women  of  childbearing  age  only  when  sucti  patients  ai^  tiigtily 
unlikely  to  conceive  and  tiave  been  informed  of  ttie  potential  tiazards.  il  the  patienl  becomes  pregnant  while  taking  this 
class  ot  drug,  therapy  should  be  discontinued  and  tne  patient  apprised  o!  the  potential  hazard  to  the  fetus 
WARNINGS:  Liver  Enzymes:  HMG-CoA  reductase  inhibitors,  like  some  other  lipid-lowering  therapies,  have  been  associated 
with  biochemical  abnormalities  ot  liver  function  Increases  of  serum  transaminase  (ALT,  AST)  values  to  more  than  3  times  the 
upper  hmit  of  norma!  occurring  on  2  or  more  (not  necessanly  sequential)  occasions  have  been  reported  in  l  3%  of  patients 
treated  with  pravastatin  in  the  US  over  an  average  period  of  18  monihs  These  abnormalities  were  not  associated  with 
cholestasis  and  did  not  appear  to  be  related  to  treatment  duration  In  those  patients  m  whom  these  abnormalities  were  believed 
to  be  related  to  pravastatin  and  who  were  discontinued  from  therapy  the  transaminase  levels  usually  feli  slowly  to  pretreatment 
levels  These  biochemical  findings  are  usually  asymptomatic  although  worldwide  expenence  indicates  that  anorexia,  weakness 
and/or  abdominal  pain  may  also  be  present  m  rare  patients  in  the  largest  long-term  placebo-controlled  clinical  trial  with 
pravastatin  (Pravastatin  Primary  Prevention  Study,  See  Clinical  Pharmacology),  the  overall  incidence  of  AST  and/or  ALT 
elevations  to  greater  than  three  times  the  upper  limit  of  normal  was  l  05%  in  the  pravastatin  group  as  compared  to  0.75%  in 
the  placebo  group  One  (0  03%i  pravastatin -treated  patient  and  2  (0  06%)  placebo-treated  patients  were  discontinued  because 
of  transaminase  elevations  Of  the  patients  with  normal  liver  function  at  week  1 2,  three  of  2875  treated  with  pravastatin 
(0  10%)  and  one  of  the  2919  placebo  patients  lO  03%)  had  elevations  of  AST  greater  than  three  times  the  upper  limit  of  normal 
on  two  consecutive  measurements  and'or  discontinued  due  to  elevations  in  transaminase  levels  dunng  the  4  8  years  (median 
treatment!  of  the  study  It  is  recommended  that  liver  function  tests  be  performed  prior  to  and  at  12  weeks  following 
inibabon  of  therapy  or  the  elevabon  ot  dose.  Patients  who  develop  increased  transaminase  levels  or  signs  and  symptoms 
of  liver  disease  should  be  monitored  with  a  second  liver  functon  evaluation  to  confirm  the  finding  and  De  followed  thereafter 
with  frequent  liver  function  tests  until  the  abnormalityiies)  return  to  normal  Should  an  increase  in  AST  or  ALT  of  three  times  the 
upper  limit  of  normal  or  greater  persist,  withdrawal  of  pravastatin  therapy  is  recommended  Active  liver  disease  or  unexplained 
transaminase  elevations  are  contraindications  to  the  use  of  pravastatin  (see  CONTRAINDICATIONSi  Caution  should  be 
exercised  when  pravastatin  is  administered  to  patients  with  a  history  of  tiver  disease  or  heavy  alcohol  ingestion  isee  CLINICAL 
PHARMACOLOGY:  Pharmacokinetics/Metabolismi  Such  patients  should  be  closely  monitored  started  at  the  lower  end  of 
the  re.:ommended  doling  r.r-in^e  in:  r.'Mted  to  the  desired  therapeutic  effect  Skeletal  Muscle:  Rare  cases  of 
rhabdomyolysis  with  acute  renal  failure  secondary  to  myoglobinuria  have  been  reported  with  pravastatin  and  other 
drugs  in  this  class.  Uncomplicated  myalgia  has  also  been  reported  in  pravastaltn-treated  patients  (see  ADVERSE 
REACTIONS)  Myopathy,  defined  as  muscle  aching  or  muscle  weakness  in  conjunction  with  increases  m  creatine 
pnoiX'^okinase  (CPK)  values  to  greater  than  10  times  the  upper  normal  limit,  was  rare  i<  0  1%)  m  pravastatin  clinical  trials 
Myopathy  should  be  considered  in  any  pattent  with  diffuse  myalgias,  muscle  tenderness  or  weakness,  and/or  marked  elevation 
of  CPK  Patients  should  be  advised  to  report  promptly  unexplained  muscle  pam.  tenderness  or  weakness,  particularly  if 
accompanied  by  malaise  or  fever  Pravastatin  therapy  should  be  discontinued  it  markedly  elevated  CPK  levels  occur  or 
myopathy  is  diagnosed  or  suspected.  Pravastatin  therapy  should  also  be  temporarily  withheld  in  any  patient 
experiencing  an  acute  or  serious  condition  predisposing  to  the  development  of  renal  failure  secondary  to 
rhabdomyolysis.  e,g,.  sepsis;  hypotension;  major  surgery;  trauma;  severe  metabolic,  endocrine,  or  electrolyte 
disorders;  or  unconb-olled  epilepsy.  The  risk  of  myopathy  during  treatment  with  another  HMG-CoA  reductase  inhibitor  is 
increased  with  concurrent  therapy  with  either  erythromycin,  cyclosponne,  niacm,  or  fibrates  However  neither  myopathy  nor 
significant  increases  m  CPK  levels  have  been  observed  m  three  reports  involving  a  total  of  100  post -transplant  patients  (24 
renal  and  76  cardiac)  treated  for  up  to  two  years  concurrently  with  pravastatin  10-40  mg  and  cyclosponne  Some  of  these 
patients  also  received  other  concomitant  immunosuppressive  therapies  In  one  singfe-dose  study  pravastatin  levels  were  found 
to  be  increased  m  cardiac  transplant  patients  receiving  cyclosporme  Further,  m  clinical  trials  involving  small  numbers  of 
patients  who  were  treated  concun'ently  with  pravastatin  and  macm,  there  were  no  reports  ot  myopathy  Also,  myopathy  was  not 
reported  in  a  tnal  ot  combmation  pravastatin  (40  mg/dayi  and  gemfibrozil  (1200  mg/day),  although  4  of  75  patients  on  the 
combination  showed  marked  CPK  elevations  versus  one  ot  73  patients  receiving  placebo  There  was  a  trend  toward  more 
frequent  CPK  elevations  and  patient  withdrawals  due  to  musculoskeletal  symptoms  m  the  group  receiving  combined  treatment 
as  compared  with  the  groups  receiving  placebo  gemfibrozil  or  pravastatin  monotherapy  (see  PRECAUTIONS:  Drug 
Interactions'  The  use  ol  fibrates  alone  may  occasionally  be  associated  with  myopathy.  The  combined  use  of 
pravastatin  and  fibrates  should  be  avoided  unless  the  benefit  of  further  alterations  in  lipid  levels  is  likely  to  outweigh 
the  increased  nsk  of  this  drug  combination. 

PRECAUTIONS:  General:  Pi.uast.Til'r  iri.ay  elevate  creatinine  phosphokmase  and  transaminase  levels  (see  ADVERSE 
REACTIONS)  This  should  be  considered  m  the  differential  diagnosis  ot  chest  pam  m  a  patient  on  therapy  with  pravastatin 
Homozygous  Familial  Hypercholesterolemia  Pravastatin  has  not  been  evaluated  m  patients  with  rare  homozygous  familial 
hypercholesterolemia  In  this  group  of  patients,  it  has  been  reported  that  HMG-CoA  reductase  inhibitors  are  less  effective 
because  the  patients  lack  lunchonal  LDL  receptors  Renal  Insufficiency  A  single  20  mg  oral  dose  of  pravastatin  was 
administered  to  24  patients  with  varying  degrees  of  renal  impairment  las  determined  by  creatinine  clearance)  No  effect  was 
observed  on  the  pharmacokinetics  of  pravastatin  or  its  3(chydroxy  isomeric  metabolite  (SO  31 ,906)  A  small  increase  was  seen 
m  mean  AUC  values  and  half-life  (t'-)  for  the  inactive  enzymatic  ring  hydroxyiation  metabolite  (SO  31 .945)  Given  this  small 
sample  size,  the  dosage  administered,  and  the  degree  of  individual  vanability  patients  with  renal  impairment  who  are  receiving 
pravastatin  should  be  closely  monitored  Information  for  Patients:  Patients  should  be  advised  to  report  promptly  unexplained 
muscle  pam,  tenderness  or  weakness,  particularly  if  accompanied  by  malaise  or  fever  Drug  Interactions:  Immunosuppressive 
Drugs.  Gemfibrozil,  Niacin  iNicotmic  Acid).  Eryttiromycm  See  WARNINGS:  Skeletal  Muscle  Arit'pynne  Smce  concomitant 
administration  of  pravastatin  had  no  effect  on  the  clearance  of  antipynne.  interactions  with  other  drugs  metabolized  via  the 
same  hepatic  cytochrome  isozymes  are  not  expected  Cfiolestyramme/Coiestipol  Concomitant  administration  resulted  m  an 
approximately  40  to  50%  decrease  m  the  mean  AUC  of  pravastatin  However  when  pravastatin  was  administered  i  hour  before 
Of  4  hours  after  cholestyramine  or  1  hour  before  colestipol  and  a  standard  meal  there  was  no  clinically  significant  decrease  in 
bioavailability  or  therapeutic  effect  (See  DOSAGE  AND  ADMINISTRATION:  Concomitant  Therapy  )  Warfarin  In  a  study 
involving  10  healthy  male  subiects  given  pravastatin  and  warfarin  concomitantly  tor  6  days  bioavailability  parameters  at  steady 
state  for  pravastatin  (parent  compound)  were  not  altered  Pravastatin  did  not  alter  the  plasma  protem-bindmg  of  warfarin 
Concomitant  dosing  did  increase  the  AUC  and  Cmax  of  warfarin  but  did  not  produce  any  changes  m  its  anticoagulant  action 
(I  e  ,  no  increase  was  seen  in  mean  prothrombin  time  after  6  days  ot  concomitant  therapy)  However,  bleeding  and  extreme 
prolongation  of  prothrombin  time  has  been  reported  with  another  drug  m  this  dass  Patients  receiving  warfarin-type 
anticoagulants  should  have  their  prothrombin  times  closely  monitored  when  pravastatin  is  initiated  or  the  dosage  of  pravastatin 
is  changed  Ometidme  The  AUC  .  ^  for  pravastatin  when  given  with  cimetidine  was  not  significantly  different  from  the  AUG 
for  pravastatin  when  given  alone  A  significant  difference  was  observed  between  the  AUC's  for  pravastatin  when  given  with 
cimetidine  compared  to  when  administered  with  antacid  Digoxin  in  a  crossover  tnal  involving  18  healthy  male  subjects  given 
pravastatin  and  digoxin  concurrently  for  9  days,  the  bioavailability  parameters  of  digoxin  were  not  affected  The  AUC  of 
pravastatin  tended  to  increase,  but  the  overall  bioavailability  of  pravastatin  plus  its  metabolites  SO  31 ,906  and  SO  31 .945  was 
not  altered  Cyclosponne  Some  investigators  have  measured  cyclosponne  levels  in  patients  on  pravastatin,  and  to  date,  these 
results  indicate  no  ciinicaliy  meaningful  elevations  in  cyclosponne  levels  In  one  singie-dose  study,  pravastatin  levels  were 
found  to  be  increased  m  cardiac  transplant  patients  receiving  cyclosponne  Gemfibrozil  in  a  crossover  study  m  20  healthy  mate 
volunteers  given  concomitant  single  doses  of  pravastatin  and  gemfibrozil,  there  was  a  significant  decrease  m  unnary  excretion 
and  protein  binding  of  pravastatin  in  addition,  there  was  a  significant  increase  in  AUC,  Cmax,  and  Tmax  for  the  pravastatin 
metshoiite  SO  31.906  Combination  therapy  with  pravastatin  and  gemfibrozil  is  generally  not  recommended  in  interaction 
.-.  jscnn  antacidsi^  hour  prior  to  PRAVACHOL),  cimetidine.  nicotinic  acid,  or  probucol.  no  statistically  significant 
^  ;  iavailability  were  seen  when  PRAVACHOL  (pravastatin  sodium)  was  administered  Ottier  Drugs  Dunng  clinical 
■  ■  -  it''e  drug  interactions  were  reported  when  PRAVACHOL  was  added  to  diuretics  antihypertensives,  digitalis.  ACE 
.'it-.:'.'.  ■--v'.'iei  blockers.  beta-biO'>-r',     r^it-.-.^iycenn  Endocrine  Function:  HMG-CoA  reductase  inhibitors 

interfere  .-.  ■  synthesis  and  lower  r  .  r  -sterol  levels  and,  as  such,  might  theoretically  blunt  adrenal  or 

gonada;  p'oduction  Results    -  ■  ■  ■ ,  ■-..i  s  .vith  pravastatin  m  males  and  post-menopausal  females  were 

inconsistent  witn '  ■■■  ros^  hie  effects  of  tne  drug  on  basal  steroid  hormone  levels  (n  a  study  of  21  males,  the  mean 
testosterone  resp  -  ■iinic  gonadotropin  was  significantly  reduced  ';p<  0  004)  after  16  weeks  of  treatment  with 

40  mg  of  pravasf.ji.  -  ve  r^rcentage  of  patients  showing  a  z  50%  rise  m  plasma  testosterone  after  human  chonomc 
gonadotropin  stimuiar.on  did  not  change  sigmhcantly  after  therapy  in  these  patients  The  effects  ot  HMG-CoA  reductase 
inhibitors  on  spermatogenesis  and  fertility  have  not  been  studied  m  adequate  numbers  of  pahents  The  effects,  if  any,  of 
pravastatin  on  the  pituitary-gonadai  axis  m  pre-menopausal  females  are  unknown  Patients  treated  with  pravastatin  who 
display  clinical  evidence  of  endocnne  dysfunc*:'—  ^^i.u'd  ^v.^iuated  appropnateiv  ^  "".it'on  sh -..,:!.-!  -,icr,  ce  ^nercised  ii  an 
HMG-CoA  reductase  inhibitor  or  other  agent  u-.'- :  '     .v'  ^  VesteroHevels  is  admif; '--^ :    .    ^  ■.       ''-:eiving  other 

dnjgs  (e  g  ,  ketoconazole,  spironolactone,  cimei. ;  -  '^v  ■■ jiminishthelevelsor.iirf.  •,         :  CNSToxicity. 

CNS  vascular  lesions,  characlenzed  by  perivasi.i.iai  'lemorrhage  and  edema  and  mononuclear  cell  mtiltration  of  perivascular 
spaces,  were  seen  m  dogs  treated  with  pravastatin  at  a  dose  of  25  mg/Ttg/day,  a  dose  that  produced  a  plasma  drug  level  about 
50  times  higher  than  the  mean  drug  level  in  humans  taking  40  mg/day  Similar  CNS  vascular  lesions  have  been  observed  with 
several  other  drugs  m  this  dass  A  chemically  similar  drug  m  this  dass  produced  optic  nerve  degeneration  (Wallenan 
degeneration  of  retinogeniculate  fibers^  in  clinically  normal  dogs  in  a  dose-dependent  fashion  starting  at  60  mg/kg/day,  a  dose 
that  produced  mean  plasma  drug  levels  about  30  times  higher  than  the  mean  drug  level  m  humans  taking  the  highest 
recommended  dose  (as  measured  by  total  enzyme  inhibitory  activity]  This  same  drug  also  produced  vestibulocochlear 
Walienan-like  degeneration  and  retinal  ganglion  cell  chromatoiysis  in  dogs  treated  for  i4  weeks  at  180  mg/kg/'day  a  dose 


Impairment  ot  Fertility:  In  a  2-year  study  in  rats  fed  pravastatin  at  doses  of  1 0. 30,  or  1 00  mg/kg  body  weight,  there  was 
increased  incidence  of  hepatocellular  carcinomas  in  males  at  the  highest  dose  (p  <  0.01)  Although  rats  were  given  up  to 
times  the  human  dose  iHD)  on  a  mg/kg  body  weight  basis,  serum  drug  levels  were  only  6  to  1 0  times  higher  than  thos 
measured  m  humans  given  40  mg  pravastatin  as  measured  by  AUC  The  oral  administraton  of  1 0, 30,  or  1 00  mg/kg  (produd 
plasma  drug  levels  approximately  0  5  to  5  0  times  the  human  drug  levels  at  40  mg)  of  pravastatin  to  mice  for  22  mo 
resulted  in  a  statistically  significant  increase  in  the  incidence  of  malignant  lymphomas  in  treated  females  when  all  treatmSi 
groups  were  pooled  and  compared  to  controls  (p  <  0  05)  The  incidence  was  not  dose-related  and  male  mice  were  not  affec 
A  chemically  similar  drug  in  this  class  was  administered  to  mice  for  72  weeks  at  25, 100,  and  400  mg/kg  body  weight  whi 
resulted  in  mean  serum  drug  levels  approximately  3. 1 5.  and  33  times  higher  than  the  mean  human  serum  dnjg  concentrati 
las  total  inhibitory  acbvity}  after  a  40  mg  oral  dose.  Liver  carcinomas  were  significantly  increased  in  high-dose  females  ano 
mid-  and  high-dose  males,  with  a  maximum  incidence  of  90  percent  in  males  The  incidence  of  adenomas  of  the  liver  wa-j 
significantly  increased  in  mid-  and  high-dose  females  Drug  treatment  also  significantly  increased  the  incidence  of  lun<i  i 
adenomas  in  mid-  and  high-dose  males  and  females  Adenomas  of  the  eye  Hardenan  gland  ;a  gland  of  the  eye  of  rodents)  weri.r 
significantly  higher  m  high-dose  mice  than  in  controls  No  evidence  of  mutagenicity  was  observed  in  vitro,  with  or  without  rati  .* 
liver  metabolic  achvation,  in  the  following  studies  microbial  mutagen  tests,  using  mutant  strains  of  Salmonella  typhimuhumc 
Eschenchia  coir,  a  forward  mutahon  assay  in  L51 78Y  TK  +/-  mouse  lymphoma  cells,  a  chromosomal  aberraton  test  in  hamste 
cells  and  a  gene  conversion  assay  using  Saccharomyces  cerevisiae  In  addition,  there  was  no  evidence  of  mutagenicity  i 
either  a  dominant  lethal  test  in  mice  or  a  micronucleus  test  m  mice  In  a  stuoy  in  rats,  with  daily  doses  up  to  500  mg/kc 
pravastatin  did  not  produce  any  adverse  effects  on  fertility  or  general  reproductive  performance  However,  m  a  study  wit- 
another  HMG-CoA  reductase  inhibitor,  there  was  decreased  fertility  in  male  rats  treated  for  34  weeks  at  25  mg^Ttg  body  weigh ' 
although  this  effect  was  not  observed  in  a  subsequent  fertility  study  when  this  same  dose  was  administered  tor  1 1  weeks  (th' 
entire  cycle  ot  spermatogenesis,  indudmg  epididymal  maturahoni  in  rats  treated  with  this  same  reductase  inhibitor  at  18, 
mg/kg/day.  seminiferous  tubule  degeneration  (necrosis  and  loss  of  spermatogenic  epithelium)  was  observed  Although  not  see 
with  pravastatin,  two  similar  drugs  in  this  class  caused  drug-retated  testicular  atrophy,  decreased  spermatogenesis 
spermatocyte  degeneration,  and  giant  cell  formahon  m  dogs  The  clinical  significance  of  these  findings  is  unclear  Pregnane^) 
Pregnancy  Category  X.  See  CONTRAINDICATIONS  Safety  in  pregnant  women  has  not  been  established  Pravastatin  was  ncS' 
teratogenic  m  rats  at  doses  up  to  1000  mg/kg  daily  or  in  rabbits  at  doses  of  up  to  50  mg/kg  daily  These  doses  resulted  in  20h: 
(rabbit)  or  240x  (rati  the  human  exposure  based  on  surface  area  (mg/metef  )  However  m  studies  with  another  HMG-Coj 
reductase  inhibitor,  skeletal  malformahons  were  observed  in  rats  and  mice.  There  has  been  one  report  of  severe  congenit^ 
bony  deformity,  tracheo-esophageal  fistula,  and  anal  atresia  (Vater  association)  in  a  baby  born  to  a  woman  who  took  anothe 
HMG-(^A  reductase  inhibitor  with  dextroamphetamine  sulfate  dunng  the  first  tnmesler  of  pregnancy  PRAVACHOL  (pravastatii 
sodium)  should  be  administered  to  women  of  child-bearing  potenhal  only  when  such  patients  are  highly  unlikely  to  conceivj 
and  have  been  informed  of  the  potenhal  hazards  If  the  woman  becomes  pregnant  while  taking  PRAVACHOL  (pravastatii 
sodium),  It  should  be  discontinued  and  the  patient  advised  again  as  to  the  potential  hazards  to  the  fetus  Nursing  Mothers:  j 
small  amount  of  pravastatin  is  excreted  in  human  breast  milk.  Because  of  the  potenhal  for  senous  adverse  reachons  in  nursin 
infants,  women  taking  PRAVACHOL  should  not  nurse  (see  CONTRAINDICATIONS)  Pediabic  Use:  Safety  and  effectiveness  i 
individuals  less  than  18  years  old  have  not  been  established  Hence,  treatment  m  pahents  less  than  18  years  old  is  nc. 
recommended  at  this  time 

ADVERSE  REACTIONS:  Pravastatin  is  generally  well  tolerated,  adverse  reactions  have  usually  been  miid  and  transient  in  J 
month  long  placebo-controlled  trials,  1  7%  of  pravastatin-treated  pahents  and  1  2%  of  placebo-treated  patients  wei 
disconhnued  from  treatment  because  of  adverse  experiences  attributed  to  study  drug  therapy,  this  difference  vj?.i 
stahstically  significant  in  long-term  studies,  the  most  common  reasons  for  disconhnuahon  were  asymptomahc  seiut 
transaminase  increases  and  mild,  non-specific  gastrointestnal  complaints  Dunng  clinical  tnals  the  overall  incidence  of  adver; 
events  m  the  elderly  was  not  different  from  the  incidence  observed  in  younger  pahents  Adverse  Clinical  Events:  All  adversi 
clinical  events  (regardless  of  attribuhoni  reported  in  more  than  2%  of  pravastatin-treated  pahents  in  the  placebo-controlle 
trials  are  identihed  m  the  table  below,  also  shown  are  the  percentages  of  patients  m  whom  these  medical  events  were  believe 
to  be  related  or  possibly  related  to  the  drug 


All  Events 

Events  Attributed 

to  Study  Drug 

Body  System/E«ent 

Pravastatin 

Placebo 

Pravastabn 

Placebo 

(N  =  900) 

(N  -  411) 

(N  =  900) 

(N  =  411) 

Cardiovascular 

Cardiac  Chest  Pam 

40 

3,4 

01 

00 

Dermatologic  Rash 

4  0- 

1  1 

1  3 

09 

Gastrointestinal 

Nausea/Vomiting 

73 

71 

29 

34 

Diarrhea 

62 

5-6 

20 

19 

Abdominal  Pain 

54 

69 

20 

39 

Constipation 

40 

71 

24 

51 

Flatulence 

33 

36 

27 

34 

Heartburn 

29 

1,9 

20 

0.7 

General 

Fatigue 

38 

34 

1  9 

10 

Chest  Pain 

37 

1  9 

03 

02 

Intluenza 

2  4- 

07 

00 

0.0 

Musculoskeletal 

Localized  Pain 

100 

90 

1  4 

1.5 

Myalgia 

27 

1  0 

06 

00 

Nervous  System 

Headache 

62 

39 

1  T 

0.2 

Dizziness 

33 

32 

1  0 

05 

I 


Renal/Genitounnary 

Unnary  Abnormality 
Respiratory 

Common  Cold 

Rhinitis 

Cough 


70 
40 
26 


0.0 
01 
01 


0.0 
00 

00 


'Statistically  significantly  different  from  placebo 

In  the  Pravastahn  Pnmary  Prevenhon  Study  (West  of  Scotland  Coronary  Prevention  Study)  (see  CLINICAL  PHARMACOLOl 
Clinical  Studies)  involving  6595  patients  treated  with  PRAVACHOL  (pravastatin  sodium)  {U  =  3302)  or  placebo  (n  =  3293) 
adverse  event  profile  in  the  pravastatin  group  was  comparable  to  that  of  the  placebo  group  over  the  median  4  8  years  of 
study  The  following  effects  have  been  reported  with  drugs  in  this  class,  not  all  the  effects  listed  below  have  necessanly  bei 
associated  with  pravastatin  therapy  Skeletal  myopathy,  rtiabdomyolysis,  arthralgia.  Neurological  dysf  jncfion  of  certain  cran  •■ 
nerves  (including  alteration  of  taste,  impairment  of  extra-ocular  movement  facial  paresis),  tremor,  vertigo,  memory  los 
paresthesia  peripheral  neuropathy,  peripheral  nerve  palsy,  anxiety,  insomnia,  depression  Hypersensitivity  Reactions,  i 
apparent  hypersensitivity  syndrome  has  been  reported  rarely  which  has  included  one  or  more  of  the  following  feature 
anaphylaxis,  angioedema  lupus  erythematous-Iike  syndrome,  polymyalgia  rheumatica,  dermatomyosihs,  vasculitis,  purpur 
thrombocytopenia,  leukopenia,  hemolytic  anemia,  positive  ANA,  ESR  increase,  eosinophilia,  arthritis,  arthralgia,  urticarr 
asthenia,  photosensitivity,  fever  chills,  flushing,  malaise,  dyspnea,  toxic  epidermal  necrolysis,  erythema  multiforme,  mcludit, 
Stevens-Johnson  syndrome  Gastrointestinal  pancreatihs,  hepatitis,  including  chronic  active  hepatitis,  cholestatic  laundic-; 
fatty  change  in  liver,  and.  rarely,  cirrhosis,  fulminant  hepatic  necrosis,  and  hepatoma,  anorexia,  vomiting  Skin  alopec  " 
pruntus  A  vanety  of  skin  changes  (eg.,  nodules,  discoloration,  dryness  of  skia'mucous  membranes,  changes  to  hair/nails)  ha.' 
been  reported  Reproductive  gynecomastia,  loss  of  libido,  erectile  dysfunchon  Eye  progression  of  cataracts  (lens  opaciti? 
ophthalmoplegia  Laboratory  Abnormalities^  elevated  transaminases,  alkaline  phosphatase,  and  bilirubin,  thyroid  fundi,; 
abnormalities  Laboratory  Test  Abnormalities:  Increases  in  serum  transaminase  (ALT,  AST)  values  and  CPK  have  be  ■ 
observed  (see  WARNINGS)  Transient,  asymptomahc  eosinophilia  has  been  reported  Eosinophil  counts  usually  returned! 
normal  despite  continued  therapy  Anemia,  thrombocytopenia,  and  leukopenia  have  been  reported  with  HMG-CoA  reductaj 
inhibitors  Concomitant  Therapy:  Pravastatin  has  been  administered  concunentiy  with  cholestyramine,  colestipol,  mcotirx 
acid,  probucoi  and  gemfibrozil  Preliminary  data  suggest  that  the  addihon  of  either  probucoi  or  gemfibrozil  to  therapy  w 
lovastatin  or  pravastatin  is  not  associated  with  greater  reduction  in  LDL-cholesterol  than  that  achieved  wiln  lovastahn 
pravastatin  alone  No  adverse  reachons  unique  to  the  combination  or  in  addition  to  those  previously  reported  for  each  dr 
alone  have  been  reported  Myopathy  and  rhabdomyolysis  (with  or  without  acute  renal  failure)  have  been  reported  when  anotfj 
HMG-CoA  reductase  inhibitor  was  used  in  combinahon  with  immunosuppressive  drugs,  gemfibrozil,  erythromycin,  or  !:pij 
lowering  doses  ot  nicohnic  acid  Concomitant  therapy  with  HMG-CoA  reductase  inhibitors  and  these  agents  is  generally  r 
recommended  [See  WARNINGS;  Skeletal  Muscle  and  PRECAUTIONS:  Drug  Interactions  i 

OVERDOSAGE:  To  date  there  are  two  reported  cases  of  overdosage  with  pravastatin,  both  of  which  were  asymptomatic  a 
not  associated  with  clinical  laboratory  abnormalrties  if  an  overdose  occurs,  it  should  be  treated  symptomahcally  and  supporti 
measures  should  De  insfituted  as  required 

CAUTION:  Federal  (USA)  law  profiibits  dispensing  without  prescription. 
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usive,"  says  Larry  Codey,  president 
"the  Newark-based  utility  Public  Ser- 
ice  Electric  &  Gas  Co.  Torricelli  is  a 
Q'eer  pol  who  sei'ved  as  an  aide  to  for- 
ler  Vice-Pi-esident  Walter  Mondale.  But 
3  says  he  relates  to  business  as  a 
rustrated  entrepreneur"  who  might 
imp  to  a  second  career  in  the  private 
?ctor  someday. 

For  now,  Torricelli  is  focused  on  his 
gislative  agenda.  Besides  campaign-fi- 
mce  reform,  he's  advocating  voluntaiy 
itional  education  standai'ds  and  tighter 
lod  safety  rules.  He  hopes  to  win  a 
;at  on  the  Finance  Committee,  where 
5  would  work  to  further  shift  the  tax 
irden  from  investment  and  savings  to 
msumption.  A  pet  idea:  ehminate  tax- 
!  on  savings-account  interest. 
CORCHED-EARTH  TACTICS.  Despite  so 
lany  GOP-friendly  positions.  Toriicelli's 
;orched-earth  tactics  have  made  him 
lOre  than  a  few  Republican  enemies, 
^any  GOP  lawmakers  haven't  forgiven 
m  for  leaking  intelligence  in  1995  that 
iked  a  Guatemalan  colonel  on  the  ciA 
lyroll  to  the  murders  of  an  American 
nkeeper  and  a  gaienilla  leader.  At  the 
me,  the  divorced  Torricelli  was  dating 
ianca  Jagger,  the  human  rights  activist 
id  former  wife  of  Mick.  "He's  more 
terested  in  getting  press  attention 
lan  in  getting  things  done,"  scoffs  a 
)P  Hill  staffer. 

Sometimes  Torricelli  can  make  even 
emocrats  wince.  As  the  Donorgate 
tarings  opened  by  focusing  on  Asian- 
merican  contributors,  he  poignantly 
(Called  watching  Senator  Estes  Kefau- 
jr's  1951  televised  hearings  into  the 
afia,  which  cast  Italian-Americans  in 
1  unfavorable  light.  His  comments  be- 
ime  a  Beltway  joke  when  reporters 
jured  out  that  Torricelh  was  a  new- 
)rn  at  the  time.  Since  then,  he  has 
ned  down  his  rhetoric  at  the  hearings 
id  is  prodding  the  afl-cio  to  testify 
)out  its  political  donations  and  ads. 

But  don't  look  for  a  mellower  Torri- 
illi  as  Campaign  '98  heats  up.  For 
arters,  it  will  be  payback  time  for 
inator  Alfonse  M.  D'Amato  (R-N.  Y.), 
ho  faces  a  tough  reelection  fight.  As 
t-ehair  of  the  National  Republican  Sen- 
orial  Committee,  D'Amato  gave  mil- 
ins  to  Torricelli's  '96  gop  opponent, 
len-Representative  Dick  Zimmer,  for 
hat  became  one  of  the  ugliest  slugfests 
'  the  yeai-.  "It's  business,"  not  personal, 
in-iceUi  insists.  To  vrin  back  the  Senate 

2000,  the  Democrats  must  capture 
le  seat.  "Al  D'Amato's  problem  is  that 
i's  in  the  way,"  says  the  Torch.  With 
3rricelli  in  line  for  a  majority  leader- 
dp  post,  that's  a  precaiious  place  to  be. 
By  Amy  Bo  mis  in  Washington 
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T.  Rowe  Price  European  Stock  Fund  offers  investors  a  way  to  participate 
in  EuRipc's  expanding  economic  market.  The  fund  invests  in  large  and  small 
European  companies  positioned  to  bene- 
fit from  opportunities  arising  through- 
out this  dynamic  region.  And,  as  the  ^ 
chart  shows,  the  European  Stock  Fund 
has  outperformed  its  Lipper  Category 
Average  since  its  inception  (2/28/90).* 
International  investing  has  special  risks, 
including  currency  fluctuation  and 
limited  geographic  focus.  Past  perfor- 
mance cannot  guarantee  future  results. 
$2,500  minimum  investment  ($1,000 
for  IRAs).  No  sales  charges. 

Call  24  hours  for  a  free  information  kit 
including  a  prospectus 

1-800-541-7894 
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'Strategic  Insight  Simfund.  *24.23%,  14.86%,  anil  11.45%  are  the  fund's  average  annnal  total  returns  lor  the 
1-year,  5-year,  and  since  inception  periods  ended  6/3<lA)7,  respectively  Figures  include  changes  in  principal  value, 
reinvested  dividends,  and  capital  gain  dislrihmions  since  inception.  Investment  return  and  principal  value  will  vary,  and 
shares  may  he  worth  more  or  less  at  redemption  than  at  original  purchase.  Read  the  pros|)ectus  carefully  hefore  investing. 
T.  Kowe  Price  Investment  Services,  Inc.,  Distrihutor  i  sm^—  lo 
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FAMILIES 


INSIDE  A  $15  BILLION 


Deciding  whether  to  take  a  family 
business  public  is  tough  even  in 
the  best  of  times.  But  as  Martha 
R.  Ingi-am  and  her  three  gi-own 
sons  sat  in  Ingram  Industries  Inc.'s 
boardroom  two  years  back  pondering 
such  a  decision,  they  were  reeling  ft"om 
the  death  of  E.  Bronson  Ingi'am — hus- 
band, father,  and  corporate  chief — who 
had  been  buned  the  day  before.  Ingi-am 
was  an  old-style  patriarch,  at  once 
beloved  and  imposing.  But  in  minutes, 
his  heirs  junked  his  master  plan.  In- 
stead of  taking  the  entu'e  company  pub- 
lic, they  decided  to  spin  off  a  part  to  in- 
vestors and  keep  the  rest  private. 

Such  gutsy  decisions  are  supposed  to 
be  the  forte  of  self-made  enti'epreneui's, 
not  heii's  to  old  money.  CiuTently  worth 
some  .$3  billion,  the  Ingi-am  family  has 
been  rich  for  five  generations,  a  span 
encompassing  the  entire  20th  centuiy. 
Until  its  recent  restructuring,  the  last 
piece  of  which  was  completed  in  June, 
Ingi-am  Industiies  was  among  the  top 

10  private  U.  S.  companies,  with  sales  of 
$15  billion  in  1996. 

BEHIND  THE  SCENES.  In  perfomiing  rad- 
ical siu-geiy  on  IngTam  Industries,  Bron- 
son's  heirs  acted  against  his  washes — 
yet  were  perfectly  in  sync  with  family 
tradition.  Unlike  other  rich  families  of 
comparable  vintage,  the  Ingrams  of 
Nashville  did  not  build  one  giant  coi-po- 
ration  and  live  off  it  for  generations. 
Instead,  family  members  have  founded, 
acquired,  and  sold  scores  of  enterprises 
over  the  decades.  Displaying  an  imcanny 
instinct  for  locating  opportunities  along 
the  frontiers  of  the  economy,  the  family 
migi-ated  from  lumbering  to  textiles  to 

011  refining  and  marine  transport  to  its 
current  specialty:  the  unglamorous  but 
dynamic  field  of  wholesale  distribution. 

Although  the  Ingi'am  name  is  little 
known  to  the  public,  the  family  wields 
pei-vasive  influence  behind  the  scenes.  A 
huge  chunk  of  the  most  popular  prod- 
ucts of  the  InfoiTnation  Age — desktop 
computers,  software,  cu-ROMs,  videos, 
video  games,  and  that  old  standby, 
books — pass  through  an  Ingi'am  ware- 
house on  their  jouniey  to  mai'ket. 

Distribution  has  become  far  more 
competitive  and  innovative  in  recent 


years  with  the  rise  of  superretailers 
and  new  shopping  venues  such  as  the 
Internet.  No  one  has  mastered  the  nu- 
ances better  than  the  Ingi'ams,  whose 
relentless  perfectionism  has  allowed 
them  to  dominate  almost  every  niche 
they  occupy.  Ingi'am  Micro  Inc.  is  the 
largest  distributor  of  microcomputer 
products,  with  a  28%  share  of  the  U.  S. 
market;  Ingram  Book  Group  handles 
about  two-thii"ds  of  the  books  that  wend 
their  way  through  wholesalers  to  book- 
stores. In  the  emerging  online  book 


business,  Ingram  commands  an  eve 
greater  share;  Ingram  Entertainmer 
Inc.  ships  one-third  of  all  home  videos 
Now,  a  new  generation  is  steppin' 
to  the  fore.  So  far,  its  most  importar 
feat — and  one  not  to  be  underestima( 
ed — may  Lie  in  simply  getting  along  wit 
one  another.  The  sagas  of  the  KoC 
brothers,  scions  of  the  founder  of  oil  g 
ant  Koch  Industries,  and  of  Harold  Sinr 
mons  and  his  daughters  are  but  tw 
horror  stories  of  internecine  warfar 
among  the  superrich.  By  contrast,  th 


DYNASTY 


How  the  Ingrams  built  one  of 
America's  top  private  fortunes 


igi-ams  laid  such  stress  on  preserving 
eace  after  Bronson  died  of  cancer  in 
ud-1995  that  they  carved  Ingi-am  En- 
irtainment  out  of  Ingram  Industries 
nd  sold  it  to  David,  the  third-born 
rother,  who  yearned  for  independence. 
The  Ingi'am  brothei's  are  distinctive 
)r  their  work  ethic  as  well  as  for  their 
ohesion.  David  B.  Ingi'am,  34,  doesn't 
ist  own  Ingram  Entertainment,  he's 
Iso  CEO.  David's  older  brothers,  Orrin 
[.,  37,  and  John  R.,  36,  now  are  co- 
residents  of  Ingram  Industries.  Robin, 


31,  the  fourth  Ingram  sibling,  doesn't 
work  for  a  family  company,  but  her  hus- 
band, Richard  B.  Patton,  36,  is  a  vice- 
president  at  Ingram  Industries  and 
president  of  its  new  investment  arm. 

The  day  after  Bronson's  funeral, 
which  drew  about  1,000  mournei's,  In- 
gram Industries'  boai'd  held  its  regu- 
larly scheduled  meeting  in  Nashville.  In 
accordance  with  Bronson's  wishes,  the 
directors  unanimously  named  Martha 
Ingram  chairman  and  Linwood  A. 
"Chip"  Lacy  Jr.  ceo.  A  talented  but 


high-strung  e.xecutive  whose  manic  en- 
ergy had  eamed  him  the  nickname  "the 
Tasmanian  Devil,"  Lacy  was  the  long- 
time CEO  of  Ingram  Micro,  which  was 
Industries'  largest  and  fastest-gi'owing 
unit.  It  would  rack  up  a  record  $8.6  bil- 
hon  in  revenue  in  1995  on  its  way  to  $12 
billion  the  following  year 

Martha  Ingram,  now  62,  was  by  her 
own  description  "still  numb  from  the 
preceding  six  months"  but  not  unpre- 
pared for  her  new  duties.  A  Vassal'  Col- 
lege graduate  who  had  worked  for  her 


MY  THREE  SONS 

Current  CEO 
Martha  Ingram 
may  soon 


father's  broadcast- 
ing business  in 
Charleston,  S.  C, 
she  had  joined  In- 
gi'am Industries  in 
,    .      .    r\    •  1    1979  as  vice-presi- 

designate  David,  d^^t  fo^.  public  af- 

Orrin,  or  John  fail's  and  two  years 
as  her  choice  l^ter  was  named  an 
p  Ingram  director. 

for  successor      .j^.^,^^^^  .^^^^^^^ 

me  in  all  his  decisions,"  she  says. 

After  the  dii'ectors  recessed  for  limch, 
the  brothers  and  their  mother  remained 
in  the  boardroom  to  discuss  a  thorny 
question  a  director  had  posed:  Did  the 
family  want  to  move  ahead  with  Bron- 
son's plan  to  take  Industries  public? 
BOLD  MOVE.  It  was  David  who  sug- 
gested an  alternate  strategy:  Let's  float 
Ingram  Micro,  the  business  most  in 
need  of  capital,  on  the  stock  market  but 
keep  the  rest  private.  In  20  minutes, 
agreement  had  been  reached — to  the 
shock  of  the  retui-ning  board.  "We  called 
it  Operation  U-Turn,"  says  Philip  M. 
Pfeffer,  a  longtime  Ingram  Industries 
executive  and  board  member.  "My  fu'st 
reaction  was  that  if  Bronson  were  alive, 
he  would  have  gone  ballistic." 

Lopping  off  Micro  was  a  bold,  even 
daring  act,  but  it  was  less  an  assertion 
of  willfulness  by  the  new  generation 
than  an  admission  of  its  limitations. 
None  of  the  Ingi-ams  wanted  the  scniti- 
ny  that  comes  with  public  ownership, 
and  not  even  John,  who  had  spent  near- 
ly four  years  working  at  Micro,  felt  ca- 
pable of  riding  herd  on  such  a  fast- 
growing,  complex  business.  For  his  part, 
Lacy  not  only  favored  taking  Micro  pub- 
he  but  also  asked  to  relinquish  his  new 

BUSINESS  WEEK  /  SEPTEMBER  29,  1997  65 


ADVERTISEMENT 


lOOOOOlllOlOOlOlllOOOlOlOllOlOlO! 


DLP 


'  lOOOOOlllOlOOOOlOlOlOli 


ST  IN  A  SefllBS 


Professional 
Presentations 


What's  Your  PQ 
(Presentation 

Quotient)? 

It's  the  Age  of  Communications,  and 
nowhere  is  that  more  obvious  than  in 
corporate  boardrooms  and  conference  rooms. 
"Today,  many  businesses  -  and  many 
business  executives  -  succeed  or  fail  based 
largely  on  the  strength  of  their  presentations," 
observes  Stuart  Cohen,  vice-president  of 
Worldwide  Marketing  for  In  Focus,  a  global 
leader  in  developing  and  manufacturing 
projection  systems. 

And  yet,  despite  the  growing  importance 
of  business  presentations,  surveys  show  that 
many  business  people  cnnge  at  the  thought  of 
making  a  public  presentation.  If  you're  one  of 
them  -  or  if  you  simply  want  to  improve  your 
presentation  skills  -  this  8-part  senes  is  for 
you.  it's  designed  to  help  boost  your  personal 
Presentation  Quotient  (PQ)  while  increasing 
your  confidence  as  a  presenter. 

But  first,  to  test  your  Presentation  Quotient 
(PQ),  a  pop  quiz,  drawn  from  the  Business 
Week  Guide  to  Multimedia  Presentations: 

1.  The  average  child's  attention  span  is 
six  seconds.  The  average  adult's  is: 

A.  about  ttie  same:  B.  twice  as  long: 

C.  10  times  as  long:  D.  50  times  as  long. 

2.  The  most  important  nile  in  creating  a  multi- 
media presentation  is:  A.  make  it  short: 

B.  make  it  simple:  C.  make  it  professional: 

D.  make  it  entertaining. 

3.  The  most  influential  aspect  of  face-to-face 
communication  is:  A.  your  words:  B.  your 
speaking  skill:  C.  your  facial  expressions  and 
gestures:  D.  your  vocal  intonation. 

4.  The  most  important  goal  of  every 
presentation  is  to:  A.  Inform:  B.  entertain: 

C.  inspire:  D.  incite. 

5.  Your  most  vital  presentation  asset  is: 

A.  your  credibility:  B.  your  speaking  skill: 

C.  hlgti-quality  presentation  slides: 

D.  your  audience's  eyeballs  and  eardrums. 

6.  Creating  a  boardroom-cjuality  presentation 
typically  requires:  A.  2-3  hours:  B.  2-3  days: 

C.  2-3  weeks:  D.  2-3  months 

7.  The  main  advantage  of  computer-generated 
versus  traditional  presentations  is: 

A.  they're  cheaper:  B.  they're  easier  to 
create:  C.  they're  easier  to  change: 

D.  they're  more  persuasive. 


A  TEXAS  INSTRUMENTS  TECHNOLOGY 


WHEN  YOU  DIGITIZE 
UGHi;  IMAGES  BECOMI 
MORE  NiOljRAL 


Welcome  to  the  revolution  in  visual  resoh 
tion.  Digital  Light  Processing"  (DLP""; 
Technology  created  by  Texas  Instruinenti 
The  world's  first  all-digital  display  tecl, 
oology  made  possible  by  digitizing  light.  S 
images  project  seamlessly  with  unifon 
brightness.  And  colors  appear  natur; 
instead  of  like  colors  in  a  cartoon.  Look  ft 
DLP""  inside  state-of-the-art  projection 
systems.  And  see  the  revolution  in  digit 
resolution  for  yourself. 


1-800-DLP-BY-TI,  ext.  2902 1 
or  www.ti.com/dlp/ 


'  Trademark  of  Texas  Instnirr.ents  Incorporaled 


Picture  the  beauty  of  digital  light. 

;  Texas 

The  dramatic  digital  technology  from  Texas  Instruments, 

iNSTRUMENli 

Now  the  answers: 

1 .  A.  The  average  adult's  attention  span 

is  just  eight  seconds,  making  it  essential  that 
you  continually  engage  your  audience 
with  fresh  ideas  and  images. 

2.  B.  Simplicity  is  the  key:  if  your 
audience  doesn't  understand  what  you're 
saying,  little  else  matters. 

3.  C.  Facial  expressions  and  gestures  account 
for  55%  of  the  impact  of  face-to-face 
communication;  vocal  tone  and  inflection, 
38%.  Words  alone  account  for  only  7%. 

4.  D.  Only  presentations  that  incite 
audiences  to  specific  action  will  have  any 
long-term  effect. 

5.  D.  Before  you  can  achieve  any  of  your 
presentation's  goals,  you  must  first  capture 
and  hold  your  audience's  attention. 

6.  D.  Because  of  the  complex  production 


I 


involved  in  professional  presentations,  allow  ' 
at  least  a  couple  of  months. 
7.  C.  Computer-generated  presentations  can 
readily  be  changed  and  customized.  The  otht 
benefits  depend  on  the  specific  presentation. 

How  to  score 

7  Ready  lor  the  boardroom 

5-6  You  re  on  the  right  path 

2-i  Just  average 

0-  /  rime  to  raise  your  PQ! 

Whatever  your  score,  there's  plenty  f 
veterans  and  novices  alike  to  leam  in  the  wee 
ahead.  Throughout  this  series,  we'll  explain  bo 
the  technology  and  strategy  behind  success! 
presentations,  and  give  you  tips  you  can  st; 
applying  today  —  boosting  both  your  PQ  ar 
your  business  success.  Stay  tuned! 
Next  week:  Choosing  the  right  presentation  platform. 


Kevin  R.  Hopldns  is  vice-president  for  Communicafions  W 
at  Inspired  Arts  Digitai  tJledIa  Group  (vmw.lnspiredarts.cor/t 


so  EASY 


the  hutterjl 


in  your  stomach 


COULD  SET  IT  UP 
AND  USE  IT 


Call  us.  We'll  bring  you  a  demo: 
i-8oo-294>6400  or  get  instant  info  at 
www.infocus.com/avv 

At  In  Focus;'  we've  been  spending  a  lot  of 
time  making  our  world-leading  projectors  easy. 
Easy  to  connect.  Easy  to  use.  In  fact, 
you  probably  won't  even  need  a  manual. 
Our  projectors  automatically  "sync"  to  your 
computer.  So  you  don't  have  to  futz  with 
controls  right  before  a  big  meeting.  Let  us  bring 
you  a  demo.  See,  we  even  make  that  easy. 

InFdcus' 

makes  it  easy. 


Phone  (503)  685-8888  Fax  (503)  68^-8631,  In  Europe:  Phone  (31)  23  SSA030Q  Fax  (31)  23  ',62iii88.  AW  ©igq?  In  Focus  Svsleins.  Inc.  In  Focus  is  a  reeistered  traderrarl.  of  In  Focus  Systems.  Inr  Imaee  no.  oso300'?  gnoo';  PholoDisc.  Inc. 
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post  and  spin  off  with  ilicro  as  its  ceo. 
The  family  assented  and,  with  Martha 
taking  the  lead,  began  negotiating  with 
Lacy  the  teiTns  of  Micro's  divestitui'e. 

Thi'ee  months  into  the  process,  they 
reached  an  impasse.  Neither  Lacy  nor 
Ingram  will  discuss  the  details,  but  oth- 
er participants  in  the  talks  say  Lacy 
insisted  on  more  control  over  Micro  than 
the  Ingi'ams  were  willing  to  suiTender. 
"Martha  accommodated  him  to  a  cer- 
tain point,  but  Chip  just  pushed  it  too 
far,"  says  one  family  adviser.  In  May. 
1996,  she  demanded  Lacy's  resigna- 
tion. Lacy  compUed  but  remains  a  di- 
rector of  Ingi'am  Industiies. 

Remo\ing  Lacy  was  a  gamble  the 
Ingi'ams  seem  to  have  won,  at  least 
for  now.  In  August,  the  family  hii-ed 
Jeire  L.  Stead,  ex-CEO  of  ATiT  Global 
InfoiTnation  Systems,  to  head  Micro. 
The  initial  pubhc  offering  took  place 
last  November,  raising  .$.360  million. 
Tlie  family  kept  76'^'J-,  but  some  mem- 
bers have  sold  shares  lately.  Under 
Stead,  the  stock  has  risen  to  about 
>29,  up  from  .$18  at  the  IPO. 

With  Lacy's  departure,  Maitha  be- 
came CEO  as  well  as  chaii-man,  and 
Onin  and  John  moved  up  to  co-pres- 
idents. Although  such  power  sharing 
is  rai'e  in  Coi-porate  America,  it  came 
naturally  to  the  Ingi-am  brothers, 
who  live  on  adjoining  farms  on  j^.  '^f^KKifmp 
the  outskirts  of  Nashville,  jointly 
buy  most  of  their  agricultural 
gear,  and  employ  a  single  fann 
manager.  "The  thing  is,"  Orrin 
says,  ".John  and  I  talked  about 
li\ing  just  like  this  ever  since  we 
were  -5  or  6." 

"MORE  FUN."  The  odd  brother 
out  since  childhood,  David  gin- 
gerly broached  the  idea  of  his 
acquiiing  Ingi'am  Entertainment 
a  few  weeks  after  his  father's  fimeral. 
"We  all  get  along  well,"  explains 
Da\id.  refening  to  his  mother,  broth- 
ers, and  brother-in-law.  "But  my 
thinking  was  that  any  five  people  will 
have  ti-ouble  nmning  an\thing." 

Actually,  Band's  motives  were  not 
nearly  so  dispassionate.  He  had  long 
suppi'essed  an  entrepreneiuial  urge 
out  of  deference  to  his  father's  wish 
that  he  join  the  family  company. 
When  Entertainment's  president  re- 
signed in  1994,  Bronson  placated  his 
restless  son  by  promoting  him  to  fill 
the  spot.  But  as  president  of  Enter- 
tainment, David  would  have  ranked  a 
rung  below  his  brothers  in  the  post- 
Bronson  hierarchy.  "David  is  very 
strong-willed,"  Orrin  says.  "He 
thought,  as  the  third  son,  he'd  have 
more  fun  mnning  his  own  show." 


So  strong  was  Da\id's  wish  for  inde- 
pendence that  he  probably  would  have 
bid  on  any  business  he  had  been  nm- 
ning. But  Entertainment,  as  the  least 
valuable  of  Industries'  thi-ee  main  sub- 
sidiaries, also  was  affordable.  The  bad 
news  was  that  its  affordability  i-eflected 
\ideo's  dimming  prospects.  In  1994,  an- 
nual video-rental  receipts  declined  for 
the  first  time,  inspiring  a  wave  of 
doomsday  predictions.  "A  lot  of  people 
thought  I  was  ci-az^'."  Da\id  says,  "but  I 

THE  FAMILY  BUSINESS 


Marine  Group's  piiiicipal  unit,  Ingram 
Barge,  is  the  third-largest  for-hire  barge 
operator  in  the  countiy,  with  1.700  craft. 
1996  revenues:  $255  million,  2%  of  the 
family's  total  revenues. 


INGRAM  BOOK 


EX'olved  from  a  1964  acquisi- 
tion of  a  Tennessee  textbook 
depositorv',  Ingram  Book  had 
i  fvenues  last  year  of  SI. 3  bil- 
lion, or  9%  of  the  total.  It's 
thought  to  be  10  times  the 
size  of  its  closest  rival. 


INGRAM  ENTERTAINMENT 


The  nation's  largest  independent 
distributor  of  home  videos  and 
\ideo  games.  Gross  sales  climbed 
to  $1  bUlion  in  1996,  or  7%  of  total 
revenues,  from  $804  million  in 
1994. 


INGRAM  MICRO 


The  largest  and  fastest- 
growing  of  the  Ingram 
enterprises,  Micro  ranks 
among  the  two  or  three 
largest  customers  of 
almost  everv'  major 
computer  maker  and 
software  publisher.  1996  net  sales:  $12 
billion,  82%  of  total  revenues. 


was  sure  the  industry  would  bouiu 
back.  I  also  felt  that  by  the  time  th 
video  did  start  to  fade,  this  compar 
can  be  just  as  good  at  other  business*- 
In  other  words,  Da\id  was  prepart 
to  stake  his  entire  share  of  the  fami 
fortune  on  his  ability  to  reinvent  E. 
tertainment  over  5  to  10  years. 
ing  neither  approval  nor  objectioi 
Martha  defen-ed  to  Onin  and  John 
this  potentially  explosive  issue. 

There  was  risk  aplenty  for  theiU 
too.  Divorcing  Entertainment  fro 
Book  weakened  both.  The  two  uni 
could  not  hope  to  operate  as  cost-e. 
fectively  apart  as  they  did  togct  <■ 
er — nor  would  they  have  the  clout  i. 
dealing  with  giant  supphers  sucli  |i; 
Time  Warner  Inc.  and  Walt  Disnji 
Co.  or  such  mega-retailers  as  BanJ 
&  Noble  Inc.  and  Wal-Mart  StoH 
Inc.  And  in  a  high-volume,  low-mj 
gin  industiy  like  distribution,  e\t'!' 
little  bit  counts.  Even  so,  Onin  :i* 
John  quickl\-  blessed  Da\id'- 
Says  John:  "We  wanted  to  n 
we  all  could  still  come  to  Sui.  i  :  i 
ner  at  .Mother's  house  and  p 
TIMBER  BARON.  In  his  entiv 
ial  daring.  David  is  a  throw  naek 
the  founder  of  the  Ingram  dynas 
Orrin  Henry  Ingram  (1854-191 
who  was  one  of  the  great  timb 
barons  of  his  day.  Working  fi'om  E 
Claire,  Wis.,  Ingram  built  a  ma; 
company  in  his  own  right.  But  t 
lai-gest  share  of  his  fortune  deriv 
from  his  investment  in  what  is  m 
Weyerhaeuser  Co.  Bronson's  fath 
0.  H.   "Hank"   Ingram,   was  t 
founder's  grandson  and  namesai 
Instead  of  making  a  career  at  W( 
ei'haeuser.  Hank  Ingram  took  a  m( 
entrepreneurial  path.  In  ai 
;  of  his  earliest  ventures,  he  i- 
;  quired  a  moribund  textile  m;  ? 
ufacturing  concern  in  Tennesi  | 
in  1928  and  promptly  moved 
Nashville  to  run  it. 

Bronson  and  his  older  brotl  j. 
Frederic,  better  knowTi  as  Fr  ■ 
were  tutored  in  the  .same  Est  J- 
lishment  bastions — Phillips  I  i 
eter  Academy,  Vanderbilt  U 
versify,  and  Princeton  Univers 
In  the  mid-19.50s,  the  brothers  joii 
their  father's  principal  company, 
gram  Oil  &  Refining,  based  in  Nif 
Orleans,  which  operated  a  chainii 
240  gas  stations.  Theirs  was  a  fop- 
shortened  apprenticeship:  Hank  w 
gram  sold  his  company  to  Murj^f 
Oil  Corp.  in  1961  and  died  in 
"My  boys  have  had  to  grow  up 
just  like  Bronson  did,"  says  MartH 
In  addition  to  a  .sizable  stock  pd 
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HOT  E  L  S    W  O  R  L  D  W  I  D  E ' 

The  difference  is  genuine'.' 

The  difference.  You  notice  it  the  minute  you  arrive.  In  people  like  Roberto  Vivas.  And  the  rest  of  our  staff.  People  who  are  helpful 
and  courteous  not  because  it's  their  job.  But  because  it's  their  nature.  We  invite  you  to  experience  the  difference  at  any  Radisson 

For  reservations  call  1-800-333-3333,  visit  us  at  wv/w. radisson.com  or  contact  your  travel  professional. 


Can  an  engine  pump  the  valves  in  your  heart? 


A  NEW  KIND  OF  LS  ^OO 


helped  it  earn  the  distinction  of  the  fastest  luxui'y  sedan  in  its  class*  Then  the  answer  to  the  aforementioned  question  is  a 

ounding  yes.  The  new  1998  LS  400.  When  was  the  last  time  you  felt  this  connected  to  a  car?  ^S^^^l 

— The  Relentleis  Purmt  (Jff'Peijectwn. 

m  rear  seat  and  obey  all  speed  laws.  'Based  on  0-60  mph  acceleration  times  fur  prestige  luxury  V8  sedans.  Fur  mure  information,  connect  to  www.lexus.com  or  call  8(J0-USA-LE.\US  1800-872-5398). 


People 


As  teenagers,  the  boys  spent  a  month  each  summer 
packing  books,  digging  weeds,  and  cleaning  boat  toilets 


folio,  the  brothers  inherited  Ingram 
Barge  Co.,  a  money-losing  operation 
trafficking  in  petroleum  products  on  the 
Mississippi.  Through  shrewd  acquisi- 
tions, the  brothers  built  it  into  one  of 
the  largest  in  the  countiy  and  used  its 
cash  flow  to  invest  in  other  fields,  main- 
ly the  booming  oil  industry-.  Among  oth- 
er buys  was  a  sleepy  textbook-deposi- 
ton,'  company  that  Bronson  slowly  built 
into  a  thriving  wholesaler  By  the  mid- 
1970s,  their  holding  company.  Ingram 
Corp.,  was  generating  $1  billion  a  year 
in  revenues. 

Then  came  crisis.  In  mid-1976,  a 
grand  juiy  in  Illinois  indicted  Fritz,  then 
47,  and  Bronson,  45,  and  six  others  on 
charges  that  Ingram  Barge  had  paid 
$1.3  miUion  in  bribes  to  win  a  sludge- 
hauUng  contract  in  Chicago.  Martha  ac- 
companied her  husband  to  court  every 
day  while  their  four  children,  17  to  11, 
endured  their  own  trial  of  doubt  and 
won-y  at  home  in  Nash\iUe. 

Bronson  was  acquitted  on  all  charges, 
but  Fritz  was  convicted  on  29  counts 
and  sentenced  to  foui'  years  in  prison. 
Incensed  that  his  own  reputation  wa? 
besmirched  by  Fritz's  wTongdoing,  Bron- 
son severed  all  business  ties  with  his 
brother.  In  1978,  Ingram  Corp.  was  split 
in  half;  Fritz  ended  up  with  most  of  the 
energ\-  assets,  while  Bronson  took  In- 
gram Barge,  Ingi*am  Book,  and  some 
lesser  units. 

TAX  EXILE.  Fritz  sensed  16  months  in  a 
federal  prison  camp  before  Jimmy 
Carter,  in  one  of  his  last  acts  as  Presi- 
dent, commuted  his  sentence  in  1981. 
To  minimize  his  tax  liability,  Ingram 
promptly  swapped  his  U.  S.  passport  for 
an  Irish  one,  established  legal  residence 
in  Monaco,  and  transfen-ed  all  his  as- 
sets— worth  as  much  as  S150  million — to 
a  trust  in  Liechtenstein.  Fveduced  to  in- 
solvency in  1984  by  large  oil  trading 
losses,  Ingram  Corp.  was  liquidated  by 
its  creditors.  Today,  Fritz  lives  off  the 
income  from  his  tiust. 

Meanwhile,  Bronson  was  using  cash 
generated  by  the  barge  company  to 
build  a  new  kind  of  company  in  an  old 
industry:  book  pubhshing.  Investing  in 
new  order-processing  technology'  even 
as  he  was  acquiring  small  wholesalers 
by  the  dozen,  Ingram  brought  Ingi-am 
Book  to  scale  with  a  speed  that  pre- 
cluded the  emergence  of  a  strong  rival. 

Bronson  used  the  same  basic  ap- 
proach to  guide  Entertainment  and  Mi- 
cro to  dominance  in  their  niches  of  the 


vast  wholesale  distribution  industry. 
Both  were  founded  within  the  book 
company  and  spun  off  as  full-fledged 
divisions  of  Ingram  Industries  when 
specialized  video  and  software  retail- 
ers began  proliferating  in  the  earlv 
1980s. 

The  fondest  hope  of  Bronson's  middle 
age  was  that  all  three  of  his  sons  would 
follow  him  into  the  family  business.  If 
the  Ingi-am  boys  were  inspired  to  hard 
work  by  their  parents'  example,  they 


ther — Enghsh.  Already  working  off  hi 
owTi  script,  Da\id  enrolled  at  Duke  Uni 
versity,  attracted  mainly  by  its  gol 
team.  (In  a  sense,  Da\id  also  followed  i 
Bronson's  footsteps,  since  his  father  wa 
an  accompHshed  golfer) 
GOLF  PRO?  Neither  Orrin  nor  John  s( 
riously  considered  making  a  cai'eer  anj 
where  besides  the  family  company.  Bot 
joined  the  business  right  out  of  schoo 
with  John  detouring  just  long  enough  t| 
earn  an  mb.\  from  Vanderbilt.  Orri 
joined  the  barge  con 
pany  in  1982,  whil 
John  started  as  assii 
tant  treasurer  at  Ir 
gram  Industries  i 
1986. 

Da\id  fell  even  ftu 
ther  behind  when  h^ 
chose  to  remain  i 
Durham,  N.  C,  aftc 
gi'aduating  in  1985.  B 
took  a  pait-time  job  ; 
a  fimd-raiser  in  Duke 
development  office  ar 
played  enough  toum, 
ments  around  th 


also  were  driven  to  it  by  meager  week- 
ly allowances.  A  love  of  boa  constric- 
tors. p\i:hons,  and  other  exotic  snakes 
left  David  especially  cash-needy.  Begin- 
ning at  age  13  or  14.  the  brothers  spent 
a  month  each  summer  packing  books, 
digging  weeds,  scraping  paint,  and 
cleaning  boat  toilets.  "That  was  the  best 
thing  Bronson  ever  did,"  Martha  says. 
"They  not  only  worked  hard  but  the 
experience  persuaded  them  to  get  a 
good  education,  like  their  father" 

Quite  literally  Kke  Dad,  in  the  case  of 
Orrin  and  John,  both  of  whom  went  to 
Princeton,  Bronson's  alma  mater;  John 
even  chose  the  same  major  as  his  fa- 


country  to  convm(,'! 
liimself  that  he  couldr  n 
make  the  cut  as  a  pf^ 
golfer  Da\id  retumdij 
to  Xash\ille  in  1988  4 
attend  business  scho  - 
at  Vanderbilt  and,  mi.  i 
in  hand,  joined  Indv 
tries  as  assistant  tre 
surer  the  next  ye; 
(John  had  moved  on 
the  book  company.) 

In  1991,  Dav 
transferred  to  Entt 
tainment,  which 
pealed  to  him  main 
because  neither  On 
nor  John  was  ensconced  there.  Jot 
meanwhile,  left  Ingi-am  Book  and  mov 
to  Santa  Ana,  CaUf.,  to  fill  a  senior  pi 
chasing  slot  at  Ingi-am  Micro,  the  or 
family  company  of  global  scope.  In  19!)|f 
he  ventured  even  farther  afield,  trai- 
ferring  to  Bmssels  and  a  top  job  in  1^- 
cro's  European  headquarters. 

At  their  father's  urging,  all  thrs 
brothers  began  attending  board  mei- 
ings  in  the  eaiiy  1990s,  allowing  the  - 
rectors  a  closer  look  at  Bronson's  bo;:. 
"If  anything,  Bronson  was  too  cautics 
about  the  pace  of  his  sons'  advanc- 
ment,"  says  Pfeffer,  who  helped  grocn 
all  three.  "I  alwavs  used  to  sav  tit 


Advanced    Data    Solutions    For    Corporate  Challenges 


Has  growth  left  gaps 
in  your  ability  to 
communicate? 


Consult  with  Sprint's  data  experts.  Wc  II  employ 
inn()\ ;iti\ c  thinking  and  proactive  solutions  to  help  \'ou 
close  the  gaps  that  rapid  growth  creates.  Fliis,  count  on  us 
to  tieliver  advanced  products  and  services  to  lieli")  you 
achieve  exceptional  results  across  the  board.  This  dedication 
to  meeting  your  needs  is  why  we  operate  the  world's 
largest  public  data  network  and  were  the  first  carrier  to  offer 
commercial  Internet  service.  Because  we  believe  you  should 
expect  nothing  less  from  a  worldwide  leader  in  data  commu- 
nications   www.sprint.com/sprintbiz  1*  800*  669*  4700 


Sprint 


We  help  your  business  do  more  business 


Next  time  you're  thinking  about  choosing 
a  business  PC,  consider:  instead  of  running 
around   and   locating   each   and  every 


HPVectraVE  PC   iu  your  u  c  t  w  0  r  Ic,  you   can  save  your 

for  Business  from$992  ' 

breath  by  using  the  HP  Vectra  V  and  X  Series  PCs.  Our 


Intel®  Pentium®  processor-based   PCs  are   designed  not 


just  to  be  manageable,  but  to  actually  help  you  manage. 


Between    our    hardwai'e    and    software    features  like 


TopTOOLS  and  OpenView,  we  offer  a  host  of  non- 


proprietary, DM  1  -  s t a n d a r d s  - b a s e d  management 

Pentium' 

■  processor 

solutions.  You  can  remotely  monitor  and  upgrade  the  BIOS 


of  multiple  PCs  throughout  your  entire  network,*  collect 


asset  data  from  them,  troubleshoot  problems  before  they 


even  become  problems  and,  in  general,  get  more  work  done. 


Have  a  seat  and  please  type;  unvw.h  p.com  /go/v  ectrac  omm  e  rc  i  al 


Better  products,  better  productivity. 


HEWLETT 
PACKARD 


People 


All  three  brothers  admit  they  have  a  long  way  to  go 
to  prove  themselves  their  father's  equal 


hey  would  have  been  better  off  if  their 
ame  had  been  Jones  or  Smith.  But  cer- 
linly  they  were  well  prepared  to  mn 
lie  business." 

Orrin  is  the  son  who  looks  most  like 
is  darkly  handsome  father,  though  he  is 
t  once  even  more  physically  imposing 
nd  far  more  affable.  After  Bronson 
Dok  ill,  Orrin  took  charge  of  his  fa- 
lier's  care.  "Orrin  was  the  one  who 
^ould  lift  Bronson  and  talk  straight 
nth  him,"  says  Edward  G.  Nelson,  a 
rominent  Nashvillian  who  was  a  life- 
)ng  friend  of  Bronson's.  Orrin  is  the 
?ast  intellectually  accom- 
lished  of  the  brothers,  how- 
ver,  and  in  his  career-long  at- 
achment  to  the  barge 
ompany,  some  see  a  lack  of 
xecutive-suite  ambition. 

John  is  a  different  type  al- 
agether — fair-haired,  slight, 
nd  enthusiastic,  much  like  his 
lother  While  the  career  path 
ohn  blazed  for  himself  dis- 
elled  any  doubts  about  his  in- 
5llect  and  drive,  only  recently 
as  he  shown  inklings  of  his 
ither's  decisiveness.  "John  still 
)oks  young,"  says  one  board 
lember,  "but  he  has  become 
uich  more  assertive." 

Although  David  bears  a 
trong  physical  resemblance  to 
is  Uncle  Fritz,  he  is  his  fa- 
ler's  son:  measured,  mattei- 
f-fact,  decisive.  "It's  eerie  how 
lose  David  is  to  the  way  his 
ither  operated,"  says  Thomas 
[.  Lunn,  longtime  treasurer'  of  Ingi-am 
ndustries  who  now  is  vice-chairman  of 
Intertainment.  Like  his  father,  David 
an  seem  aloof.  While  Orrin  and  John 
sed  to  sit  at  the  table  with  the  diree- 
;)rs  during  the  board  meetings  they  at- 
?nded,  David  sat  off  by  himself. 
ARLY  DAYS.  Although  Orrin,  John,  and 
)avid  have  acciuitted  themselves  well  so 
ir,  the  family  is  still  in  the  early  stages 
f  what  likely  will  be  a  protracted  peri- 
d  of  heightened  risk  and  uncertainty, 
ly  their  ovm  admission,  all  three  broth- 
rs  have  a  long  way  to  go  to  prove 
lemselves  their  father's  equal.  David  is 
nder  the  most  immediate  pressure  to 
0  what  his  dad  did:  pull  the  rabbit  of  a 
ew  gTowth  business  out  of  the  hat  of  a 
lature  enterprise  verging  on  decline. 

David  has  begun  moving  beyond 
wholesaling  with  modest  investments  in 
Lich  other  marketing-driven  industries 


as  advertising  and  public  relations,  In- 
ternet fulfillment,  and  music  publishing. 
"If  you  plant  a  few  seeds,  you  might 
get  a  redwood  to  gi'ow,"  David  explains, 
conceding  that  nothing  resembling  a 
redwood  has  yet  to  sprout.  "I've  been 
cautious,"  he  says.  "I'd  rather  be  a  little 
bit  older  before  I  make  a  fatal  mistake." 

As  holding  company  co-presidents, 
Orrin  and  John  are  still  one  level  re- 
moved fi-om  the  sort  of  operating  deci- 
sions that  David  makes  daily.  Lee  Syn- 
nott,  CEO  of  Ingram  Book,  and  Roy  E. 
Claverie,  CEO  of  Ingram  Marine,  are 


both  highly  regarded  industry  pros  who 
ar'e  as  much  instructor's  to  the  Ingr-am 
br'other's  as  subor'dinates.  "We  still  want 
them  to  be  mentors,"  John  says. 

Oriin  and  John's  challenge  is  to  man- 
age incr-emental  change  in  nnature  busi- 
nesses that  are  more  profitable  than 
Entertainment  and  more  securely  es- 
tablished. But  like  David,  the  brothers 
also  ar-e  looking  to  diversify,  with  the 
help  of  brother-in-law  Patton,  who  func- 
tions as  a  kind  of  in-house  .strategic 
adviser  and  investment  banker.  Indus- 
tries could  easily  affor-d  to  make  a  ma- 
jor acquisition,  but  the  trio  are  leery  of 
overpaying.  Patton  says  that  over  the 
past  two  year-s,  he  has  reviewed  150 
pr'ospective  deals  large  and  small  and 
made  eight  bids — none  of  which  was 
accepted. 

Although  the  existing  product  lines  of 
the  Ingram  distribution  companies  do 


not  overlap  much,  the  three  companies 
have  hundi'eds,  if  not  thousands,  of  re- 
tail customers  in  common,  presenting 
an  ever  pr-esent  temptation  to  diversify 
into  one  another's  business.  Then,  too, 
emerging  infotainment  technologies  such 
as  CD-ROMS  and  digital  videodisks  tend 
to  straddle  existing  distribution  chan- 
nels, inviting  crossover  competition.  Fi- 
nally, all  three  companies  are  pushing 
har"d  into  Inter-net  commerce,  where 
ever-ything  is  up  for  gr-abs. 

Ingr-am  Entertainment,  with  its  rein- 
vention imper-ative,  will  likely  push 
hardest.  "There  are  some 
str-ategies  David  is  looking  at 
that  could  put  him  into  com- 
petition with  our  existing  cus- 
tomer base,"  says  John,  who 
resigned  from  the  board  of 
Entertainment  in  July.  A  few 
weeks  after  John  stepped 
ilnwn,  Ingram  Entertainment 
launched  a  nevv'  Web  site 
thr'ough  which  it  sells  books 
as  well  as  videos  and  video 
games.  Ingram  Book  has 
agreed  to  supply  books  to 
David's  company. 
"NO  HURRY."  The  family's  ex- 
traor'dinary  solidarity  is  sure 
to  be  tested  further  as  the 
need  to  name  a  successor  to 
Martha  grows.  While  Orrin 
and  John  are  obvious  candi- 
dates, David  cannot  be  ruled 
nut.  Although  Martha  is  a  re- 
luctant CEO,  she  says  she  is 
3jc^„^,i^iii^.  hurry  to  anoint  an  heir. 

"My  gr'eatest  pride  as  a  mother  is  that 
my  sons  have  dealt  with  each  other  so 
nicely  through  the  many  difficult  cir- 
cumstances of  the  last  two  year-s,"  she 
says.  "In  time,  I  think  it  will  become 
obvious  how  we  should  carry  on." 

In  the  meantime,  yet  another  gener- 
ation of  Ingr-ams  is  emerging.  Among 
them,  Orrin,  John,  David,  and  Robin  al- 
ready have  11  children.  The  Sunday 
gathering  of  the  clan  at  Martha's  has 
become  a  crowded,  rambunctious  r-itual. 
But  histor-y  suggests  it  will  not  be  too 
long  before  some  of  those  little  Ingrams 
and  Pattons  who  ar-e  now  wr-eaking  hav- 
oc at  their-  grandmother's  Simday  diimer 
table  start  spending  their  summers 
working  at  their  fathers'  companies,  do- 
ing then-  bit  to  perpetuate  one  of  Amer- 
ica's longest-r-unning  business  dynasties 
well  into  the  21st  centur-y. 

By  Anthony  Bianco  in  Nashville 
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MANAGING 
FHOUSANDS 


ylf  your  mainframe-based  enterprise  has  expanded  to  include  thousands  of  PCs  and  servers,  while 
your  internal  resources  haven't,  call  Vanstar,  the  distributed  computing  experts.  yVanstar  offers  the 
network  management  and  life  cycle  services  you  need  to  manage  grow  th:  consulting  and  design, 
network  planning,  integration,  procurement,  financing,  installation,  and  deskside  support.  Everything 
you  need  to  break  free  of  your  internal  constraints.  V  With  Vanstar,  you  choose  as  much,  or  as  little, 
of  our  expertise  as  you  need  to  master  your  distributed  computing  environment.  That  tlexibility  is  why 
hundreds  of  Fortune  1000  companies  have  selected  Vanstar.  VTo  learn  A 


how  you  can  stay  ahead,  please  visit  us  at  www.vanstar.com/8ball  or  call 

W      The  Techmocoov  Sebuicee  Comp 

us  at  1-800-994-2345.  We'll  help  you  make  a  clean  break.  www.vanstar.com 
VST 
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Introducing  Visteon.  With  94  years 
of  automotive  experience  behind  us. 
And  a  whole  new  system  for  doing  . . 
business  ahead  of  us. 

The  fact  is,  we  already  have  68 
manufacturing  facilities  on  five 
continents.  2,000  patents  issued 
and  pending  the  world  over  And 
78,000  entrepreneurs  on  board. 

And  starting  today,  we  have  a  brand 
new  vision  of  how  to  put  it  all  to  work 
for  you.  Just  think  of  the  possibilities. 

We  already  have. 

To  find  out  more,  in  the  U.S.  and 
Canada  call  1-888-2VISTEON. 
Elsewhere,  dial  your  U.S.  international 
access  code  plus  313-396-5145. 
And  visit  our  new  web  site  at 
wvw.visteonetcom. 


e  to  the  next  wave  of 
the  automotive  world. 


•Sj  Visteon       See  the  possibilitiesT 


Marketing 


PROMOTIONS 


CAN  AAA 

GET  A  JUMP  START? 

It  beefs  up  credit  cards  and  such  to  lure  younger  drivers 


Edwai'd  J.  Thomas  has  been  a  mem- 
ber of  AAA  for  about  30  yeai's.  The 
Lowell  (Mass.)  resident  has  used 
the  organization  for  roadside  ser- 
vice and  just  recently  returned  from  a 
trip  to  Disney  World  booked  through 
AAA's  travel  agency.  But  what  really 
tickles  him  about  his  membership  was 
the  car  loan  he  got  approved  in  July  in 
just  one  day.  Through  a  new  partner- 
ship between  AAA  and  pnc  Bank  Coi-p., 
he  got  a  car  loan  refinanced  at  6.9%  in- 
stead of  the  12.5%  he  was  paying — and 
even  signed  the  papers  at  his  local  AAA 
club  office.  "It  was  absolutely  fabulous; 
they  took  excellent  care  of  me,"  he  says. 

AAA?  The  stodgy  roadside  organiza- 
tion best  known  for  tow  trucks  and 
Tiiptiks?  Faced  with  mounting  compe- 
tition in  the  market  for  roadside  help — 
and  an  aging  membershi{3 — the  nonprofit 
federation  of  97  local  clubs  is  racing  to 
buff  up  its  image,  aaa  is  rapidly  adding 
financial  services,  credit  cards,  travel 
perks,  and  other  benefits  designed  to 
rev  up  its  fortunes. 

The  reason  is  simple:  While  member- 
ship, now  at  40  million,  is  gi'owing  at 
1.5  million  every  year  and  renewal  rates 


are  high,  its  longtime  dominance  of  the 
mai'ket  for  roadside  sendees  is  imder  at- 
tack. Worse,  AAA  isn't  attracting  enough 
younger  drivers:  The  median  age  of  a 
new  member  is  45.  a.\a,  which  changed 
its  name  from  American  Automobile 
Assn.  this  year,  realized  it  needed  to  of- 
fer more  than  a  helping  hand  to  drivers 
or  it  could  go  the  way  of  a  Model  T.  "If 
road  service  is  not  as  important,  then 
maybe  a  lower  credit-card  rate  might 
be,"  says  Graeme  R.  Clarke,  senior  vice- 
president  of  products  and  seivices. 

Certainly,  AAA  has 
come  a  long  way  since 
it  began  an  overhaul 
about  five  yeai's  ago,  a 
process  that  acceler- 
ated when  Robert 
Darbelnet  became 


ROADSIDE  AnRACTIONS 

To  rev  up  membership, 
AAA  is  adding  services: 

•  Access  to  travel  agents  in 

president  in  1995.  AAA  A^^PP^   sic  emergency  am 

moved  to  improve  its    •  Special  deals  on  mortgages,  sei-vices,  not  the  perk? 

roadside  service— still    credit  cards,  and  auto  loans  Even    with    all  i;li 

the  primary  reason    added  benefits,  thatW 


bership.  Last  year,  aaa  formed  an  a 
liance  with  Thomas  Cook  to  provid 
services  to  aaa  clients  traveling  abroai 
now,  15%  of  its  members  use  the  trai 
el  agency  service,  up  from  10%  fi' 
years  ago.  It  has  a  deal  with  Waj 
Disney  Co.,  expanded  this  ye-< 
i   to  include  an  office  on  Mai^ 
Street  at  Disney  World.  l\ 
broaden  its  appeal  to  the  ul  * 
der-40  set,  members  can  now  gi. 
discounts  at  General  Cinemas  thij 
aters.  Universal  Studios,  and  Har' 
Rock  Cafes.  And  in  January,  1996,  AA, 
chose  PNC  Bank  to  provide  not  onl 
credit  cards  but  also  auto  loans,  honil 
mortgages,  and  savings  plans.  Checkir;'? 
accounts  are  on  the  way. 
ROAD  RIVALS.  Early  signs  indicate  thl 
overhaul  is  helping.  Chicago  Motor  Clu' 
which  has  emphasized  the  new  pn  < 
grams  in  marketing  campaigns — espi- 
cially  the  retail  and  restaurant  di. ' 
counts — saw  membership  jump  7.3%  f(4 
the  year  ended  in  June,  up  from  a  3.2' J 
gain  the  previous  year.  j| 
Still,  AAA  has  its  work  cut  out.  Aii 
ready,  a  growing  number  of  roadsicS 
service  programs  are  eagerly  courtirft 
younger  drivers  as  part  of  their  ow-i 
marketing  efforts.  More  than  82% 
new-car  and  light-truck  makers  offf 
roadside  assistance,  according  to  J.  I 
Power  &  Associates  Inc.,  as  do  mar; 
credit-card  providers  and  insurance  conl 
panies  such  as  Allstate  Corp.  And  lor; 
term,  the  biggest  tlii-eat  may  come  fi"o: 
du-ect  marketing  giant  cue  Intematio;! 
al  Inc.,  which  now  offers  AutoVantaj;; 
club  emergency  roadside  help  for  $69.i|J 
a  year,  cue  has  just  four  milhon  hous  j 
holds  today,  but  its  add-ons,  such 
car-buying  discounts,  consultation  c( 
how  to  buy  and  fmance  a  car,  and  dea 
on  parts  and  maintenance,  are  fueliii 
fast  growth  among  younger  drivers. 

Moreover,  aaa's  new  marketing  eii 
forts  could  use  some  more,  well,  ma: 
keting.  Many  miembers  don't  even  kno'-j 
about  the  new  senices.  And  loyal  cu'? 

tomers  like  And*^^. 
Cowherd,  who  kept  h,!* 
membership  evei)' 
when  his  new  Vohf 
came  with  an  offer  M 
roadside  help,  st' . 
looks  to  AAA  for  its  b.<| 


anyone  joms — but  also 
began  looking  for  oth- 
er ways  to  lure 
drivei's  to  plunk  down 
$30  to  $70  for  mem- 


Discounts  at  Disney  World, 
Hard  Rock  Cafes,  and  General 
Cinema  movies 


DATA-  AAA 


message  aaa  doesr, 
want  to  change. 

By  Gail  DeGeonh 
in  Miami,  urith  Sttsq^ 
Jackson  in  New  Haw 
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Well-connected.  ConnectFlrst. 

Free  First  Class  upgrade, 
plus  1,000  Bonus  Miles. 

Sonitr  pc()]i1l'  think  you  need  the 
kind  of  connections  that  come  with 
wealth  or  fame  to  get  special  treatment 
on  an  airplane.  But  on  Northwest,  all 
you  need  is  ConnectFirst. 

Northwest  Airlines  ConnectFirst 
offers  a  free  upgrade  to  First  Class 
upon  making  your  reservation  plus 
1,000  WorldPerks"  Bonus  Miles 
roundtrip  when  you  take  a  qualifying 
connecting  flight  at  a  full  Coach  tare. 

Make  the  right  connections. 
Call  l-SOO-225-2525  or  your  travel 
agent  today. 


@ NORTHWEST 
CkmnectFiTsr 


WWW 


1  •  8   O  O 


2   2   5   *  2   5   2  5 


First  Class  Upgrade  Conditions:  First  Class  seating  is  available  only  on  |et  flights  Travel  m  First  Class  using  a  -UP  (or  -UPLINK  for  select  Aii-Iinl<  travel)  fare  is  valid  m  most,  but  not  all.  North  American 
markets  on  connecting  flights  through  Detroit.  Minneapolis/St  Paul  or  Memphis  when  the  itinerary  includes  a  stop  or  a  change  of  aircraft,  at  one  of  these  hub  location  '  :  -  ■  •  'ter  may  be  available  on 
let  portion  of  travel  when  connecting  to  select,  qualifying  Airlink  flights.  Reservations  in  First  Class  are  required:  seats  are  limited.  Passenger  must  travel  in  First  Class  if  se.,  Because  this  program 

IS  so  popular  a  First  Class  seat  may  not  always  be  available.  If  not,  we'll  double  your  WorldPerks  miles  for  that  segment  of  your  trip.  These  fares  may  not  be  used  in  th  certain  certificates, 

coupon  discounts,  upgrades,  bonus  or  promotional  offers/tickets.  Other  restrictions  may  apply  Bonus  Miles  Conditions:  Earn  500  Bonus  Miles  each  way.  Valid  for  all  classes  of  service  on  flights  connecting 
through  Detroit.  Minneapolis/St.  Paul  or  Memphis  when  the  itinerary  includes  a  change  of  aircraft  and  flight  number  Does  not  apply  on  flights  to  Europe  or  Asia, 

©1997  Northvi/est  Airimes,  Inc    Northwest  recycles  enoujh  paper  products  m  one  year  to  save  over  6,874,000  gallons  of  water  \l 


the 

"Our  finance  department 
deals  with  all  the  paperwork. 
Unfortunately  the  finance 

department  is  also  me! 

solution 


The  IBM  No  More  Paperwork  Solutions. 

Nobody  srts  tip  (I  hiisiness  bpcaiise 
they  like  doing  papenvork.  All  too 
often  being  your  on  n  boss  means  long 
hours  spent  shnflling  fornis  instead 
of  chasing  dreams. 

IBM  accounting  solutions  (fin  (uitomote 
tasks  from  (ucounts  receirable  and 
payable  to  inientory  management. 
The  result?  A  clear  pidure  of  your 
overall  (dsh  lion  and  improved  cash 
numagement.  And  they  run  on  the  most 
popular  operating  systems  out  there.  So 
yon  can  get  down  to  business,  without 
disrupting  business.  He  c(u\  also  help 


finance  your  acquisition  n  ith  flexible 

and  attractive  leases. 

Buy  any  IBM  accounting  solution 


and  get  a  Dun      Bradstreel  "Business 


Solution  in  a  Box""  (a  $2.SI)()  v(due, 
absolutely  free*). 

Call  IBM  at  1  888  IBM-2992,  ex  t.  1052, 
and  H  e'll  send  you  a  free  ""(niide  to 
Doing  Business  on  the  Internet." 
We'll  also  put  you  in  touch  n  illi  <ui 
IBM  Business  l*<utner"  <m  indejx'ndenl 
expert  nho  ((in  pnn  ide  you  n  ith 
accounting  solutions  best  suited  to  your 
business.  For  more  information .  visit 
us  at  iVH  H  .biisinessicnter.ibm.dim 


Solutions  lor  a  .small  planet " 


I  in  the  United  Stales  and/or  olfier  countries  Business  Solution  in  a  Box  is  a  trademark  ol  Dun  &  Bradstreel.  Inc  ©  1997  \BM  Corp  All  rights  reserved. 
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EDUCATION 


DO  NOT  PANIC. 
THIS  IS  ONLY  A  TEST 

The  upside  of  proposed  national  reading  and  math  testing 


Quest/, 


PRICE  TAG:  About  $100  million,  or  $10  to  $12  per  child 


Should  fourth  graders  across  the 
countiy  be  tested  annually  on  theii' 
reading  ability  and  eighth  gTaders 
on  their  mathematics  knowledge?  It 
seemed  a  no-brainer  when  President 
Clinton  proposed  it  last  Febi-uai-y.  Yet 
in  recent  weeks  the  notion  of  national 
testing  has  become  highly  politicized.  The 
initiative,  which  passed  in  the  Senate, 
has  nm  into  problems  in  the  House,  and 
the  debate  over  whether  and  how  such 
testing  should  be  funded  is  likely  to  rage 
on.  Some  opponents  contend  that  nation- 
al testing — even  though  voluntary — 
would  be  the  fii-st  step  toward  a  national 
ciUTiculum  and  federal  control  of  the  na- 
tions 15,000  school  districts.  Othere  argue 
that  poor  and  minority  students  would  be 
unfaii'ly  penalized  for  low  scores.  Below, 
some  key  cjuestions  and  answers  about 
national  testing: 

What  would  national  testing  of  fourth 
and  eighth  graders  accomplish? 

The  tests  would  provide  parents, 
teachers,  and  students  with  individual 
results  that  can  be  compared  with  dis- 
trict, state,  national,  and  even  overseas 
scores.  Business  in  particular  favors  test- 
ing as  a  way  to  benchmai'k  the  academic 
achievement  of  U.S.  students — against 


o 

A 


a. 
Oft. 


one    another  and 
against  students  in 
other  coimtries.  To- 
day there  is  no 
way  to  compare 
the  performance 
of  a  child  in  Utah 
with  that  of  a 
child   in  Ken- 
tucky, much  less 
with  that  of  a  child 
Tokyo  or  Taipei. 

In  the  past  few  years,  many  states 
introduced  or  upgraded  academic  stan- 
dards. National  tests,  then,  would  "help 
us  know  whether  what  we're  doing  is 
good  enough,"  observes  Govemor  Roy 
Romer  (D-Colo.).  "National  tests  would 
provide  a  benchmark  against  which  we 
can  measure  progi-ess  and  be  a  diag- 
nostic tool  to  tell  us  where  to  concen- 
trate oui'  efforts." 

How  would  the  tests  be  designed  and 
conducted? 

National  tests  would  be  based  on  the 
only  existing  standardized  national  test, 
the  National  Assessment  of  Educational 
Progi'ess.  Why  not  just  use  NAEP?  Be- 
cause it  doesn't  provide  results  for  indi- 
vidual districts  and  students,  it's  not  con- 


ducted annually  for  each  subject,  and  bi 
cause  its  sample  size  of  about  100,0C 
students  means  it's  not  representative. 

In  August,  the  Education  Dept.  ri 
ceived  draft  reports  and  sample  que: 
tions  fi'om  national  test  panels  (table 
The  department  has  abeady  contractei 
with  several  test  developers  to  desig  i 
the  tests  and  estimates  that  design  ar 
field  testing  will  cost  $16  million.  Actu, 
testing  could  total  $100  million  in  1999,  (! 
about  $10  to  $12  per  child.  The  Nation; 
Assessment  Governing  Board,  an  indi 
pendent  body  that  currently  oversee 
NAEP,  will  have  oversight.  ' 

To  date,  only  seven  govemore  or  sta' 
school  supeiintendents  and  15  municipt 
ities  have  said  they  will  participate, 
number  of  governors  have  pushed  in  r 
cent  years  for  tougher  standai'ds  and  a 
sessments  within  theu'  states,  and  th( 
may  regard  the  President's  initiative  ■< 
an  unwelcome  distraction. 

Don't   kids  take  enoug 
tests  alread 
and  won't  n 
tional  tests  pr 
mote  "teachir 
to  the  test"?  > 
Tliere  ai"e  son  t 
states  where  st  i 
dents  ai"e  subjec  a; 
ed  to  a  battery  * 
state    tests  ati 
others  where  st4 
dents   take  vei4 
few.  Today,  theifi 
certainly  arei."' 
too   many   n  j 
tional  tests  hekp 
given,  and  if  tl;  ; 
new  tests  duplicaei 
state-administerdi 
tests,  perhaps  soni 


QUIZ 


J  '['^,^^ual  to  lo 
<.fls.Jf°"'f  know 

(2,4)  ^  (^'3) 
(5,6)      '  '  (6,5) 


of  the  latter  cou|j 
be  ehminated.  As 
"teaching  to  the  tesi? 
if  national  tests  ai'e  wl 
designed  and  a  good  tcM 
for  assessing  studeni'ii 
skills,  there  shouldn't  be  a  problem.  "Iln 
test  is  measiuing  what  we  want  studeri 
to  know,  it's  not  a  bad  tiling  to  teach  ) 
the  test,"  obsei-ves  James  W.  Stigler,  t 
educational  psychologist  at  University  f' 
Califomia  at  Los  Angeles. 

Will  national  testing  lead  to  betir 
learning? 

Possibly,  but  only  indii'ectly.  'Testing  i 
and  of  itself  doesn't  do  much  of  anythi; 
to  improve  learning,"  says  Linda  Di- 
ling-Hammond,  a  professor  at  Teaches 
College  at  Columbia  University.  Soui 
Carolina  and  Georgia  ramped  J 
statewide  testing  in  the  1980s  but  haJ 
experienced  little  or  no  improvement)! 
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For  T  e 1 e  b  r  a  s  t  o  a  c  h  i  e  v  e 
its  position  as  the  number  one 
company  in  e  m  e  r  g  i  n  g  m  a  r  k  e  t  s 
it  had  to  reveal  its  worth. 


ae  Top  200  Emerging-ik. 


RANK 
997  1996 

COUNTRY 

MARKET 
VALUE 
U.S. 
$MIL. 

PER  St 
U.S. 

1  2 

TELEBRAS 

Brazil 

43300 

130 

2  NR 

GAZPROM 

Russia 

42612 

18 

3  8 

ELETROBRAS 

Brazil 

25536 

472 

4  15 

PETROBRAS 

Brazil 

23134 

194 

1 

KOREA  ELECTRIC  POWER 

Korea 

19361 

3 

TELECOMUNICACOESDF^^^"'^^ 

Brazil 

Telebras.  First  place  in  market  value  among  200  of  the  largest 
companies  in  emerging  markets,  according  to  Business  Week. 

Business  Week,  one  of  the  world's  foremost  economy  and  business  magazines, 
recently  published  the  result  of  a  survey  which  placed  Telebras  first  in  the  ranking  of  the 
200  largest  companies  in  emerging  markets,  and  estimated  its  market  capitalization 
at  US$43.3  billion. 

This  position,  aside  from  reflecting  the  dynamism  of  a  company  which  for  the  last 
25  years  has  been  devoted  to  serving  the  needs  of  its  customers  and  the  interests  of  its 
shareholders  while  investing  in  the  cutting  edge  of  technology,  has  attracted  to  Brazil 
the  interest  of  investors  from  throughout  the  world. 
Business  Week,  July/97  Issue  This  helps  to  explain  why  Telebras  heads  the  list.  Increasinglv  competitive, 

increasingly  valuable.  In  Brazil  and  throughout  the  world. 
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TELEBRAS 


Ministerio 
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Comunica0es 


IT'S  TIME  FOR  BRAZIL 


1 


• 

COURAGE. 


all:,  passion, 


PRESSURE. 


AGS 


■  mE0:::.-  STRiss:  ■  Exy  beranci. 


mSEmi  "DRAMA.  -FEAR.  •-GRI^ 


SHAME.     ENVY.  -EXCITEMENT. 


elation;    lEAlOUSY.  DESPAIRv 


TRUST.     DISTRESS.     FINALLY,  A 


BUSINESS   NEWS  SHOW  THAT 


FEELS  LIKE  BUSINESS.  INTRIGUE 


^Stories  of  immense  power,  fortune  and 
risk.  Stories  brought  to  life  like  never 
before  —  fi-om  the  perspective  of  the 
people  behind  them.  Join  host  Sheilah  Kast  for  TV's  most 
compelling,  in-depth  business  news  analysis.  Watch  for 
'Uris  Week  in  Business"  on  public  television. 


•iProduced  by  WETA/Washington,  D.C,  in  association  with ; 

BusinessWeek  1 


Social  Issues 


educational  achievement,  while  state: 
such  as  Iowa  and  Minnesota  do  relativt 
ly  little  testing  and  rank  veiy  high  i 
educational  achievement.  One  factor  low 
and  Minnesota  have  tough  standards  fc 
teacher  education  and  licensing.  "Tesi 
don't  teach  chilcb'en,  teachers  do,"  saj 
Darhng-Hammond. 

So  if  national  testing  leads  to  bettt 
teacher  training  and  stronger  curricul;! 
better  learning  violl  result.  That  means 
big  investment  in  teacher  training.  Tbda 
30%  of  math  teachers  don't  even  haV 
minors  in  math.  More  than  50%  of  sti 
dents  taking  physical  science  are  taug}' 
by  a  teacher  with  no  backgi-ound  in  thi 
field.  "We've  got  to  give  kids  qualifie 
teachers — we  can't  put  the  whole  onus  c 
kids  and  tell  them  to  learn  to  pass  tesi 
themselves,"  says  Darling-Hammond. 

Will  national  testing  lead  to  a  nation, 
curriculum? 

Opponents  such  as  Representati\fT 
William  F.  Goodling  (R.-Pa.),  a  forme 
educatoi;  wony  that  national  tests  coa 
be  a  first  step  in  that  direction,  ar 
they  believe  ciuTiculum  decisions  shou  ■ 
be  made  at  the  local  and  state  levt 
Indeed,  the  politics  of  education  ai 
such  that  control  could  never  be  wres 
ed  away  by  the  federal  governmen 
nor  is  there  any  indication  that  the  fei 
eral  government  v/ould  want  to  do  s 
Yet  it's  true  that  national  tests  wou, 
presume  that  there  is  some  single  sta; ; 
dard  of  reading  abihty  and  mathematii^*' 
knowledge  against  which  students  ai 
being  measured — an  unstated  nation 
curriculum,  if  you  will.  It  hardly  seen 
objectionable,  however,  to  expect  four 
gi'aders  to  read  at  the  same  level  fro 
state  to  state  or  eighth  gi'aders  to  ha^  : 
the  same  mastery  of  math  skills  fro.  • 
coast  to  coast. 

If  states  are  already  moving  to  ir 
prove  education,  do  we  need  nation 
testing? 

States  ai'e  doing  better,  but  it  cou 
take  many  years  before  there  is  conve- 
gence  towai'd  higher  academic  standarc. 
Cmrently,  state  naep  results  show  mu-i 
lower  academic  achievement  than  doi 
state-developed  testing.  National  tes; 
would  put  more  pressure  on  states  i 
improve.  But  Clinton's  proposal  should]: 
be  viewed  as  a  magic  bullet  for  the  n- 
tion's  educational  ills.  Paiticipation  is  vi- 
imtaiy,  so  tnily  nationwide  results  wouJ- 
n't  be  available.  At  best,  national  testij* 
could  turn  a  spotlight  on  students'  p(- 
fonnance  and  perhaps  motivate  paren  , 
educators,  and  employers  to  push  ti 
better  results.  How  to  go  about  getti 
those  results  is  part  of  a  bigger  and  si 
more  contentious  debate. 

By  Karen  Pemiar  in  Neiv  Yo 
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Raymond  Floyd 

1994  Champion 


Jim  Colbert 

1995  Champion 


Be  here  when  it  happens. 


Official  Senior 
PGA  TOUR  Event 


Be  part  of  the  excitement  as  the  Senior  PGA  TOURs  top  31  players 
and  16  MasterCard  Champions  return  to  Myrde  Beach. 

November  3-9, 1997  •  The  Dunes  Golf  &  Beach  Club 

FOR  EVENT  INFORMATION:  (803)  444-4782  •  800-868  -7563 


SENIOR  TOI 

ICH  AMPIO^SHIP 


YAMAHA  GOLF  CARS 


Information  Processing 


STORAGE 


BUILDING  AN  EMPIRE 
BIT  BY  BIT 

Data-storage  outfit  EMC  may  become  an  info-tech  giant 

Three  years  ago, 
Michael  C.  Ruett- 
gers,  the  chief 
executive  of  emc 
Corp.,  had  a  vision  that 
computer  storage  was 
about  to  undergo  a 
revolution.  Customers 
such  as  United  Parcel 
Service  Inc.  and  Visa 
International  vi^ere  des- 
perate to  share  vital 
information  vdth  more 
of  their  employees.  So 
Ruettgers  dreamed  up 
"open"  storage  systems 
that  could  hold  data  for 
mainframes,  as  well  as 
other  types  of  comput- 
ers iTinning  all  manner 
of  software  thi-oughout 
the  company.  When 
Ruettgers  boldly  pre- 
dicted that  EMC  would 
sell  $200  million  worth 
of  such  systems  in 
1995,  even  "my  own 
sales  guys  said  it  was 
crazy,"  he  recalls. 

Nobody  doubts  his 
sanity  now.  Thanks  to 
Ruettgers'  prescience 
and  the  gi'owing  recog- 
nition by  executives 
around  the  globe  that 
fast,  reUable  access  to 
mountains  of  infomia- 
tion  can  be  a  strategic 
weapon,  emc  is  now 
the  No.  1  supplier  of 
big  iron  storage.  Last 
year,  emc's  sales  hit  a 
record    $2.3  billion, 
nearly  triple  then-  level 
in  1993,  before  Ruett- 
gers' grand  plan.  In  the  same  period, 
profits  have  zoomed  threefold,  to  $386 
milhon.  Among  major  technology  com- 
panies, only  Intel,  Microsoft,  and  Cisco 
Systems  enjoyed  net  profit  margins 
higher  than  emc's  17%  in  1996.  This 
year  looks  to  be  another  vdnner:  Ana- 


Its  soaring  numbers  have  made  EMC  a 
Wall  Street  wunderkind.  The  stock  has 
nearly  tripled  in  the  past  12  months,  to  57 

RUETTGERS:  "MY  OWN  SALES  GUYS  SAID  [MY  FORECAST]  WAS  CRAZY 

lysts  say  emc's  profits  will  climb  39%,  to 
$535  million,  on  revenues  up  25%  to 
more  than  $2.8  billion. 

Such  soaring  financials  have  made 
EMC  a  Wall  Street  wundei-kind.  The 
stock  has  nearly  tripled  in  the  past  12 
months,  to  an  all-time  high  of  57,  and 


EMC  ranks  No.  3  in  shareholder  retur 
among  all  companies  from  1991  to  199( 
behind  only  networking-equipment  mal' 
ers  3Com  and  Tellabs  Inc.,  according  t 
Boston  Consulting  Group. 

And  the  company  may  have  only  b( 
gun  its  upward  trajectory.  Analysts  saj 
EMC's  technology  gives  it  a  two-yeaj 
lead  over  competitors.  Most  rivals  sti; 
tie  their  storage  products  to  one  type  (; 
computer,  but  emc's  work  equally  wit 
mainft-ame  and  PCs.  That  positions  it  t| 
exploit  a  storage  market  expected  tl 
surge  from  $10  billion  in  1997  to  $^ 
billion  in  2002,  accorc 
ing  to  researche 
Dataquest  Inc.  Tn 
ebullient  Ruettgeil 
pegs  the  market's  p(i 
tential  even  higher:  $4 
bilHon  in  2002.  ; 

Why  the  boom  in  | 
well-wom  tech  sector 
Storage  is  exploding  £ 
companies  build  vat 
electronic  "warehou; 
es"  to  stash  reams  ( 
sales,  financial,  and  o] 
erations    data  froi 
every  corner  of  the 
businesses.  The  Inte 
net,  too,  is  fueling  di 
mand  for  more  storag 
Even  the  nettleson- 
Year    2000  proble: 
looks  like  a  windfall 
EMC,  because  comp; 
nies  will  duplicate  the 
data  to  ensure  nothir 
is  lost  when  the  centi 
ry  turns  over.  Add 
all  up,  and  "emc  cou 
join  Intel.  Microsol 
Cisco,  and  Oracle  ; 
the    next  franchi; 
company  in  technol 
gy,"     says  analy 
Steven  M.  Milunovic 
(if  Men-ill  Lynch  &  C 
RICH  FOES.  Before  E> 
can  join  high  tech 
Hall  of  Fame,  howe 
er,  it  must  fend  c' 
resurgent  competitio 
The  same  boom  fee 
ing  emc's  prosperii 
has  stinted  rivals  sui 
as     IBM  (which  h; 
teamed  up  with  Sto 
age  Technology  Corp.)  and  Hitachi  Da. 
Systems  Coip.  These  giants  have  dee, 
er  pockets,  a  big  presence  among  mai- 
frame  users,  and  guaranteed  suppli' 
of  drives  from  in-house  manufacturif 
operations.  And  each  has  announced 
own  new  "open"  storage  products.  "V: 
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What  energy  company  is  aggressive  enough 
to  succeed  in  a  competitive  environment? 

We're  no  stranger  to  competition.  In  fact,  Southern  Company  provides  electricity  at  a  cost  that's 
16%  below  the  national  average.  It's  helped  us  compete  for  and  win  more  than  2,200  large  customers 
over  the  past  20  years.  So  you  can  be  cprifident  we'll  thrive  in  a  competitive  world. 


http://www.southernco.com 

1996  Soulhern  Company 


SOUTHERN  jea 

COMPAiflf 

Energy  to  Serve  Your  World^ 


Introducing  TeamSAP.  A  100% 


0s 


At  SAl',  .ixMiriiig  vmir  muccss  is  (uir 
top  prKiruv.  I  iiti  lid  IK  1  n  g  Team  S  A  1^ 
Nothing  slinrt  ot  a  revolution  m 
our  ability  to  deliver  c t) o rd i n a t e d , 
simple  solutions.  It  brings  together  the 
best  ot  SAP's  resources  m  three  key 
areas:  the  petiple,  the  processes  and  the 
products  to  deliver  better  results,  and 
ultimately,  greater  benefits  to  vour  business. 


People:  TeamSAP  gives  you  Processes:  Tested  and  proven  ovei 
the   guaranteed   commitment  ot        the  past  \  ear  at  many  companies 

thous.inds  ot"  SAP  Ikaelerated...    and  refined  for  TeamSAP, 

employees  and  tens  ^^-*-C  _/l  I  ""^  A  c  c  e  1  e  ra  t  e  d  S  A  P  combine! 
of  thousands   of    /     V_  y[    \  f  proven  solutions  and  template; 

dedicated  SAP  partners  *''^''^o^rffi«ri/3 ta(j/(men«»ri  to  assure  your  success.  B) 

w  1 1  h  the  t  r  a  1  n  1  n  g  a  n  d  k  n  o \v  -ho  w  t'ollowmg  a  project  guide  or  easy  tlve-step 
to  implement  1-1/3"''  based  on  your  "Roaclmap,"  AcceleratedSAP  allows  yot 
schedule  and  your  re  cq  u  i  re  m  e  n  ts .         to  keep  on  schedule  and  manage  costs 


SAI'  K.  \.  l.-  .mSAI:  A.,.  Ic(.in-.)SM'  ii..l  il.,-  SAI'  ..li.l  A< .  t  l,  i..n-.ISAI'  l..^;..^ 


'roducts:  The  backbone  of  TeamSAP  is 
le  most  powerful  business  software  m  the 
mr\d.  SAP"'  R/3™  and  its  components, 
re  unmatched  at  integrating  and 
Tiproving  business  practices.  With  over 
;n  thousand  installations  and  hundreds 
f  complementary  hardware  and  software 
uppliers,  SAP  R/3  is  the  recognized 
usiness  solution  standard,  worldwide. 


TeamSAP:  Just  like  a  successful  business, 
TeamSAP  puts  the  best  of  people, 
processes  and  products  to  work  for  your 
success.  It's  a  completely  new  and 
integrated  approach.  One  based  on  our 
commitment  to  meeting  your  needs.  If 
you  want  your  business  to  do  better 
business,  give  us  a  call  and  put  us  to  the 
test.  Our  team  won't  let  you  down. 


For  more  intormation,  visit  us  at 
www.sap.coni  or  call  1 -SSS-.S'K,- |  S  A  P. 
TeamSAP.  Success  assured,  rest  assured. 


A  Better  Return  On  Iiifoniuitioii''' 


Information  Processing 


intend  to  gi-ow  faster  than  the  market, 
and  that  means  gaining  market  share," 
says  James  T.  VandersHce,  vice-presi- 
dent for  IBM's  storage,  networking,  and 
printing  business. 

As  if  the  okl-line  computer  giants 
weren't  enougli  to  contend  with,  Silicon 
Valley  highflier  Sun  Microsystems  Inc. 
has  elbowed  into  the  storage  business. 
On  July  17,  Sun  snapped  up  emc  rival 
Encore  Computer  Corp.  for  $185  mil- 
lion. The  acquisition  gives  Sun  ciucial 
technology  that  it  will  sell  in  systems 
designed  to  hold  mainft-ame,  Unix,  and 
Windows  NT  data  all  at  once,  just  as 
EMC's  products  do.  "Storage  makes  lots 
of  money,  so  it's  very  strategic  to  us," 
says  Sun  ceo  Scott  G.  McNealy. 

Being  chased  by  Sun  is  a  tribute,  of 
sorts,  to  EMC.  The  conservative  New 
England  company  sits  fai-  fi'om  the  swag- 
ger of  Silicon  Valley.  Its  imassimiing  new 
headquarters  are  shoehomed  into  an  of- 


Ruettgers  in  the  late  1980s,  lets  emc 
ride  the  relentlessly  improving  PC  in- 
dustry price-performance  curve  while 
adding  value  via  software.  "Software  is 
an  accumulation  of  time  and  knowledge," 
Ruettgers  says.  "Once  you  gain  a  big 
lead,  it  can  be  veiy  difficult  to  displace." 
SUPERFAST  SYSTEMS.  Even  so,  EMC  had 
to  reassure  big  corporate  customers 
back  in  1995  that  aiTays  of  inexpensive 
disks  were  fast  enough  to  store  and 
fetch  massive  amounts  of  data  around 
the  clock,  at  speeds  approaching  3,000 
ti'ansactions  a  second,  emc  engineers 
devised  technology  to  park  data  in 
memory  chips,  where  progi-ams  can  ac- 
cess it  much  faster  That  was  enough  to 
convince  Visa  International,  which  says 
emc's  speedy  products  have  cut  by  one- 
third  the  time  it  takes  to  process  $3 
billion  worth  of  credit-card  transactions 
each  night.  "EMC's  storage  systems  gave 
us   that   throughput,"   says  Jawaid 
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A  BILLIONS  OF  DOLLARS    '      A  PERCENT 
INCLUDES  STORAGE  DEVICES  AHACHED  TO  MAINFRAMES,  UNIX,  AND  NT  SERVERS  V»ORLDWIDE 


fice  park  in  Hopkinton,  Mass.,  a  town  so 
small  that  most  businesses  lack  sewer 
service.  Many  of  emc:'s  execs  are  battle- 
scaiTed  sui'vivors  of  the  Massachusetts 
minicomputer  meltdown  in  the  late  1980s. 
They  share  a  wariness  of  expanding  too 
quickly,  and  have  built  a  culture  leg- 
endary for  its  Yankee  fiugality.  Chairman 
and  founder  Richard  J.  Egan,  for  in- 
stance, whose  2.7%  stake  in  emc  is  now 
worth  some  $343  million,  still  has  the 
same  brrjwn  laininated  paiticleboai'd  desk 
he  used  when  he  started  the  company — 
a  freebie  he  got  fi'om  selling  fLUTiitui'e  on 
the  side  in  emc's  early  days. 

But  EMC  has  spent  heavily  where  it 
really  counts,  sinking  $1  billion  into 
software  development  over  the  past 
eight  years.  At  the  same  time,  the  com- 
pany has  tried  to  steer  clear  of  propri- 
etary hardware,  instead  using  standard 
PC  components  to  keep  costs  to  a  mini- 
mum. Each  big  storage  airay  built  by 
EMC  contains  dozens  of  commercial  dram 
memory  chips  and  off-the-shelf  disk 
drives  made  by  Seagate  Technology  Inc. 
This  approach,  hatched  by  Egan  and 


Eki'am,  Visa's  senioi-  vice-president  for 
network  services. 

Wliile  EMC's  approach  isn't  unique,  it 
started  earlier  than  its  competitors  and 
upped  the  ante  by  focusing  on  software. 
"IBM  and  Hitachi  are  just  getting  into 
the  open  storage  game,  while  emc  is 
well  into  the  second  half,"  says  Dave 
Vellante,  an  analyst  at  International 
Data  Corp.  The  company  also  boasts  a 
500-person  direct  sales  force  dedicated 
to  selling  storage — a  gi'oup  larger  than 
staffs  at  either  IBM  or  Hitachi. 

This  has  made  United  Parcel  a  die- 
hard customer  The  package-dehveiy  gi- 
ant has  nearly  tripled  its  storage  ca- 
pacity in  three  years,  fi'om  11  terabytes 
in  1994  to  more  than  32  terabytes  today, 
to  allow  for  up-to-the-minute  tracking  of 
packages.  (A  terabyte  is  equivalent  to 
20,000  four-drawer  filing  cabinets  of 
data.)  Three  million  times  a  day,  UPS 
service  reps  pull  info  on  the  status  of  a 
package  from  the  storage  systems. 
"Speed  is  the  key,"  says  Jeny  Skaggs, 
vice-president  for  infonnation  services. 

Indeed,  the  driving  force  behind  emc's 


rise  is  a  revolution  in  the  way  compani( 
use  infoiTnation.  Storage  "has  become  ; 
important  as  the  computer  to  which  it , 
connected,"  says  Merrill  Lynch 
Mihmovich.  As  businesses  use  computeJ 
to  slice,  dice,  and  store  more  data,  neal 
ly  eveiy  aspect  of  therr  business  is  beii| 
transfoiTned,  fr'om  customer  service  i 
marketing  to  strategic  planning.  Consii 
er  Liz  Claiborne  Inc.,  which  vnll  launJ 
on  Oct.  1  a  system  that  uses  emc  proi' 
ucts  to  store  point-of-sale  informatic 
from  clothing  retailers  around  tl 
world — and  should  shorten  the  tin 
needed  to  spot  fasliion  changes.  The  s>^ 
tem  "gives  us  the  ability  to  sift  throng 
millions  of  transactions  and  spot  a  trer, 
in  time  to  make  critical  decisions  abo 
color,  fit,  or  body  types  that  are  hot 
says  John  R.  Thompson,  Claiborne's  chi' 
infonnation  officer. 

Demanding  applications  like  this  ai 
driving  emc's  open  storage  revenues  i 
an  expected  $1.4  billic 
this  year — for  the  fir 
time  suipassing  its  sal 
of  mainframe  product 
But  will  it  last?  Am 
lysts  say  the  compai; 
needs  to  beef  up  its  ij 
ternational  sales  sta! 
and  some  invest  o' 
worry  that  prices  ft 
open  storage  will  beg| 
to  fall  sharply  as  cor: 
petition  heats  up.  Th 
could  cloud  EM(i; 
prospects  in  much  tl 
same  way  that  fallii 
mainframe-storage  prices  in  the  mi 
'90s  caused  emc's  stock  to  stall.  Oi 
danger  is  nimble  new  competitors  i; 
the  low  end  of  the  mai'ket:  Sales  of  sti, 
age  systems  for  Windows  NT  serve|. 
ft'om  companies  such  as  Compaq  Coi{- 
puter  Corp.  and  Data  General  Corj, 
for  example,  should  climb  34%  annual 
for  the  next  four  years  vs.  9.4%  for  tii 
total  storage  market,  says  IDC.  \ 
Even  if  that  happens,  emc  appe;«; 
better  positioned  than  others  to  weati- 
er  a  price  war  Demand  for  emc's  opii 
storage  products,  which  sell  for  $260,01) 
to  $3.4  million,  is  so  strong  that  t!i 
company  charges  twice  as  much  as  ^ 
competitors.  "What  other  company  cji 
command  [twice  the]  premium  ovi: 
competitors  like  ibm  and  Sun?"  as? 
IDC's  Vellante.  Falling  prices  are  "a  wr 
of  life"  in  computer  storage,  shruj 
Ruettgers.  Besides,  he  reasons,  low|^ 
costs  will  only  fuel  demand  for  opi 
storage.  If  Ruettgei's  is  right  about  th, 
too,  emc  may  yet  join  the  tech  titansj 
Bij  Pa  ul  C.  Jud\ 
hi  Hopkinton,  Ma- 
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THE  TRUE  MEASURE 

 of  a  notehook  's  speed  


IS  HOW  QUICKLY 

A  COMPANY  ANSWERS  A  SUPPORT  CALL. 

Under  two  minutes.  That's  the  average  time  our 
customers  have  to  wait  to  hear  a  helpful  voice  when 
they  need  tech  support.  Remarkably  fast  when  you  con- 
sider the  industry  average  is  13  minutes.  But  getting 
through  is  one  thing.  Getting  an  answer  is  another 
Fortunately,  over  90%  of  questions  to  our  support  staff 
are  solved  with  the  first  call.  That's  terrific.  But  not 
perfect.  So  we  keep  adding  people  (research  shows 
people  are  more  helpful  than  elevator  music).  Patient 
people  armed  with  remote  diagnostic  tools,  a  case 
history  for  each  LifeBook  "  notebook  sold  and  the 
rare  ability  to  speak  Novell*;  Windows  NT"  and  plain 
English  in  the  same  breath.  For  a  $36  billion  company, 
it's  a  surprisingly  human  touch. 

The  service  and  support  of  Fujitsu  PC  Corporation. 
Because  a  notebook  is  only  as  fast  as  the  company 
behind  it. 

Fujrrsu 

FUJITSU  PC  CORPORATION 
Built    for    H  u  m  a  n  s . 


FOR  MORE  INFO,  CALL  1-888-4-ON-THE-GO,  ext.  JAOl, 

visit  www.fujitsu-pc.com  or  get  a  QuikFact  fax  @  1-800-936-5209. 


LifeBook,  Fu|itsu  and  che  Fujitsu  logo  are  trademarks  of  Fujitsu  Ltd.  Intel  and  Penaum  are  registered  trademarks  and  MMX  is  a  trademark  of  Intel 
Corporation  Microsoft  and  Windows  are  registered  trademarks  of  Microsoft  Corporation  All  other  trademarks  are  properry  of  their  respective  companies 
©1997  Fujitsu  PC  Corporation  All  nghts  reserved 
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THE  INTERNET 


GOING. . .  GOING. . . 
DOWNLOADED 

How  Onsale,  the  leading  Web  auctioneer,  outsmarts  rivals 


Jerry  Colonna  is  hooked  on  cyberb- 
ding.  The  venture  capitalist  hs 
snapped  up  $4,000  worth  of  compi- 
er  gear  from  Onsale  Inc.,  a  Palo  Ad 
(Calif.)  company  that  nms  an  online  ai- 
tion  house.  "I  bought  one  computer,  thi 
another,  then  a  monitor,  then  a  scarm:*, 
and  then  my  wife  cut  off  my  credit  car" 
he  says  only  half-jokingly.  "I  love  to  o  - 
bid  people.  It's  entertaining  and  I  lovd 
good  bargain."  ; 

That  type-A,  Wgh-testosterone  attitd: 
is  just  what  JeiTy  Kaplan,  co-founder  s(i 
chief  executive  of  Onsale,  is  betting  ji. 
Kaplan's  Onsale  hosted  its  first  auctia 
of  computer  equipment  in  May,  1995,  ai 
tapped  into  the  early  demogi'aphics  if 
the  Internet — mostly  male  and  maiiy 
nerdy.  Onsale's  customers  are  stOl  9;f) 
male  and  70%  ai-e  repeat  buyers.  Todr, 
Onsale  is  the  leader  in  online  auctics 
with  1997  sales  expected  to  exceed  i& 
million.  Says  Kaplan:  "We're  creatinga 
whole  new  way  to  sell  goods  that  app<l 
to  male  hunting  instincts,  to  male  gami- 
manship,  competition,  and  skill." 

It  also  appeals  to  investors  on  te 
prowl  for  the  rare  Net  startup  mak^ 

MORE  HITS:  Kaplan's  site  will  join 
AOL's  shopping  channel  ' 
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The  All-New  Regal 

Official  Car  of  the  Supercharged  Family. 


Why  just  roll  along  in  life?  With  the  all-new  240-horsepower  Regal  GS,  a  supercharged 
family  like  yours  can  really  skate.  In  fact,  when  it  comes  to  acceleration,  Motor  Trend 
proclaims,  "...to  touch  a  similar  import  sedan...  you'd  need  to  nearly  double  the  sticker.  " 
The  new  supercharged  Regal  GS  by  Buick.  No  other  sport  sedan  is  more  in-line 
'jl^^Jl^.i,/  with  your  action-packed  life. 


RegaU)  Buick  ^ 


1997  GM  Corp.  All  rights  reserved.  Regal  is  a  registered  trademark  of  GM  Corp  Buckle  up,  Americai  For  our  new  video  and  brochure,  call  1-800-4A-BUICK. 
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loney.  From  the  start,  Onsale  has 
icked  up  profits,  albeit  small  ones,  in  the 
50,000  to  $140,000  range.  Recently, 
lough,  it's  been  pumping  pi-ofits  back 
ito  the  business,  resulting  in  a  $226,000 
iss  for  the  June  quarter.  Still,  analysts 
xpect  the  company  to  return  to  the 
lack  by  yearend.  And  they're  bullish  in 
18  wake  of  a  Sept.  12  deal  with  Ameri- 
i  Online  Inc.,  which  will  featiu-e  Onsale 
n  its  shopping  channel,  giving  the  auc- 
oneer  instant  access  to  aol's  12  million 
lembers.  Onsale  shares  surged  50%  on 
16  news,  to  close  at  $23.50  on  Sept.  15, 
early  four  times  the  Apnl  initial  public 
ffering  price  of  $6. 

MONEY  FROM  HEAVEN."  How  does  it 
'ork?  Visitors  to  the  site  can  bid  on  a 
ide  range  of  new  and  refurbished  gear 
lat  Onsale  buys  from  manufacturers, 
he  items  are  listed  along  with  lowball 
carting  prices,  and  visitore  can  post  their 
ffers  around  the  clock  over  a  tyj^ical 
vo-day  auction.  Says  Kaplan:  "We  mix 
18  bargains  of  Price  Club,  the  enter- 
linment  of  Qvc  Inc.,  the  skill  of  the  stock 
larket,  and  the  luck  of  Las  Vegas." 
Kaplan  may  need  some  luck  to  stay 
head.  Dozens  of  startups,  such  as  Auc- 
onWeb,  Auction  Depot,  and  Bidnask, 
ave  set  up  auction  sites  that,  like  On- 
ale,  specialize  in  computer  gear.  And 
lere  are  well-heeled  entrants  such  as 
nteiTiet  Shopping  Network's  First  Auc- 


tion site,  a  subsidiary  of  Home  Shopping 
Network  Inc.  that  debuted  on  the  Web 
in  June.  Some  players  are  going  to  end 
up  "as  somebody's  lunch,"  says  analyst 
Maiy  Modahl  of  Fon-ester  Research  Inc. 

To  ensure  Onsale  is  not  one  of  them, 
Kaplan  is  launching  a  campaign  to  so- 
lidify the  auctioneer's  lead.  The  first 
step:  expanding  beyond  computer  gear. 
Kaplan,  a  PhD  and  composer,  now 
hawks  everything  from  mi 
crowave  ovens  to  beachfi'ont 
rentals  to  Omaha  steaks. 
He  also  plans  to  sell 
complementary  prod- 
ucts to  auction  win- 
ners— for  example, 
sending  E-mail  to 
pitch  a  new  soundcard 
to  the  top  bidder  of  a 
computer.  Onsale  also 
has  begun  accepting  ad; 
on  its  own  site.  "It's  like 
money  from  heaven,"  Ka 
plan  says. 

That's  a  welcome  change 
for  Kaplan.  A  repeat  entre 
preneur,  not  all  of  his  ven- 
tures have  fared  so  well. 
His  previous  startup,  a 
high-profile  company  called 
GO  Corp.  that  made  prod- 
ucts for  pen  computing,  was 
immortalized  in  Kaplan's  tell- 


all  book.  Startup,  a  Silicon  Valley  Ad- 
ve7iture.  go  was  sold  to  at&t  at  a  fii-e 
sale  price  in  early  1994  after  the  pen 
software  market  went  bust. 

That's  when  opportunity  came  loiock- 
ing  in  the  form  of  Alan  Fisher,  a  long- 
time friend.  Fisher  was  wondering  how 
he  could  more  broadly  apply  online  trad- 
ing software  he  developed  for  Charles 
Schwab  &  Co.  Kaplan  had  a  flash. 
Why  settle  with  buying  and 
selling  stocks?  Why  not 
create  an  electronic 
market  for  consumer 
goods  with  prices  set 
by  supply  and  de- 
mand? "I  knew  I 
could  go  be  VP  of 
B.S.  at  some  big  Sil- 
icon Valley  compa- 
ny," he  says.  "Or  I 
could  take  another 
swing  at  the  ball." 
What  will  the  45-year- 
old  risk-taker  do  next?  Ka- 
plan's shai'es  of  Onsale  ai"e  worth 
about  $141  million.  But  he's  not  in- 
terested in  early  retirement — only  in 
running  Onsale.  "And  I'd  like  to 
wiite  another  book,"  he  adds.  But 
don't  expect  any  tell-aUs  about  On- 
sale: Kaplan's  investors  placed  a  gag 
order  on  him. 

By  Susan  Moran  in  Palo  Alto 


Science  &  Technology 


RESEARCH 


XEROX  WONT  DUPLICATE 
PAST  ERRORS 

Now,  its  innovations  will  get  used  in-house-or  spun  off 

It  was  one  of  the  great  fum- 
bles of  all  time.  In  the  1970s, 
Xerox  Corp.'s  Palo  Alto  Re- 
search Center  (par(")  developed 
the  technologies  that  would  diive 
the  personal  computer  revolution. 
"By  1979,  we  had  it  aU — graphical 
user  interfaces,  mice,  windows 
and  pull-down  menus,  laser  piint- 
ing,  distributed  computing,  and 
Ethernet,"  recalls  M.  Frank 
Squires,  a  parc  founder  in  1970 
and  now  chief  adininistrative  of- 
ficer of  Sematech  Inc.,  the  daip-in- 
dustiy  consortium  in  Austin,  Tex. 

Xerox  had  the  PC  and  net- 
working businesses  fiiTnly  hooked 
— but  didn't  try  to  reel  them  in. 
It  didn't  even  patent  PARC's  in- 
novations. Management  was  too 
preoccupied  with  aggi'essive  com- 
petition from  Japan  in  its  core 
copier  business,  says  CEO  Paul 
A.  Allaire.  "If  we'd  been  really  PARC 
good,  we  could  have  done  both. 
We  probably  should  have,"  he  admits. 

Instead,  PARC's  technologies  became 
the  foundations  for  such  icons  as  Apple 
Computer  Inc.  and  3Com  Corp.  Apple 
co-founder  Steven  P.  Jobs  visited  parc 
in  1979  and  was  astonished  at  what  he 
saw.  His  PARC  tour  inspired  the  Macin- 
tosh. That  same  yeai;  Ethernet  inventor 
Robert  M.  Metcalfe  left  parc  to  start 


/•o//'//  /()i  /,'.S(  .s  on  "kiioivledge  mining 


3Com.  These  are  just  two  famous  ex- 
amples of  the  great  Xerox  giveaway. 

It  won't  happen  again,  asserts  Al- 
laire. The  buttei^fingers  days  are  over. 
PARC's  mission  has  always  been  to  blaze 
the  way  for  tomorrow's  Xerox — but 
PARC's  research  is  more  critical  than 
ever,  because  Xerox'  future  will  be  in- 
creasingly digital.  So  Allaire  visits  reg- 


ularly to  get  his  arms  around  parc' 
leading-edge  technology.  "It  also  give 
[the  researchers]  encouragement,"  h 
adds.  "Besides,  it's  a  lot  of  fun." 

That's  because  Xerox  parc  supports 
stimulating  melange  of  research,  parc  i 
home  not  just  to  the  usual  complemer. 
of  computer  wizards,  programmers,  an 
engineers.  There's  also  an  assortmer 
of  anthropologists,  psychologists,  lii^ 
guists,  and  cognitive  scientists.  The'v 
explore  the  social  contexts  that  sui 
round  technology,  looking  id: 
ways  to  make  digital  system: 
conform  to  human  expectations 
This  eclectic  crowd  often  hatclj 
es  potent  ideas  for  which  Xerd 
has  no  ready  use.  But  whe, 
something  looks  like  a  winne! 
Xerox  doesn't  simply  let  it  sli 
away  as  it  did  before.  Now  th'. 
company  bankr'olls  an  entrepr«' 
nemial  spin-off.  The  parent  con. 
])any  figiu-es  to  profit  ft'om  thes 
ventures,  even  if  the  starj 
ujjs  remain  a  small  part  of  tl 
.$17.4  bilHon  giant. 

The  entrepreneurial  mov 
kicked  off  in  1989  with  Xero. 
Technology  Ventures,  which  pr|. 
vides  seed  capital.  Early  last  yea 
Xerox  New  Enterprises  (xn( 
was  fomied  to  overeee  parc  spii, 
offs  and  help  with  logistics  art 
finding  outside  fimds  foi'  growtj 
XNE  now  has  10  companies  \\t 
der  its  umbrella.  Ah"eady,  they'^ 
generating  $700  million  in  annual  re; 
enues  (although  half  comes  from  Xei  i 
Engineering  Systems,  an  existing  un 
that  was  folded  into  xne  this  year). 

XNE  is  modeled  on  Thermo  Electi  i 
Corp.,  a  Waltham  (Mass.)  company  th: 
for  14  yeai's  has  been  making  a  businc 
of  creating  businesses — 21  pubUc  coi 
panics  so  far.  "A  lot  of  people  thouu 


Planting  a  Hyperbolic  Tree  | 


FISH-EYE  VIEW:  Moving  the  pointer  from  the  center  (1)  toward  the  icon  of  choice  (2)  pulls  in  more  detail  (3) 
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The  most 
important 

job  of 
your  life 
just  miglit 
be  your 
first. 


As  a  member  of  Teach  For  America, 
you  will  be  part  of  the  national  teacher 
corps  of  outstanding  recent  college 
graduates  from  diverse  cultural  back- 
grounds who  commit  two  years  to 
teach  in  America's  under-resourced 
urban  and  rural  public  schools. 

You  don't  have  to  be  an  education 
major.  Teach  For  America  is  seeking 
talented,  dedicated  individuals  from 
every  academic  major  who  want  to 
ensure  that  all  children  in  this  nation 
have  the  opportunity  to  attain  an  excel- 
lent education.  There  is  a  particular 
need  for  people  of  color,  bilingual 
speakers,  and  math,  science,  and 
foreign  language  majors. 

To  get  information  and  an 
application  before  the  deadline,  call  us, 
reach  us  online,  or  contact  your  career 
placement  adviser  on  campus. 

This  is  your  chance  to  become 
part  of  the  nationwide  movement  of 
dynamic  individuals  who  have  joined 
Teach  For  America  and  assumed 
leadership  roles  in  classrooms  and 
schools  across  the  country.  Your  decision 
will  affect  not  only  the  rest  of  your  life 
but  the  lives  of  many  others. 

1-800-832-1230 

http://www.teachforamerica.org 

TEACHFORAMERICA 

AN  AMERICORPS  PROGRAM 


Mannesmann:  a  Group  of  nearly  500 
companies  in  190  countries  around  the 
globe,  with  more  than  126,000  employees 
generating  sales  of  around  S  20  billion. 
Our  core  business  areas:  Engineering, 
Automotive,  Telecommunications,  and 
Tubes  &  Trading. 

I  Engineering  -  with  sales  of  S  8.6  billion, 
Mannesmann  is  one  of  the  world's  largest 
companies  in  the  area  of  machinery  and 
engineering.  The  company  is  a  market  leader 


in  plastics  machinery,  hydraulics,  materials 
handling,  and  metallurgical  engineering. 
I  Automotive  -  with  sales  of  S4.3  billion, 
Mannesmann  is  a  major  component  supplier 
to  renowned  car  manufacturers  in  all  parts  of 
the  world. 

Telecommunications  -  with  sales  of 
S  2.3  billion  and  the  highest  subscriber  figure 
in  the  market,  Mannesmann  Mobilfunk  is  the 
Number  One  among  Germany's  mobile  net- 
work operators.  Mannesmann  is  now  in  the 
process  of  developing  its  own  fixed  network 


for  voice  and  data  services  in  Gela'' 
holds  equity  stakes  in  several  telfir 
panies  throughout  Europe. 
I  Tubes  &  Trading  -  sales  won 
stem  from  the  production  and  rr 
seamless  and  welded  tubes. 

Mannesmann's  activities  in  the  US  :i 
Engineering,  Automotive,  and  Tubs 
Almost  9,000  employees  at  the  Gi  p 
production  centers  and  marketing 
achieve  sales  of  $  2.6  billion. 


nnesmann  issues  1997  Semiannual  Report 


JRTHER  INCREASE  OF 
ROFITABILITY,  ORDERS  AND  SALES 


ult  of  ordinary  activities  increased 
,374  million  (1996:  $194  million) 
lificant  growth  recorded  in  both 
ming  orders  (+12%)  and  sales 
4%) 

jstment  expenditure  reaches 
)rd  high 

esmann's  result  of  ordinary  activities 
sed  to  $  374  million  (previous  year: 
million)  during  the  first  half  of  1 997. 
./ement  was  seen  in  all  Group  sectors, 
ost  important  contributions  were  the  con- 
growth  at  Telecommunications  and  the 
d  turnaround  at  Tubes  &  Trading.  At 
million  (previous  year:  $  103  million)  the 
ofit  was  almost  $  56  million  up  on  the 
benchmark  figure. 


Orders  received  rose  12  percent  and  sales 
14  percent.  Both  domestic  (+18%)  and  foreign 
business  (+12%)  recorded  significant  growth. 
At  $  2.2  billion,  Mannesmann's  investment  expen- 
diture far  exceeded  the  amount  spent  during  the 
first  half  of  1 996.  The  number  of  employees  at 
the  end  of  June  1 997  was  1 26,400,  an  increase 
of  5  percent. 

The  operating  results  for  the  first  half  of  1997 
confirm  Mannesmann's  statement  of  April  that  a 
further  improvement  in  result  of  ordinary  activi- 
ties for  1997  could  be  expected.  For  the  remain- 
der of  1997,  Mannesmann  still  looks  for  a 
perceptible  increase  in  earnings  for  the  Engineer- 
ing sector  and  continued  growth  for  the  Auto- 
motive sector. 
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Mannesmann  is  increasing  its  expectations  of 
April  for  the  Telecommunications  and  Tubes  & 
Trading  sectors.  The  higher  earnings  recorded  at 
Mannesmann  D2  will  raise  Telecommunications 
performance  above  last  year's  benchmark  figure. 
Similarly,  the  favorable  effect  of  the  turnaround 
at  Tubes  &  Trading  will  exceed  all  previous  expec- 
tations. 

Mannesmann  is  confident  that  the  positive 
market  trend  will  continue  through  the  second 
half  of  1997. 

We  will  be  pleased  to  send  you  our  Shareholders' 
Newsletter  with  the  interim  report  for  the  first 
half  of  1997. 

Mannesmann  AG 

D-40027  Dusseldorf  Germany 

http://www.mannesmann.com 

Mannesmann  Corporation 
450  Park  Avenue,  24th  Floor 
New  York,  NY  10022-2669 
Call:  1-800-356-9235 
Fax:(212)825-0074 

Mannesmann  -  working  for  your  future 


?rted  by  official  fixing  rate  as  per  June  30,  1997:  1  DEM  =  0.5734  USD 


mannesmann 


Science  &  Technology 


we  were  crazy"  when  Thermo  Electron 
started  bankrolling  spin-offs,  says  Pres- 
ident John  N.  Hatsopoulos,  but  the  en- 
trepreneurial culture  it  engenders  has 
paid  off  big.  "The  company  is  twice  the 
size  it  would  have  been  without  the 
spinout  strategy,"  he  boasts. 

Allaii'e  says  some  Xerox  executives 
also  had  initial  misgivings  about  the 
spin-off  strategy.  Several  startups  fund- 
ed by  Technology  Ventures  went  bust, 
"and  for  a  while,  that  looked  like  it 
might  be  just  wasting  money,"  he  re- 
calls. But  Documentum  Inc.  more  than 
compensated.  Founded  in  1990,  it  went 
public  last  year  "and  paid  a  really  good 
return  on  investment"  (table). 

One  of  last  year's  spin-offs,  InXight 
Software  Inc.,  shows  why  parc  Director 
John  Seely  Brown  believes  social  sci- 
entists ai"e  \ntal  to  developing  new  tech- 
nology. Windows  and  pull-down  menus 
did  a  laudable  job  with  simple  programs. 
But  vdth  today's  complex  progi'ams,  the 
screen  is  often  so  crowded  people  gi-ow 
fioistrated  trying  to  figiu'e  out  what  icon 
to  cUck,  he  notes.  Worse,  the  conven- 
tional windows  interface  lacks  perspec- 
tive. "It's  like  walking  around  with  two 
toilet-paper  tubes  on  your  eyes,"  says 
Brown.  "There's  no  sense  of  things  mov- 


ing smoothly  from  the  periphery  into 
your  center  of  vision."  As  a  result, 
everything  is  a  surprise — and  people 
don't  like  a  constant  diet  of  surprise. 

InXight's  Hyperbolic  Ti'ee  interface 
(page  98)  is  a  first  step  toward  a  more 
fluid  interaction.  Instead  of  jerking  the 
user  from  spot  to  spot,  it  flows  as  a 
mouse  pointer  moves,  magnifying  a  pai'- 
ticular  region  in  the  center  of  the  screen 
while  shrinking  the  bordering  areas — 
but  keeping  them  in  sight  through  a 
sort  of  fish-eye  lens.  "It  was  designed 
with  a  deep  understanding  of  human 
perception  and  cognition,"  says  Brown. 
CALMPUTING.  Comshai'e  Inc.  in  Ann  Ar- 
bor, Mich.,  will  shortly  release  a  new 
version  of  its  budgeting  program  that 
features  InXight's  Hyperbolic  Tree. 
"This  new  stuff  allows  you  to  see  quan- 
titative relationships  in  ways  never  be- 
fore possible,"  says  Comshare  Senior 
Vice-President  Steven  J.  Tonissen. 

Clever  screens  are  just  the  openers  of 
"calm  computing."  There's  also  dpiX 
Inc.,  which  was  founded  last  year  to 
build  high-resolution  displays  that  soothe 
the  eye  with  paperlike,  no-flicker  im- 
ages. Back  in  the  lab,  parc  researchers 
are  working  to  embed  artificial  intelli- 
gence in  documents  to  fashion  a  sort  of 


digital  society,  with  software  agen. 
roaming  among  the  documents  and  e( 
lecting  information.  "We  want  to  (. 
knowledge  mining  like  we  do  data  mi 
ing  now — to  find  the  knowledge  th, 
lies  between  documents,"  explai, 
Brown.  When  it  all  comes  together,  ? 
predicts,  "knowbots"  and  intelligent  dc- 
uments  "could  unleash  all  the  latei 
knowledge  of  the  entire  enterprise." 

This  sounds  like  it  would  be  part 
the  Xerox  mainstream.  But  for  now,  ^ 
Xight  is  trotting  out  the  initial  offfl- 
ing.  It's  called  LinguistX,  and  it  1^ 
computer's  understand  human  langoiag, 
PARC  has  been  hammering  at  so-calU 
computation  lingiiistics  for  25  yeai's,  sajit- 
Romano  Rao,  chief  technologist  at  R 
Xight,  "and  we've  now  gotten  it  to  tt 
point  where  it  actually  works."  Peo^' 
will  no  longer  have  to  memorize  ^ 
stmse  commands  to  seai-ch  a  databas. 

Computational  linguistics  goes  beyol 
just  translating  words  into  comput; 
code.  It  also  involves  mapping  the  brail 
folds  and  convolutions.  "Something  i 
that  shape  makes  humans  genetica^ 
capable  of  leaiTiing  lang^iage,"  says  R.>. 
Using  these  maps,  reseaixhei-s  have  o 
ated  computer  models  that  represet 
the  spatial  relationships  among  languas. 


Waist:  34. 
Inseam:  52 


merits.  With  LinguistX,  computers 
1  automatically  analyze  digital  docu- 
nts  to  extract  specific  information, 
lerate  summaries,  and  alert  a  person 
documents  that  require  action. 
Still  more  sophisticated  tools  are  com- 
[,  says  InXight  President  Mohan 
kha.  Soon,  he  says,  "you'll  send  an  E- 
il  inquiry,  and  the  computer  will  read 
interpret  what's  wanted,  and  auto- 
tically  initiate  the  processes  needed 
fulfill  the  request."  That  would  lift 
ctronic  commerce  to  unprecedented 
els  of  productivity,  he  notes.  Com- 
bers that  smart  will  be  so  adroit  at 
iling  with  routine  matters,  Ti'ikha 
diets,  that  people  will  be  able  to  pui- 
;  four  or  five  careers  in  parallel. 
Xerox  may  have  missed  opportuni- 
3  in  the  PC  age,  but  it  hopes  to  pio- 
;r  an  age  of  societal  computers.  And 
'arc's  grand  vision  doesn't  quite  hap- 
1,  Allaire  is  confident  his  Palo  Alto 
w  will  continue  to  eam  their  keep. 
ic  is  a  bargain,  he  points  out — its 
Iget  is  less  than  1%  of  the  company's 
6  billion  r&d  spending.  Just  one  PARC 
ation,  the  high-end  Docutech  piinter, 
:ed  in  .$1.8  billior.  last  year  "and  prob- 
y  justifies  the  entire  cumulative  in- 
stment  in  parc,"  says  Allaire.  "PARC  is 
?  of  the  best  investments  we've  ever 
de."  And  it's  fun  to  visit  as  well. 
By  Otis  Port  in  Palo  Alto,  Calif. 


New  Technologies  Find  a  Home 

Xerox  PARC  research  that  isn't  snapped  up  by  Xerox  itself  is  now  spun  out 
in  startups  under  the  Xerox  New  Enterprises  umbrella.  Here  are  some: 


COMPANY/LOCATION/WEB  SITE 

CHRYSTAL  SOFTWARE 

San  Diego 
Founded  1996* 
www.chrystal.com 

DOCUMENTUM 

Pleasanton,  Calif. 
Founded  1990,  IPO  1996 
www.documentum.com 

DPIX 

Palo  Alto,  Calif. 
Founded  1996 
www.dpix.com 

INXIGHT  SOFTWARE 

Palo  Alto,  Calif. 
Founded  1996 
www.inxight.com 

LIVEWORKS 

San  Jose,  Calif. 
Founded  1992 
www.liveworks.com 


PRODUCTS/CUSTOMERS 

Software  for  creating  and  editing  Internet-related  documents 
in  the  new  Standard  Generalized  Markup  Language  (SGML). 
Customers  include  Cathay  Pacific,  Daimler  Benz,  and  Fiat. 

Family  of  open  client/server  programs  that  organize  corporate 
knowledge  so  it  can  be  readily  reused.  Customers  include  Delta 
Air  Lines,  Hewlett-Packard,  and  Merck. 

Flat-panel  displays  that  generate  graphics  and  text  with  a 
crispness  almost  as  good  as  printed  paper.  Customers  include 
British  Aerospace,  McDonnell  Douglas,  and  the  Pentagon. 

New  search  tools  and  graphical  user  interface  (GUI)  concepts 
that  do  away  with  pull-down  menus.  Customers  include  Verity, 
InfoSeek,  Oracle,  America  Online,  and  NetCarta. 

Large  whiteboard  displays  for  showing  graphics  in  meetings  or 
teleconferences,  plus  software  for  holding  virtual  meetings. 
Customers  include  Monsanto  and  Talegen  Holding. 


*Spun  off  from  XSoft,  a  former  division  of  Xerox  Corp. 


DATA  COMPANY  REPORTS 
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Business 
Partner 

The  solution  is  hen>.  Oiw  size  <l<><'s  n»i 

I'll  (ill.  Liiokiniijor  a  soliiliaii  hiilorcd  jiisl 
for  your  l>usinessy  IjhiI.  no  liiillicr  lluin 
IBM  Fiusiness  Partners  —  indcpcndcnl 


cxpcrls  II  III)  i  nn  iiutfil  you  ii  illi  llir  ri^lil  mix 
of  li'i  linoliiiiy.  sujijiort.  jirii  I'  anil  liiiiun  inii. 
I  or  one  n  hn  specializes  in  your  line  of  busi- 
ness, enll  I  «««  UiM-2'm.  e.xt.  'm'). 


The  IBM  logo  is  a  registered  trademark  and  Itie  IBM  Business  Partner  emblem  is  a  trademark  ot  International  Business  Machines  Corporation  and  are  used  togelliei  under 
license  '?i1997  IBM  Corp  All  rights  reserved 


Tenth  Annual  Business  Week  symposium 
of  Chief  Executive  Officers 
October  6-8,  1997 
Washington,  D.C. 


With  the  millennium  looming, 


it's  no  longer  business  as  usual.  What  new  knowledge  must  the  21st  century 
CEO  acquire  to  stay  competitive?  How  have  the  "rules  of  the  game"  changed? 

The  Tenth  Annual  Business  Week  Symposium  of  Chief  Executive  Officers 
will  address  the  unique  challenges  facing  top  managers  at  this  momfent  in 


history.  This  premier  gathering  of  America's  business  leaders  will  feature  the 
CEOs  of  the  nations  largest  corporations  as  well  as  some  of  today's  leading 


commentators  and  historians. 


Join  us  for  a  lively  and  interactive  program  that  prom^es  to  be  a  valuable  , 
experience  for  all  participants.  ^^'^I^^Jfc^^'^^  ^^^^^ 

amwv\sion 


)K  REGISTRATION  INFORMATION  ON  CEO  2000:  CREATING  A  NEW  VISION, 


kasecall  800.821.1329 


Mured  speakers 


E  RT.  HON. 
UN  MAJOR 

'me  Minister 
eat  Britain  and 
irtljern  Ireland 
m-1997) 


RICHARD  BRANSON 

Founder  and  Chairman  peter  i.  bijur 


Virgin  Group 
of  Companies 


Chairman  and  CEO 
Texaco  Inc. 


BERNARD  L. 
SCHWARTZ 

Chairman  and  CEO 
Loral  Space  & 


JAMES  L.  BARKSDALE 

President  and  CEO 
THOMAS  G.  STEM  BERG  NetScape 
Chairman  and  CEO  Comtnunications 


Communications  Ltd.    Staples.  Inc. 


Corporation 


N  M.  FUDGE  RICK  PITINO 

'sident  Head  Coach 

jxwfll  House  Coffee   Boston  Celtics 
rnpany/Kraft 
ids  Inc. 


DAVID  W.  JOHNSON 

Chairman 
Campbell  Soup 
Company 


THOMAS  J.  ENGIBOUS  RAYMOND  V.  GILMARTIN   SCOTT  SHUSTER 

President  and  CEO  Chairman,  President       Conference  Moderator 

Texas  Instruments  and  CEO 

Incorporated  Merck  &  Co.,  Inc. 


ESENTED  IN  ASSOCIATION  WITH: 

%in  &  Company,  Inc. 
ontrol  Data  Systems,  Inc. 
mst  &  Young  LLP 
iternational  Paper 
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THE  TESTS 
ARE  BACK 
FROM  THE  CD 


INVENTORS  OF  THE  COMPACT- 

disk  player  hoped  it  would 
revolutionize  audio,  but  did 
they  figure  on  making  waves 
in  medical  diagnostics?  Gam- 
era  Bioscience  Corp.  in  Cam- 


NEW  SPIN:  A  portable  lab 

bridge,  Mass.,  is  using  a  mod- 
ified CD  system  to  create  a 
portable  laboratory  dubbed 
the  LabCD.  The  machine  will 
simultaneously  perform  most 
standard  blood  tests  plus 
DNA  analyses,  says  Chair- 
man Alec  Mian. 

The  trick  is  deceptively 
simple:  Use  centrifugal  force 


to  move  tiny  amounts  of 
fluid  across  the  disk.  That 
way,  the  system  doesn't  need 
costly  micropumps  to  move 
samples.  LabCD  doesn't  need 
pumps.  A  tiny  drop  of  blood 
is  placed  in  a  small  hole  near 
the  center  of  the  CD,  and 
its  spinning  motion  sepa- 
rates the  cells  and  pushes 
them  into  other  receptacles 
containing  chemicals  that 
perform  the  tests  or 
amplify  dna.  Finally, 
sensors  detect  the 
results.  "It's  very  good 
physics,"  says  Marc  J. 
Madou,  a  microfluidics 
expert  at  Ohio  State 
University  who  consults 
for  Camera. 

Mian  predicts  his 
LabCD  will  make  medical 
tests  more  widely  avail- 
able and  produce  faster 
results  than  central  diagnos- 
tic labs.  Ambulance  drivers 
could  conduct  blood  tests  for 
drugs  and  alcohol,  for  exam- 
ple. The  device  should  be  out 
by  late  1998  for  about  $1,000, 
Mian  says,  and  disks  contain- 
ing 10  to  20  tests  will  cost  "a 
few  dollars."  Geoffrey  Smith 


OPEN  WIDE  AND  TAKE  YOUR  INSULIN 

SOON,  DIABETICS  COULD  CHUCK  THEIR  SYRINGES  FOR 

PILLS,  judging  from  the  results  of  an  international 
research  team  headed  by  Purdue  University's  Nicholas 
A.  Peppas,  a  professor  of  chemical  and  biomedical  engi- 
neering. At  the  recent  American  Chemical  Society  meet- 
ing in  Las  Vegas,  Peppas  reported  that  his  method  of 
administering  insulin  orally  has  proved  consistently 
effective  in  tests  with  rats  at  Hoshi  University  in  Japan. 

What  he  didn't  say  in  Las  Vegas  is  that  the  Hoshi 
scientists  have  already  progressed  to  tests  with  large 
animals — dogs.  "If  these  tests  continue  to  look  as  good 
as  they  do  now,"  says  Peppas,  "I'm  cautiously  opti- 
mistic that  we  could  go  to  human  trials"  next  year. 

The  problem  with  insulin  pills  is  that  stomach  acid 
destroys  insulin.  So  Peppas  developed  a  polymeric  cap- 
sule that  reacts  to  acids  by  shrinking.  That  closes  the 
openings  in  the  capsule's  surface  and  protects  the 
insulin.  After  it  leaves  the  stomach,  the  cap.sule — a  mix 
of  polymethacrylic  acid,  the  stuff  used  to  make  soft 
contact  lenses,  and  polyethylene  glycol — expands  and 
releases  the  insulin.  Purdue  has  filed  for  patents  and  is 
currently  negotiating  with  three  drugmakers.  □ 


POWER-ASSISTED  SOUIRMING 


MOST  LUXURY  CARS  LET 

the  driver  micromanage 
the  seat  position.  But 
pushing  all  those  little  con- 
trols while  driving  can  be 
distracting,  and  who  really 
wants  to  be  bothered? 
McCord  Winn  Textron  Co., 
a  division  of  Textron  Auto- 
motive Co.  in  Troy,  Mich., 
decided  to  build  some  deci- 
sion-making right  into  the 
car  seat.  Its  Active  Sur- 
face Control  Technology,  or 
ASCT,  employs  a  program- 
mable microcontroller  to 
interpret  signals  from  sen- 
sors in  10  air  cells  in  the 
seat,  inflating  and  deflating 
them  to  pro- 
vide the  best 
support. 

The  seat 
never  forces 
the  driver  into 
a  rigid  position. 
The  chip  simply 
reads  inputs  from 
the  sensors  and 
matches  the  results 
against  a  biome- 
chanical  model  SIT:  A 


stored  in  its  memory.  It 
then  gently  injects  air  to 
ease  awkward  body  twist 
ing  or  slouching.  It  takes 
fresh  reading  every  four 
minutes  and  makes  adjust- 
ments. If  you  don't  like 
what  it  comes  up  with,  you 
can  hit  an  override  button 
to  turn  it  off. 

Textron  didn't  invent 
adaptive  seating.  Similar 
technology  has  been  used 
to  help  burn  victims  who 
need  to  redistribute  their  i 
weight  frequently  while  , 
they  are  sitting.  But  Tex-  \ 
tron's  approach  is  the  first  I 
to  go  mainstream.  Cadil-  j 
lac's  engineers  have  , 
designed  it  into  the  199^ 
Seville.  Coming  next 
from  Textron:  ergon- 
omic  easy  chairs  for 
the  home  and 
posh  office 
chaii's  for 
execs  who 
like  to  manag 
by  the  seat  of  thei 
pants — or  pant- 
ir  aid      suits.    Neil  Oroi 


■  Artificial  intelligence  can 
be  smarter  than  the  real 
thing.  In  a  study  at  Univer- 
sity Hospital  in  Lund,  Swe- 
den, so-called  artificial  neur- 
al networks  did  a  better  job 
of  reading  electrocardio- 
grams than  doctors,  accord- 
ing to  a  report  published  by 
the  American  Heart  Assn. 

■  When  things  get  small, 
they  also  get  very  strange. 
Scientists  have  discovered 
that  small  clusters  of 
atoms — say,  a  dozen  atoms  of 
silicon — exhibit  properties 
so  different  from  larger 
aggregations  that  they're 
essentially  a  new  form  of 
matter.  Now,  University  of 
Washington  physicist  George 
Bertsch  adds  to  the  puzzle: 


Small  clusters  of  sodiio 
atoms  don't  melt  at  the  us^- 
al  temperature  of  208F  tit 
at  21F — below  the  freezie[ 
point.  Why  is  a  mystery. 
■  Fusion  energy  may  sen 
move  a  notch  closer  to  reilr 
ty.  This  month,  research* 
at  the  Joint  European  Toi 
(JET)  fusion-research  cen 
in  England  expect  to  reae 
milestone:  breakeven.  Th; 
when  the  fusion  reactor  p 
duces  as  much  energy  as 
takes  to  create  a  sunl 
plasma  and  fuse  deuteri 
and  tritium  atoms.  If 
achieves  breakeven,  it  wo 
be  a  first  in  four  decades 
fusion  research.  Still,  a  cc 
mercial  fusion  power  pi 
that  burns  the  hydrogen 
seawater  won't  come 
manv  years. 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwsep@businessweek.com 
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iT  DUPONT.  TIME  TO 
lOTH  SOW  AND  REAP 

expands  into  new  fields  while  bolstering  its  old  reliables 


Iohn  A.  Krol  does 
not  fit  the  image  of 
the  formal — even 
stiff— DuPont  exec. 
w  finishing  his  second 
ir  as  CEO  of  DuPont 
,  he  has  been  known 
oosen  up  meetings  by 
ding  executives  in 
ig.  (A  favorite:  You 
?  My  Sunshine.)  But 
ce  Krol  took  over 
m  the  far  more  re- 
ved  Edgar  S. 
olard  Jr.,  it's  not  only 
tone  of  the  meetings 
t  have  changed.  Krol, 
4-year  DuPont  veter- 
is  also  tiying  to  turn 
slow-moving,  cyclical 
nt  into  an  industrial 
iwth  machine. 

30  Ki-ol  is  accelerating  DuPont's  push 
D  high-gi'owth  life  sciences  such  as 
tech  agriculture  and  phaiTnaceuticals. 
w,  they  make  up  less  than  20%  of  the 
Imington  (Del.)-based  company's  after- 
operating  income;  Krol  is  aiming  for 
re  than  30%  by  2002.  But  he's  not 
hting  DuPont's  core  chemical  and  fiber 
irations,  instead  selling  off  under- 
ievere  among  these  businesses,  such  as 
Irogen  peroxide,  and  focusing  on  mak- 

HE  NEW  FORMULA 

EO  Krol  is  putting  his  stamp 
n  the  chemical  giant  with  a  shift  to 
ister-growing  markets  and  greater 
rofitability.  His  strategy: 

USH  LIFE  SCIENCES  Wants  this 
ot-growth  area — pharmaceuticals 
nd  biotech  agriculture — to  gener- 
te  more  than  30%  of  aftertax 
perating  income  by  2002,  up 
•cm  below  20%  now.  Since 
lUgust,  he  has  struck  deals  to  spend 
'3.2  billion  on  protein  supplier  Pro- 
sin  Technologies  and  20%  of  high- 
3ch  seed  company  Pioneer  Hi-Bred. 


KROL:  A  company  lifer,  he  is 
changing  its  stodgy  culture 


ing  the  keepers  No.  1  or 
2  globally  To  bolster  the 
lot,  Ki'ol  struck  three 
deals  this  summer  to  buy 
or  invest  in  new  assets, 
spending  an  eye-popping 
.$6.2  billion. 

The  moves  are  pail  of 
an  ambitious  plan  to 
shift  DuPont  toward 
faster-growing  markets 
where  pi'ofits  are 
stronger  and  cycles  less 
vicious.  This  has  pleased 
Wall  Street.  During 
Krol's  tenure,  the  stock 
has  climbed  86%,  to  62, 
compared  with  56%  for 
the  Standard  &  Poor's 
500-stock  index.  Krol, 
who  along  with  other 
DuPont  executives  de- 
clined to  speak  for  this  story,  has  said 
he  wants  to  double  the  company's  his- 
toric revenue  gains  to  6%-8%  annually 
and  rack  up  \0%-\2%  earnings  gi-owth. 
This  year,  says  Bear  Stearns  &  Co.  an- 
alyst J.  Jeffrey  Cianci,  Ki'ol  will  likely 
produce  net  income  of  .$4.2  billion,  a 
12%  increase  excluding  one-time  ac- 
counting items — helped  by  a  strong 
global  economy.  However,  due  in  part  to 
Krol's  divestitures,  Cianci  figiu'es  that 


sales  growth  will  be  a  meager  2.6%. 

Some  investors  want  Ki'ol  to  go  even 
further  in  his  remake  of  DuPont. 
They're  pressing  him  to  spin  off  the  $20 
billion  Conoco  Inc.  oil  and  gas  unit.  The 
rationale  is  that  DuPont  stock  isn't  be- 
ing fully  valued  in  the  market.  Because 
the  chemical  analysts  who  follow  the 
company  are  not  oil  and  gas  experts, 
Conoco  may  be  undervalued.  DuPont 
"will  not  have  gone  the  full  nine  yards 
until  they've  disposed  of  Conoco,"  says 
Richard  G.  Unruh,  president  of 
Delaware  Investment  Advisers,  a  large 
DuPont  investor  "And  there  will  be  a 
lot  of  disappointed  people  if  they  don't 
do  that."  Others  like  Paul  T.  Leming,  a 
research  director  at  Deutsche  Morgan 
Grenfell,  also  want  DuPont  to  get  out  of 
its  traditional  commodity  fiber  busi- 
nesses, which  he  says  generates 
mediocre  returns.  So  far,  however,  Krol 
seems  disinclined  to  follow  the  advice. 
In  recent  speeches,  he  has  said  the  mix 
he  is  creating  will  fit  together  well. 

Advocates  of  pnming  DuPont  point 
to  Monsanto  Co.,  which  became  a  Wall 
Street  darling  by  spinning  off  chemicals 
and  focusing  on  higher-margin  life  sci- 
ences. Monsanto's  income  rose  18%  in 
the  first  half  of  the  year,  excluding  ac- 
quisition-related writeoffs,  and  its  stock 
has  more  than  doubled,  to  40,  in  two 
years.  Life  sciences  and  chemicals,  says 
Robert  T.  Fraley,  co-president  of  Mon- 
santo's agi'icultural  sector,  "have  com- 
pletely different  operating  mentalities." 
TO  THE  TRENCHES.  The  gi-oundwork  for 
Krol's  shift  to  a  more  growth-oriented 
strategy  was  laid  by  Woolard.  Between 
1991  and  1998,  DuPont  took  charges  to- 
taling $3.1  billion,  in  pari  to  close  facto- 
ries and  ti'im  a  bloated  management 
cor-ps.  Since  1991,  DuPont's  workforce 
has  been  cut  by  one-third,  to  97,000, 
while  selling,  general,  and  administi'ative 
costs  dropped  by  moi'e  than  $8.50  million 

DOMINATE  IN  CHEMICALS  AND 
FIBERS  DuPont  aims  to  be  No.  1  or 
No.  2  globally  in  core  chemicals  and 
fiber  businesses.  To  solidify  its  hold, 
the  company  agreed  to  spend  $3 
billion  in  July  to  buy  the  white-pig- 
ment business  outside  North 
America  and  the  polyester  unit 
from  ICI. 

FIX  OR  DUMP  LAGGARDS 

DuPont  has  unloaded  its  low-mar- 
gin medical-products  division,  has  a 
deal  to  sell  hydrogen-peroxide  opera- 
tions, and  is  cutting  costs  in  nylon. 

ON  THE  STALK:  BIOTECH  AG 


BUSINESS  WEEK  /  SEPTEMBER  29.  1997  107 


The  Corporation 


annually,  to  $2.8  billion  in  1996.  With 
costs  now  far  more  competitive  and 
much  of  the  trauma  behind,  Krol's  aim 
is  to  further  lessen  DuPont's  vulnera- 
bility to  the  economic  cycle.  "Woolard's 
job  was  to  drop  the  neutron  bomb," 
says  Cianci.  "Ivi'ol  has  to  go  in  now  and 
do  tactical,  gi'ound  warfare." 
NAVY  HITCH.  As  a  DuPont  lifer,  Ki-ol  def- 
initely knows  the  troops.  Tlie  60-yeai"-old 
Ki'ol,  who  goes  by  Jack,  has  followed  a 
standard  company  career  path.  Holding 
undergi'aduate  and  gi-aduate  chemistiy 
degi-ees  fi'om  Tufts  University,  he  spent 
four  years  as  a  nuclear  engineer  in  the 
Navy,  handpicked  by  the  legendaiy  Ad- 
miral Hyman  Rickover,  father  of  the 
Navy's  nuclear  progi'am.  Following  the 
Navy,  Krol  joined  DuPont  in  1963  as  a 
chemist  in  the  fibers  department  at  the 
company's  Wilmington  laboratories.  The 

next  23  years  were   

spent  in  a  series  of 

marketing  and  man-  KTOI'S  path  WES 


cleared  by  his 
decessor's  dra 
restructuring 


ufactunng  positions. 

Ki'ol's  savvy  sense 
of  customer  relations 

helped  his  steady  Dredccessor's  drastic 

rise.  He  moved  sev- 
eral times,  living  in 
places  like  Old  Hick- 
ory, Tenn.,  where  he 
helped  lam  a  polyester  fiber  plant.  Ed  T. 
Escue,  president  of  the  employees'  bar- 
gaining gToup  at  the  plant,  remembers 
the  futiu'e  ceo  as  friendly  towaixl  work- 
ers and  a  good  listener.  "So  many  man- 
agers at  DuPont  are  pompous,"  says 
Escue.  "Ki'ol  is  a  real  people  person." 
Krol  further  boosted  his  profile  when 
he  went  to  DuPont's  agincultural  prod- 
ucts unit  in  1986.  His  timing  couldn't 
have  been  better.  DuPont  was  then 
rolling  out  a  series  of  crop-protection 
products,  such  as  herbicides,  that  scored 
a  hit  in  the  marketplace.  By  1992,  Kr-ol 
had  been  elevated  to  vice-chairinan  un- 
der Woolard. 

Although  he  worked  closely  with 
Woolard,  Krol  has  moved  quickly  since 
becoming  CEO  to  establish  his  own  style. 
Woolard,  who  was  known  to  be  a  very 
demanding  boss,  often  made  decisions 
with  a  small  circle  of  advisers.  Krol,  by 
contrast,  prefers  to  talk  to  a  large  num- 
ber of  executives  before  taking  a  posi- 
tion on  major  issues.  "I  used  to  get  af- 
ter him  that  it  took  too  long  for  him  to 
make  a  decision,"  says  foiTner  chief  fi- 
nancial officer  Charles  L.  Henry,  who 
left  DuPont  about  a  year  ago  to  be- 
come chairman  and  ceo  of  Johns 
Manville  Corp.  "But  when  he  did,  he 
usually  had  people  with  him."  That 
openness  also  extends  to  the  investment 
community.  While  analysts  say  Woolard 


didn't  go  out  of  his  way  to  talk  to  Wall 
Street,  Ki-ol  has  won  kudos  for  making 
the  famously  tight-lipped  company  ac- 
cessible. Says  dmg's  Leming:  "There's  a 
much  gi'eater  sense  of  energy  and  com- 
munication." 

Krol's  two  big  agricultural  deals  are  , 
his  boldest  moves  to  date.  Building  on 
the  company's  longtime  presence  in 
herbicides  and  insecticides,  Krol  wants 
DuPont  to  capitalize  on  the  coming 
biotech  revolution  in  fanning.  He's  con- 
centrating on  the  fast-growing  busi- 
ness of  designer  crops,  where  the  ge- 
netic makeups  of  seeds  are  altered  to 
create  plants  that,  for  example,  pro- 
duce more  oil.  The  $1.7  bilhon  invest- 
ment in  Pioneer  Hi-Bred  International 
and  a  research  alliance  with  the  com- 
pany will  help  DuPont  bring  genetical- 
ly enhanced  corn,  soybeans,  and  other 

  oilseeds  to  market. 

And  the  $1.5  bilhon 
acquisition  of  Ral- 
ston  Purina  Co.'s 
soy  protein  compa- 
ny will  put  DuPont 
even  further  down 
the  food  chain:  Pro- 
tein Technologies  In- 
ternational supplies 
soy    products  to 
companies  that  make  even/thing  from 
infant  formula  to  processed  meats. 
DuPont  executives  have  said  that  rev- 
enues from  enhanced  seeds  may  gi'ow 
from  about  $60  million  now  to  $3.5  bil- 
lion in  10  years. 

DEEP  POCKETS.  Observers  say  Ki'ol's 
moves  appear  to  be  chiven  in  part  by  ri- 
val Monsanto's  own  buying  spree.  Early 
this  year,  Monsanto  shelled  out  $1.26  bil- 
hon for  soybean  and  coniseed  companies, 
giving  it  the  lead  in  the  race  to  market 
genetically  altered  seeds.  Krol's  deals  lev- 
el the  playing  field.  Says  Leslye  Sims 
Emptage,  a  consultant  at  McKinsey  & 
Co.:  "DuPont  has  been  a  little  late  and 
may  have  paid  higher  prices  as  a  result." 

Yet  DuPont,  which  generates  free 
cash  flow  of  about  $2  billion  a  year,  cer- 
tainly has  the  means  to  keep  on  buying. 
Aside  from  more  life-science  acquisi- 
tions, analysts  expect  DuPont  to  con- 
tinue its  expansion  into  pharmaceuti- 
cals. That  business  is  booming  right 
now,  especially  DuPont's  50%  joint  ven- 
ture with  Merck  &  Co.,  which  produces 
such  top  sellers  as  the  blood  thinner 
Coumadin.  And  the  joint  venture  has 
two  other  promising  drugs  in  the 
pipeUne,  one  for  the  prevention  of  blood 
clots,  one  for  aids.  Another  sign  that 
the  DuPont  of  old  is  giving  way  to  an 
altogether  different  company. 

By  Amy  Barrett  in  Philadelphia 
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UNIONS 


^WORKING  CAPITAL': 
LABOR'S  NEW  WEAPON? 

It  wants  to  use  pension  funds  to  reshape  corporate  policies 


When  4,200  members  of  the  United 
Steelworkers  went  on  strike  at 
Wheeling-Pittsburgh  Steel  Co. 
last  year,  they  didn't  just  walk  a  picket 
line.  Aided  by  a  new  afl-cio  Office  of 
Investment,  the  union  also  went  after 
major  stockholders  of  Wheeling-Pitt's 
parent,  New  York-based  wh.x  Corp.  In 
angry  letters  last  summer  to  WHx's 
largest  shareholder,  Dewey  Square  In- 


STRIKE  FORCE 

Steelworkers 
march  at  the 
Boston  offices  of 
Dewey  Square 
Investors,  which 
later  urged 
WHXto  settle 


vestors  Corp.,  .afl- 
cio  Secretary-Trea- 
surer Richard  L. 
Trumka  pointed  out 
that  the  strike  had 
cut  WHx's  stock  price 
in  half.  By  backing 
WHX,  he  argued, 
Dewey  Square  had 
hurt  its  107r  stake. 
Trumka  also  noted 
that  Dewey  Square's  parent,  Boston- 
based  United  Asset  Management  Corp. 
(u.-\,M),  manages  $10  billion  in  union  pen- 
sion money.  "We  said:  'If  this  is  your 
philosophy,  you  shouldn't  be  managing 
worker  money,' "  says  Trumka. 

Caught  in  the  middle,  Dewey  Square 
backed  off  from  its  prior  public  support 
of  WHX  Chairman  Ronald  LaBow.  In 
mid-July,  after  the  Teamsters  and  other 
unions  with  large  pension  funds  com- 
plained, too,  Dewey  Square  President 
Peter  M.  Whitman  Jr.  wTote  LaBow  to 
urge  him  to  solve  the  dispute,  which 
ended  in  early  August.  On  Sept.  2, 
'\\Tiitman  took  some  credit  in  a  letter  to 
union  leaders,  writing  that  "we  are 
plea-;ed  to  have  played  a  small  and  con- 
structive role  in  the  process." 
BLACKMAIL?  Corporate  America  and 
Wall  Sti-eet  can  expect  more  such  con- 
frontations. A  few  unions  already  have 
been  using  their  pension  funds'  large 
stock  holdings  to  hammer  corporations, 
usually  about  governance  issues  such 
as  poison  pills.  Now  afl-cio  President 
John  J.  Sweeney  wants  all  unions  to 
join  in.  On  Sept.  19,  Trumka,  who  heads 
the  effort,  will  announce  a  new  Center 
for  Working  Capital  at  a  meeting  of 
union  pen.sion  trustees  prior  to  the  .\fl- 
cio's  biennial  convention  in  Pittsburgh. 

The  ambitious  goal:  to  coordinate  the 


holdings  of  all  unions  and  union  mem- 
bers and  turn  billions  of  pension  assets 
into  a  new  weapon  for  labor.  Union  of- 
ficials envision  a  wide  range  of  actions, 
from  intervening  in  bargaining  disputes, 
such  as  at  Wheeling-Pitt,  to  demanding 
that  fund  managers  invest  for  long-term 
growth — not  short-term  stock  gains  that 
stem  from  job  or  wage  cuts.  "Our  goal 
is  to  make  worker  capital  sen^e  work- 


ers, not  just  when  they  retire,  but  on 
day-to-day  basis,"  says  Trumka. 

These  grand  plans  face  many  obst 
cles.  By  law,  unions  share  control  ov 
members'  retirement  assets  with  ma 
agement-appointed  trustees.  And 
trustees  are  required  by  law  to  be  fid 
claries  for  retirees,  which  limits  the 
ability  to  pursue  a  labor  agenda  th 
might  yield  lower  returns. 

Still,  unions  clearly  have  a  great  df 
of  weight  to  throw  around.  Taken  ti 
gether,  union  retirement  funds  acr 
the  board  hold  $1.4  trillion  in  corjior; 
stock,  about  14%  of  all  outstandi 
shares  in  the  country  (table).  Of  couri 
unions  don't  control  all  this  stock,  bui 
their  trustees  begin  to  act  in  conce 
unions  would  become  the  largest  b 
of  organized  shareholders  in  the  count 
And  many  of  labor's  goals,  such  as  goi 


corporate  governance 


WHERE  LABOR'S  MONEY  IS. 


UNION  RETIREMENT  FUNDS 


BIUIO 


Public-employee  funds  (most  have  union  trustees) 
Single-employer  plans  (unions  can  bargain  over  governance) 
Multi-employer  plans  (jointly  run  with  management  trustees) 
Employee  Stock  Ovi^nership  Plans  at  union  companies 


$94 
2A 


11 


TOTAL  UNION  PENSION  HOLDINGS 


$1,31 


...AND  HOW  THE  AFL-CIO  WANTS  TO  MANAGE  IT 

►  Instead  of  focusing  on  quarterly  returns,  invest  for  the  long  term  in  compa- 
nies that  adopt  high-wage,  high-skills  strategies 

►  Demand  good  corporate  governance  practices,  such  as  staggered  boards  an( 
no  poison  pills 

►  Stick  up  for  the  long-term  approach  in  policy  battles  at  institutions  such  as 
the  Securities  &  Exchange  Commission  and  the  Federal  Reserve  Board 


DATA;  AFL-CIO 
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History  suggests 
even  the  loftiest 

organizations 
sometimes  have 
difficulty  sharing 
information. 


When  any  large  organization  tries  to 
link  its  many  divisions  under  one  network, 
history  has  shown  it  can  often  lead  to  chaos 
and  confusion.  So  when  some  of  the  world's 
largest  insurance  brokers  decided  to  hnk 
with  some  of  the 
world's  major 
insurance  carriers, 
it  was  a  lofty 
undertaking 
indeed. 

But  thanks  to 
Control  Data,  it 
represents  the 
loftiest  example  to 
date  of  how  large 
enterprises  of 
every  scope  can 
share  information 
on  a  global  scale, 
with  tangible, 
bottom-line  results. 

In  partnership 
with  chents,  bro- 
kers and  carriers. 
Control  Data  is 
providing  the 
messaging  tech- 
nology and  global 
infrastructure  that 
will  enable  all 
insurance  industry 
participants  to 


communicate,  trade  and  gather  information 
electronically. 

By  replacing  the  paper-  and  cost-intensive 
methods  that  have  impeded  efficiency, 
service  and  profits.  Control  Data  is  helping 
the  industry  handle 
message  and  docu- 
ment exchange  with 
unprecedented  speed 
and  efficiency. 

When  it  comes  to 
building  electronic 
infrastructure  -  mes- 
saging, directories, 
security,  information 
sharing  -  we  can 
handle  any  scale 
project.  And  with 
resiilts  as  dramatic  as 
the  scope  of  the  job 
itself:  lowered  costs, 
increased  revenues, 
improved  quality  and 
increased  speed. 

We're  an  electronic 
commerce  systems 
integrator,  with  a 
series  of  IT  solutions 
we  call  Riaho.  And 
we  welcome  your  call: 
1-888-R1ALT04.  Or 
visit  us  on  the  Web: 
http://www.cdc.com. 


The  Intagratian   Company    (2      CONTROL  DATA 
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shared  by  other  activist  stockholders. 

Already,  pension  managers  are  wor- 
ried about  being  caught  between  busi- 
ness and  labor.  And  business  is  bracing 
for  a  fight.  Labor  stockholder  actions 
"are  a  new  form  of  union  blackmail 
against  companies,"  charges  Laurie  T. 
Baulig,  who  has  fought  Teamsters 
shareholder  resolutions  as  the  head  of 
labor  policy  at  the  American  Trucking 
Assns. 

The  AFL-cio  started  down  this  road 
last  fall,  when  it  liired  William  Patterson 
to  create  an  Office  of  In- 
vestment. Patterson  was 
an  early  pension  ftmd  ac- 
tivist, at  the  clothintr 
workers'  union  and  then 
at  the  Teamsters.  In  re- 
cent years,  he  and  other 
union  officials  have  spon- 
sored dozens  of  proxy 
resolutions,  winning  a 
growing  number  by 
forming  alliances  with 
other  shareholders.  In 
May,  for  example,  a  fund 
owned  by  the  Union  ui 
Needletrades,  Industrial 
&  Textile  Employees 
persuaded  62'7f  of  Co- 
lumbia/HC.-\  Healthcare 


PROXY  PROTESTER 

Patterson  aims  to  make 


Coip.  shai-ehoidei-s  to  kill  activists  of  6,000  union 
the  company's  poison  pill,  pension  fund  trustees 

Patterson  also  has 
played  a  key  role  at  Washington's  Coun- 
cil of  Institutional  Investors  (cil),  a 
group  of  large  pension  funds  that  pro- 
motes coiporate  goveraance  standards. 
"PARTVS  OVER."  One  of  Patterson's  first 
jobs  has  been  to  find  out  just  how  much 
stock  labor  can  possibly  influence.  The 
biggest  chunk  is  in  public-employee  re- 
tirement plans.  Union  tiustees  don't  run 
these  funds,  but  they  have  a  lot  of  input 
because  public  workers  are  about  40% 
organized.  For  example,  unions  appoint 
half  the  trustees  of  New  York  City's 
$75  biUion  in  retirement  funds.  Labor 
also  can  bargain  over  the  governance 
of  single-employer  plans  and  even  de- 
mand the  appointment  of  imion  tiustees, 
though  most  unions  haven't  done  so. 
Labor  has  the  most  control  over  multi- 
employer plans.  Trustees  of  these  funds 
must  by  law  be  half-management  and 
half-union,  but  unions  tend  to  be  the 
most  active  since  they  initiate  the  plans. 

The  Center  for  Working  Capital  will 
focus  on  getting  the  country's  6,000-odd 
union  trustees  to  be  activist  investors, 
says  Patterson.  The  center  also  will  is- 
sue guidelines  for  trustees  voting  on 
shareholder  resolutions.  A  draft  cites 
relatively  noncontroversial  positions, 
such  as  demanding  that  a  majority  of 


company  directors  be  independent  from 
management.  But  some  are  certain  to 
raise  hackles  in  coi-porate  boardrooms. 
One  proposal,  for  example,  says  that 
CEO  pay  should  be  linked  to  "comph- 
ance  with  environmental  laws,  work- 
place health  and  safety,  or  labor  sup-' 
plier  standards." 

These  ideas  won't  surprise  pension 
fund  managers.  In  early  August,  Pat- 
terson and  Tinmka  met  in  Chicago  with 
125  managers  who  specialize  in  union 
pensions.  They  laid  out  plans  to  develop 
standai'ds  for  judging  the 
performance  of  compa- 
nies that  handle  union 
pensions.  The  final  ver- 
sion will  be  drawn  up 
with  the  help  of  panels 
of  fund  managers  and 
pension  lawyers  that 
Patterson  is  forming  to 
advise  the  new  center. 
Among  the  new  stan- 
dards: that  managers  in- 
vest in  companies  that 
adopt  high-wage,  high- 
skills  competitive  strate- 
gies. The  center  also  will 
draw  up  Htmus  tests  of 
shareholder  resolutions 
that  labor  supports.  "We 
want  to  provide  some 
standards  and  account- 
ability for  union  invest- 
ments," Patterson  says. 

Even  such  mild  talk  scares  many 
fund  managers.  Some  fear  they'll  be 
di-agged  into  labor  disputes.  Others  wor- 
ry that  investment  returns  could  suf- 
fer if  they're  asked  to  piu-sue  objectives 
other  than  simply  maximizing  share- 
holder value.  Mostly,  however,  fund 
managers  resent  the  extra  hassle  that 
labor  performance  standards  will  bring, 
says  cii  Deputy  Director  Anne  Hansen. 
Right  now,  most  union  trustees  leave 
investment  decisions  to  the  managers. 
"Tnimka  told  fund  managers  in  Chicago 
that  the  party's  over,"  says  Tom  Mack- 
ell,  executive  vice-president  of  Simms 
Capital  Management  Inc.,  a  Greenwich 
(Conn.)  asset  management  firm  that 
handles  $600  million,  including  $100  mil- 
lion in  union  pensions.  At  the  meeting, 
which  Mackell  attended,  "a  load  of  folks 
expressed  trepidation  about  what  the 
AFL-CIO  is  trying  to  do." 

Because  unions  rarely  control  a  ma- 
jority of  a  company,  labor's  financial 
clout  is  inherently  limited.  But  if  the 
AFL-cio's  new  effort  succeeds,  Corpo- 
rate America  could  be  facing  a  newly 
energized  labor  movement  in  the  board- 
room as  well  as  in  the  streets. 

By  Aaron  Bernstein  in  Washington 


SWEENEY:  DIG 
DEEPER 


When  AFL-CIO  President  Johr 
J.  Sweeney  spent  $35  mil- 
lion during  the  1996  elec- 
tions to  support  labor-friendly 
candidates,  enraged  Republicans 
and  business  leaders  tried  to 
retaliate  with  legislation  restrict-: 
ing  labor's  spending  on  politics. 
But  on  Sept.  21.  when  delegates  ; 
from  72  unions  gather  in  Pitts-  f 
burgh  for  the  federation's  biennia^ 
convention.  Sweeney  plans  to  aski 
for  $15  million  or  so  for  the  1998  {• 
elections.  : 
The  political  push  is  part  of  i 
Sweeney's  strategy  to  keep  up  the' 
momentum  he  has  built  during  his 
fii'st  term.  At  the  Pittsburgh 
meeting,  where  Sweeney  vdU  run  | 
unopposed  for  a  second  term,  he  I 
also  will  ask  for  an  additional  $20  | 
million  a  year  for  an  advertising  ^ 
campaign  designed  to  bolster  ; 
unions'  public  image.  | 
RESISTANCE.  Sweeney  faces  a  bat-i 
tie  persuading  union  leaders  to  di|* 
deeper  into  their  pockets.  Last  | 
month,  the  afl-cio  began  testing  I 
in  five  cities  a  new,  $5  million  TV  | 
ad  campaign.  But  some  unions  4 
think  Sweeney  is  spending  too  \ 
much  and  don't  want  another  duesr- 
hike.  Instead,  the  afl-cio  may  \ 
borrow  the  money,  using  its  cred-  V 
it-card  program  as  collateral.  > 
"We're  still  arguing  over  how  to  | 
pay  for  the  new  spending,  but  I 
think  we'll  come  up  with  more 
dough,"  says  Gerald  W.  McEntee 
president  of  the  American  Federa 
tion  of  State.  County  &  Municipal 
Employees.  And  most  labor  lead- 
ers approve  of  Sweeney's  overall 
approach.  Indeed,  they're  Ukely  tc 
extend  his  term  of  office  from  twc 
years  to  four  at  the  convention. 

Labor's  continued  pohtical  as- 
sault will  trigger  further  congres- 
sional efforts  to  curb  its  spending, 
says  Dan  Danner.  an  official  at  tht 
National  Federation  of  Indepen- 
dent Business.  But  union  chiefs 
figure  that  the  moi-e  Corporate 
America  and  Republicans  com- 
plain, the  better  the  job  Sweeney 
is  doing. 

By  Aaron  Bemstei 
in  Washingto 
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www.ual.com 

United  Technologies 

www.utc.com 

UPS 

www.ups.coni 

UUNET  Technologies 

www.uu.net 

Visioneer 

www.visioneer.com 

Xerox 

www.xerox.com 

Zurich-American 

www.zurichamerican.com 


Find  out  how  efficiently  we're  delivering  for  FedEx  and  thousands  of  other  companies 
around  the  world.   Visit  us  at  www.sun.com    THE  NETWORK  IS  THE  COIMPUTER^r        '  m.^os^rtems 

^  19P7  Siin  Microsysieir.s,  Inc.  A!i  rightc  reserved.  Sun,  Sun  Microsystems,  the  Sun  Logo,  and  The  Network  Is  The  Computer  are  trademarks  or  registered  trademarks  of  Sun  Microsystems,  (nc,  in  ilip 
UiVi^d  Statifs  and  other  countries.  FedEx  is  a  registered  tradoniarV  of  Federal  Express  Corporation.  '  ^  ' 


^Sun 


Strength,  flexibility,  a 
healthy  competitive  spirit.  It's  no  wonder  that, 
in  1972,  Toyota  established  its  first  U.S. 


Ca/ifornia,  U  5 

manufacturing  plant,  for  building  truck  body 
components,  in  Long  Beach,  California. 

Since  the  establishment 
of  our  national  sales  headquarters  in  Torrance 
nearly  40  years  ago,  Toyota's  California  opera- 
tions have  been  a  cornerstone  of  our  $7  billion 
investment  in  U.S.  manufacturing  and  jobs. 
Today,  Toyota  directly  employs  more  than 
20,000  Americans,  not  just  in  California,  but 
in  communities  from  coast  to  coast. 

As  a  company  doing 
business  in  the  global  marketplace,  Toyota 
understands  the  importance  of  investing 
locally,  to  ensure  that  the  vehicles  and  com- 
ponents we  sell  meet  the  specific  needs  of  all 
our  customers  -  wherever  they  may  be. 

That's  why,  in  communi- 
ties all  around  the  world  -  from  California,  to 
Australia,  to  Thailand  and  beyond  -  Toyota 
vehicles  and  components  are  being  built  by 
the  same  people  who  drive  them. 

Local  investment.  It  not 
only  builds  better  vehicles,  it  helps  people  in 
communities  like  Long  Beach  go  from 
strength  to  strength. 

TOYOTA  People  Drive  Us 


CAN  CHINA  REFORH 


It  is  furiously  trying  to  create 
an  economic  superpower  by 
transforming  state  industries. 
That  may  not  be  enough 
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By  any  measure,  it  has  been  one  of  the  most  breathtalcg 
economic  transfoiTnations  in  history.  In  only  19  ye;s 
since  China  opened  its  doors  to  the  outside  world,  wlJt 
once  was  a  destitute,  hermetically  sealed  museum  (f 
Marxist  utopianism  has  evolved  into  an  explosively  entraps 
neurial  powerhouse.  The  ensuing  years  of  hypergro\\1:h  hte 
left  China  with  one  of  the  world's  biggest  stashes  of  foreign  s- 
serves  and  a  trade  surplus  that  has  many  Americans  frettig 
about  a  second  Japan.  And  perhaps  most  remarkably,  \v\e 
comrades  in  Easteni  Europe  have  been  swept  away,  Chir's 
Communist  Party  has  managed  to  stay  sohdly  in  power. 


MODERN  MODEL 

Skyscrapers  are 
rising  in  Pudong, 
Shanghai's  new 
financial  and 
high-technolog>' 
center 


rS  ECONOMY? 


But  as  President  Jiang  Zemin  and  other  senior  leaders 
!  acutely  aware,  the  new  China  that  seems  so  formidable 
the  outside  world  is  actually  living  dangerously  close  to 
;  edge.  True,  there  are  hundreds  of  manufacturers  that 
!  becoming  as  globally  competitive  as  rivals  in  any  of 
ia's  Tiger  economies.  But  there  also  are  thousands  of 
pelessly  unprofitable  industrial  dinosaurs.  These  facto- 
s,  on  whom  100  million  workers  depend  for  survival,  are 
mg  kept  alive  at  a  staggering  cost  to  China's  banking  sys- 
n,  which  is  now  nearly  insolvent.  And  while  the  economy 
surging  at  a  10%  annual  clip  with  just  4%  inflation,  the 


forces  driving  that  growth — foreign  investment  and  ex- 
ports— may  start  to  plateau.  A  sudden  shock — a  bank  scare, 
say,  or  a  leap  in  global  interest  rates — could  spell  financial 
crisis  and  social  upheaval. 

Behind  Jiang's  gi'oundbreaking  Sept.  12  speech  opening 
the  15th  Party  Congress  in  Beijing's  Great  Hall  of  the  People 
is  the  implicit  recognition  that  the  unorthodox  brand  of  mar- 
ket-driven socialism  that  has  propelled  China  this  far  needs  a 
radical  overhaul.  In  one  of  the  most  sweeping  sets  of  policy 
changes  since  the  late  Deng  Xiaoping  unleashed  the  forces  of 
modernization  in  1978,  Jiang  announced  that  the  state  sector 
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SAGGING  STEEL 

State  industries 
have  piled  up 
billions  in  losses. 
Bad  loans  to  them 
have  left  banks  all 
but  insolvent 


is  in  for  a  WTenchinu  duwiisiziiig. 

Considering  the  risks  of  worker 
unrest,  it's  a  bold  agenda.  How  big 
a  role  the  state  will  retain  in  Chi- 
na's $800  billion  economy  will  be  a 
critical  issue  for  years  to  come. 
Containing  free  markets  will  be 
difficult,  given  the  capitalist  fen^or 
that  has  swept  the  countiy  eveiy 
time  Beijing  has  hberalized  in  the 
past.  Indeed,  Jiang's  plan  is  so 
sweeping  that  it  could  unleash  per- 
haps the  largest  wave  of  corporate  restinactuiings,  mergers, 
and  acquisitions  the  world  has  ever  seen. 

Jiang  wants  to  convert  most  of  China's  305,000  state  com- 
panies into  shai'eholder-owTied  coi-porations  and  begin  opening 
them  to  foreign  competition.  Under  the  guidance  of  mdnistries 
and  top  plannei's,  state  companies  in  key  sectors  will  be 
merged  to  fonn  1,000  huge  coi-porations  modeled  on  Japanese 
and  Korean  conglomerates.  They  will  dominate  industries 
such  as  telecommunications,  petrochemicals,  and  high-tech 
electronics.  And  though  the  state  will  continue  to  control 
and  subsidize  these  behemoths,  most  will  be  thi'own  open  to  ? 
foreign  and  domestic  share  owmership  as  well. 

Hundreds  of 
thousands  of  other 
companies  will  have  to 
fend  for  themselves. 
Some  will  go  bankiupt,  while  others  will  be  sold  to  workei-s  or 
peddled  to  Hong  Kong  tycoons  or  foi-eign  investors.  China's 
stock  and  bond  markets  will  be  gi'eatly  expanded,  so  compa- 
nies can  raise  capital  through  pubUc  hstings.  That  will  allow 
banks  to  lend  on  commercial  terms  for  the  first  time. 

Jiang  has  been  deliberately  vague  about  the  exact  owTier- 
ship  stiuctiu'e  of  these  companies.  He  has  scioipulously  avoid- 
ed calling  this  process  privatization  and  assures  his  comi'ades 
that  "advancing  sociahsm"  is  the  ultimate  aim.  But  in  reahty, 
he  is  vastly  nairowing  the  scope  of  the  state's  economic  pow- 
er. Previously,  the  party  defined  state  control  as  majority 
ownership  of  industiy.  Now,  it  means  controlling  a  few  strate- 
gic sectors.  Nor  does  "state  entei-prise"  any  longer  mean  the 
government  must  owti  a  majority  of  stock.  That  goes  beyond 
anything  even  Deng  would  have  dared. 

Jiang's  goal  is  to  build  a  "complete  market  system"  that 
will  allow  China  to  gi-ow  at  an  average  6.5%  annually  for  25 
years  and  emerge  as  a  $5  trilhon  modem  industrial  super- 
power. If  Jiang  can  pull  off  his  balancing  act,  the  impact  on 


the  global  economy  of  the  21st  d 
tuiy  will  be  immense.  Hong  Kc;-, 
the  nei-ve  center  of  Chinese  capit- 
ism,  could  rank  alongside  Lond(, 
Tokyo,  and  New  York  as  a  financj 
hub.  As  Chinese  entities  lush  to  t) 
global  bond  and  stock  markets  to- 
nance  everything  from  superhi|- 
ways  to  steel  mills,  the  country  coii 
absorb  an  even  gi-eater  portion! 
the  world's  capital.  As  in  Russia,  ts 
will  help  give  rise  to  a  large  sha- 
holder  class  that  will  Ukely  be  mo 
dem.anding  in  the  future.  J 
BACKLASH?  While  many  believe  Ji4 
has  no  choice  but  to  forge  ahei, 
skeptics  remain.  Some  critics  see  ^ 
moves  as  more  show  than  substar^ 
They  point  out  that  this  isn't  Westeif 
style  piivatization.  They  also  dot 
think  he  has  gone  fai*  enough  in  mer 
ing  U.  S.  demands  to  open  the  eco>- 
my  to  foreign  goods  and  senices.  Others  feai'  that  Commuri 
Party  hard-hners  will  attempt  to  undeiTnine  the  new  reforf 
in  the  name  of  political  stabihty.  That  is  not  an  idle  concei. 
The  risk  of  political  backlash  will  rise  as  Jiang's  campaa 
adds  more  unemployed  to  China's  vast  army  of  jobless  w^orka. 

The  degi'ee  to  wiiich  China  canies  out  its  refoiTOs  \fl 
have  a  profound  impact  on  the  shape  of  the  global  economjii 

the  21st  centurv.  China  i- 


XINJIANG  PROVINCE 

State-owned  China 
National  Petroleum 
is  expected  to  tap 
international  stock 
markets  to  finance  oil 
exploration  in  this 
desert  area. 


ready  is  an  export  jugg> 
naut  of  gaiTnents,  appliancs, 
and  other  low-end  goods,  y 
curing  its  state-sector 


MCN 


•  URUMQI 


Special  Report 


HEP. 


CHINA' 
HOT  SP(^ 


CHONGQING 


INDIA 


BAY  OF  BENGAL 


The  city  of  Chongqin 
IS  forming  a  compan 
out  of  an  array  of 
government-owned 
businesses.  It  plans 
to  seek  a  Hong  Kong 
listing  for  the 
conglomerate's  share 


BL 
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I  turning  its  inefficient  financial 
tern  into  one  tiiat  can  smoothly 
nnel  the  country's  nearly  $400  bil- 
,  in  annual  savings  to  its  best  per- 
ners,  China  will  emerge  as  a  rival 
Fapan,  the  West,  and  neighboring 
an  Tigers  in  industries  from  steel 
heavy  machinery.  With  its  im- 
tise  pool  of  engineers  and  huge 
fiestic  market  as  a  luj-e  to  multi- 
ionals,  China  will  put  even  more 
t  on  stiTJggling  Southeast  Asian 
nomies  in  the  competition  for  new 
ustrial  and  high-tech  investments. 
?ut  this  emerging  giant  could  also 
a  driver  of  global  growth.  The 
nda  coming  out  of  the  Party  Con- 
ss  may  hold  out  hope  that  China, 
ile  not  an  outright  ally  of  the 
3.,  wiW  be  a  power  Washington 

live  with.  Jiang's  reform  pack- 
!  should  improve  his  reception 
en  he  arrives  in  Washington  in  October  for  a  summit 
h  President  Bill  Clinton.  As  a  prelude,  Beijing  announced 
rill  slash  tariffs  on  4,800  goods  by  an  average  of  26%  on 

1.  If  China  opens  its  markets  and  joins  the  World  Ti-ade 
ranization,  as  Jiang  vows,  it  could  become  an  enoiTnous 
rket  and  a  valuable  partner  in  the  global  supply  chains  of 
S.  companies  such  as  Motorola,  General  Motors,  and 
wlett-Packard. 

^^ashington  and  its  allies  may 
)  take  heait  fi'om  an  expect- 


TIANJIN 


ed  political  realignment  in  Bei- 
jing. If  economic  czai"  Zhu  Rongji 
replaces  Li  Peng  as  Piime  Minis- 
ter" in  March  at  the  annual  Na- 
tional People's  Congi'ess,  as  many 
observers  expect,  China  will  have 
a  No.  2  leader  the  West  can  feel 
comfortable  embracing.  The  for- 
mer central  bank  chief  and 
Shanghai  mayor  is  urbane, 
straightforward. 


HOPE  IN  GUANGDONG 

Thousands  of 
companies  have 
already  learned 
to  thrive  in  an 
increasingly 
market  economy 


BEIJING 


la's  four  biggest 
j-owned  banks  may 
i  to  raise  $30 
Dn  to  recapitalize 
iselves.  Cliina 
onal  Aviation, 
;h  already  owns  a 
e  in  Hong  Kong's 
[on  Air,  is  raising 
0  million  in  a  Hong 
g  stock  listing. 


Foreigners  are  pouring 
billions  of  dollars 
into  modernizing  this 
port  city.  Big  investors 
include  New  World 
Development  and 
Motorola. 


d 

CHONGQING 


IBEI  PROVINCE 

hree  Gorges  dam, 
t  billion  project  to 
flooding  on  the 
ze  River,  is  to  be 
leted  by  2009.  It 
rovide  hydropower 
nprove  marine 
Jortation. 


SHANGHAI 


GUANGDONG 
PROVINCE 


GUAiN'GDOMG  PW- 


GUANGZHOU  • 


The  Shenzhen  stock 
exchange  plans  a  big 
boost  in  market  capital- 
ization. China  Telecom 
plans  a  $2  billion  share 
offering  to  expand  a 
cellular-phone  network 
in  the  Province. 


reform-minded, 

and  free  of  the  taint  of  the  1989  Tiananmen 
Square  massacre.  Zhu  also  will  be  a  zealous 
enforcer  of  Jiang's  economic  wishes.  Indeed, 
some  analysts  fear  that  China's  reforms  could 
falter  if  Zhu — a  man  known  for  ramming 
through  tough  decisions — doesn't  get  the  job. 
THE  SOVIET  LESSON.  But  what's  driving  China's 
reforms  is  not  a  desire  for  approval  from  abroad. 
Rather,  behind  Jiang's  gi-eat  leap  is  a  sense  of  ur- 
gency. With  communist  ideology 
dead,  the  collapse  of  Mikhail 
Gorbachev's  Soviet  Union  has 
taught  Beijing  that  the  party's 
legitimacy  rests  on  delivering 
ever  rising  living  standards. 
Even  though  economic  gi'owth 
has  lifted  200  miUion  Chinese 
out  of  poverty  since  1978,  near- 
ly 300  million  people  still  live  on 
less  than  $1  a  day.  The  coun-  | 
try's  pension  system  is  in  tat-  ^ 
ters,  and  the  number  of  elderly  ? 
is  expected  to  double,  to  150  million,  by  2020.  ^ 
Real  fear  of  mass  unemployment  is  one  reason  Bei-  j 
jing  can't  adopt  an  even  more  drastic  ^ 
sell-off  of  state  industries.  Already,  cities  < 
such  as  Shenyang,  Harbin,  and  Wuhan  § 
have  slashed  payi'olls  and  left  millions  of  | 
workers  jobless.  Because  the  government  % 
lacks  the  money  to  pick  up  medical,  pen-  2 
sion,  and  housing  expenses  now  provided  if 
by  employers,  pushing  too  many  compa-  x 
nies  into  bankruptcy  too  quickly  would  2 
mean  social  disaster.  "How  to  balance  the  2 
speed  of  reform  with  unemployment —  S 


More  than  $30  billion 
n  government  and 
private  money  is  being 
used  to  develop 
the  Pudong  district 
as  a  financial  center 
and  high-tech 
manufacturing  base 
for  multinationals. 


JIANG  ZEMIN'S 
REFORM  AGENDA 


RESTRUCTURE  STATE  ENTERPRISES 


Speed  up  a  program  to  convert 
state  enterprises,  which  account  for 
a  third  of  industrial  output,  into 
corporations  owned  by  shareholders. 
Government  ownership  could  even 
be  reduced  to  minoritv  stakes. 


STRENGTHEN  FINANCIAL  MARKETS 


Dramatically  expand  the  size  of 
capital  markets  by  authorizing 
hundreds  of  new  stock  listings 
annually  in  Shanghai  and  Shenzhen 
and  establishing  a  modem  regulator.- 
system  to  ensure  the  integrit\'  of 
these  exchanges. 


ADDRESSING  THE  PARTY  CONGRESS 


SELL  STATE  ASSETS 


Allow  government  bodies  to  sell  off 
all  but  1.000  of  China's  305,000  state 
enterprises.  Companies  that  can't  be 
sold  will  go  bankrupt. 


BUILD  SOCIAL  SERVICES 


Accelerate  worker  retraining,  build 
low-cost  housing,  set  up  pension 
programs,  and  create  other  social 
senices  to  relieve  burdens  on  state 
enterprises  and  care  for  millions  of 
workers  who  may  lose  their  jobs. 


SLASH  TARIFFS 


Reduce  average  tariffs  to  17%  in 
October  and  15%  by  2000  as  part  of 
China's  bid  to  join  the  World  Trade 
Organization. 


Special  Report 


this  is  a  major  problem."  concedes  Cao  Yuanzheng.  clii-ector  of 
Beijing's  Economic  Reseai'ch  Institute  of  Economic  Systems  & 
Management. 

You  get  a  glimpse  of  what  Beijing  is  up  against  at  state- 
owned  Wuyd  Qingfeng  Group  Ltd.  in  Jiangsu  Pro\ince.  Inside  its 
gritty  buildings,  women  toil  in  choking  dust  and  an  ear-shattering 
racket  as  looms  spin  cotton  and  silk  into  yam  for  eventhing 
from  pillowcase  covers  to  uniforms  for  the  People's  Liberation 
Army,  its  main  customer.  Despite  lading  off  1,700  workei's  in  re- 
cent years.         Qingfeng  is  still  improfitable.  And  like  most 

state  industries,  it  must 
pay  for  cradle-to-grave 
welfare  benefits  for  a 
staff  of  10,000.  half  of 
whom  ai-e  retired.  There  are  believed  to  be  tens  of  thousands  of 
factories  around  China  such  as  Qingfeng  that  are  beyond  refonn. 

Fortunately  for  China,  there  are  thousands  of  companies 
that  already  have  learned  to  thrive  in  a  market  economy. 
•Just  across  town  from  Qingfeng,  for  example,  the  scene  at 
Wuxi  Little  Swan  Co.  is  entirely  different.  Its  three-story, 
whitewashed  headquarters  hums  with  blue-smocked  workers 
assembling  the  latest  in  washing  machines.  \Mth  its  efficient 
workforce,  a  research  lab  in  Los  Angeles,  and  coffers  bulging 
from  the  proceeds  of  a  successful  stock  offering  last  year. 
Little  Swan  boasts  sales  of  .$163  miUion  and  18%  of  China's 
market  for  clothes  washers.  It's  also  starting  to  export  to 
Southeast  Asia.  South  America,  and  the  Middle  East. 


For  competitive  companies  such  as  Little  Swan,  the  Part 
plan  to  accelerate  development  of  China's  capital  mark 
will  be  a  boon.  After  four  years  of  debate,  Beijing  see| 
ready  to  enact  a  securities  law  establishing  a  modem  regi* 
tor\-  system  for  its  nascent  stock  exchanges  in  Shenzhen  ^ 
Shanghai.  The  government  also  is  pushing  many  of  its  bjl 
companies  to  list  overseas.  No  matter  that  many  investoi-s  it 
burned  in  the  initial  wave  of  China  stock  offerings  a  1* 
yeai-s  ago  (page  124).  This  year  alone,  China  has  raised  m-e 
than  S2.5  billion  in  international  bond  and  equity  offe: 
ranging  from  a  S23  million  deal  for  a  telecom  equipment 
er  owned  by  the  Aerospace  Ministry'  to  a  S278  million  IP 
Beijing  Entei-prises  Holdings  Ltd..  a  conglomerate  that 
eludes  McDonald's  Corp.  franchises  and  a  tourist  concessio 
the  Great  Wall  of  China. 

LISTINGS  FEVER.  Most  of  these  listings  are  in  Hong  K 
whose  stock  market  capitalization  has  exploded  from  $84  b' 
in  1990  to  S500  biUion  today.  Garv'  CouU,  chairman  and  chie 
ecutive  of  Credit  Lyonnais  Seciuities  (Asia)  Ltd..  estimates 
China  will'  further  Hong  Kong's  boom  by  pumping  ou 
many  as  3.50  initial  public  offerings  a  yeai*  for  at  least  a  de 
In  anticipation,  city  and  pro\incial  governments  across 
country'  are  furiously  reorganizing  holdings  from  tractor  nfc- 
ers  to  toU  roads  and  restaiu'ants  in  the  hope  of  listing  therli 
Hong  Kong.  And  Wall  Street  investment-banking  firms,  ar- 
eign-fund  managers,  and  accounting  firms  such  as  Ai'ttc 
Andersen  &  Co. — which  employs  a  staff  of  550  across  Chia 


China's  Economic  Quandary 


AN  EXPORT 
EXPLOSION. 


...IS  FUELING 
THE  ECONOMY. 


.WINNING  INVESTMENT 
FROM  ABROAD... 


...AND  SWELLING  ...BUT  STATE  COMPANII 
FOREIGN  RESERVES...    REMAIN  IN  THE  fl 


ANNUAL  LOSSES  OF  STATE-, 
'    OWNED  INDUSTRIES 


A  BlUJONS  OF  DOLLARS 
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Where  are  your  children? 

Having  a  family  meeting  place  a  safe  distance  from  your  house  ^|||^  could  save  lives. 
Practice  your  escape.  Count  heads.  And  make  sure  no  one  goes  back  in.  Ever.  For  more  information, 
see  an  Allstate  Agent  or  call  l-888-ALLSFTY.  Being  in  good  hands  is  the  only  place  to  ber 

/lllstale 


www.allstate.com 
www.allstatecareers  corrt 


■fou're  in  cood  hands. 


Investors  will  soon  have  hundreds  of  plays  as  companiei= 
and  infrastructure  projects  tap  foreign  capital  markets 


mostly  to  handle  iPOs — are  beefing  up  their  China  operations. 

Foreign  investors  stand  to  play  a  much  bigger  role  in  fi- 
nancing infrastructure.  The  World  Bank  estimates  that  China 
could  spend  as  much  as  $75  bilhon  annually  for  power  plants, 
highways,  telecommunications  networks,  and  other  public 
works.  Beijing  is  counting  on  a  quarter  of  that  sum  coming 

from  overseas,  ge 
Capital  Corp.  has 
grabbed  an  equity 
stake  in  the  $250  bil- 
lion Zhabei  power  plant  near  Shanghai,  the  first  Chinese 
power  plant  to  be  financed  entirely  by  the  private  sector 
without  a  government  guarantee  or  Export-Import  Bank 
backing.  And  giant  investment  funds  backed  by  American 
International  Group,  Peregrine  Investment  Holdings,  and 
New  World  Development  are  poiuing  billions  more  into  road, 
port,  and  bridge  projects  around  the  country. 

Wliile  all  of  this  dealmaking  is  rapidly  helping  Cliina  ascend 
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the  capitalist  learning  curve,  the  govemment  wants  to  stage- 
manage  the  process  as  much  as  possible.  For  a  sense  of  what 
Cliinese  planners  consider  a  model  enterjjrise,  look  at  Beijing's 
Yanshan  Petrochemical  Group,  controlled  by  state-ovimed  Chi- 
na National  Petrochemicals  Corp.  With  the  blessings  of  the 
p(jwertul  State  Coimcil,  Yanshan  has  been  on  a  nationwide  ac- 
quisition binge.  It  now  boasts  assets  of  $5.4  billion  spread 
among  82  subsidiaries  making  eveiything  from  synthetic  rub- 
ber to  plastics.  Thanks  to  a  stock  listing  in  Hong  Kong,  Yan- 
shan has  gained  the  financial  clout  for  more  acquisitions.  Its 
goal  is  to  gi-ow  big  enough  to  go  head-to-head  with  multina- 
tionals. "To  be  able  to  compete  internationally,  we  have  to  be 
large,"  says  General  Manager  Liu  Haiyan. 

Yanshan  is  one  of  hundreds  of  big  state-owned  companies 
Beijing  hopes  to  turn  into  world-class  conglomerates.  Others 
include  Shanghai  Textile  Shareholding  Group  Co.,  the  result  of 
mergers  involving  241  companies,  and  Shenzhen  Konka  Elec- 
tronics Group,  a  television  maker  that  recently  took  over  rivals 
in  thi'ee  provinces.  In  part,  the  idea  is  to  bring  about  a  badly 
needed  consolidation  in  industries  where  hundreds  of  small  fac- 


tories compete  for  a  limited  market.  But  in  the  process,  ta 
state  intends  to  keep  control  over  industries  it  regards  i 
strategic  for  China's  future,  such  as  telecom  services,  chei  J 
cals,  electronics,  steel,  and  aviation.  , 
To  many  analysts,  the  strategy  of  building  conglomeraa^ 
modeled  after  Korea's  chaebol  is  fraught  with  problems.  Ch-4 
bol  have  been  too  inflexible  to  keep  pace  with  the  glo^l* 
economy  of  the  '90s.  And  if  Beijing  continues  to  protect  || 
strategic  conglomerates  from  foreign  competition,  it's  boundai 
inan  into  new  trade  fiictions  with  the  U.  S.  and  other  partm'ui' 
VITALITY.  Yet  even  as  Beijing  seeks  to  shield  many  key  ir' 
dustries,  it  is  opening  the  door  to  forces  that  may  eventu£^ 
spell  the  undoing  of  state  domination.  Jiang  has  made  it  dk 
that  he  is  counting  on  the  booming  private  sector,  which  rm 
accoimts  for  13%  of  industrial  output,  to  help  soak  up  displa(i 
workers  let  go  by  state  companies.  Then-  new  bosses  may« 
local  entrepreneurs,  opportunistic  Hong  Kong  takeover  artia, 
and  even  Party  officials  who  have  acquired  assets  for  a  soj 

The  offices  of  Shanghai  Cjr 
United  Bank,  one  of  Chin's 
fast-gi"owing  ui-ban  credit  co» 
eratives,  illustrates  the  priv© 
sectoi''s  vitality.  Since  the  19^3^ 
when  they  were  established!^ 
serve  small  businesses,  cre|| 
cooperatives  have  spread  \b 
wildfire  in  Wuhan,  Shangli, 
Beijing,  Ti;mjin,  and  other  cits. 
Now,  they  are  merging  to  fon 
larger  institutions  with  ext:)- 
sive  branch  netv/orks  that  hid 
to  credit-stai-ved  small  and  ntfe 
size  businesses. 

Two-year-old  Shanghai 
is  made  of  99  former  co-ops 
shareholders  are  small  co 
nies  and  employees,  from 
president  down  to  the  wo 
who  serve  tea.  The  bank 
led  the  way  in  consimier  fin 
by  offering  mortgages,  so 
thing  unheard-of  until  rece 
in  a  nation  where  \artually 
savings  have  been  chann 
into  industry.  Already  Sh 
hai's  third-largest  bank, 
231  branches,  it  hopes  to  t 
assets,  to  $18  bilhon,  by  2 
says  President  Fu  Jianhua 
New  financial  opportuni 
are  luring  foreign  compan 
too.  In  May,  ge  Capital 
peiTnission  to  open  China's 
wholly  owned  foreign  finance  company.  The  Shanghai-based 
tity  will  lend  money  for  everything  from  General  Electric 
medical  gear  to  Eastman  Kodak  Co.  copying  machines.  Ejr 
though  the  company  isn't  yet  in  operation,  "the  phone  staiM 
ringing  off  the  hook  as  soon  as  we  got  government  approv},'  ^ 
says  Daniel  H.  Mudd,  president  of  GE  Capital  Asia  PacifidA 
sister  company  is  lending  to  consumers  in  southern  China  or 
eveiything  ft"om  refrigerators  to  pianos  and  foreign  vacatiiis. 

These  experiments  in  finance  will  form  a  foundation  or  ■ 
Jiang's  reforms.  By  steering  more  money  to  consumers  ud 


IPO  FEVER 

Beijing  Enterprises, 
whose  holdings 
include  this  tourist 
spot,  raised  $278 
million  in  May 
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Where  do  today's  leading-edge  retailers  discover  new  opportunities  for  growth?  We  guided  REI,  a  well-known  outdoor  outfitter, 
the  IBM  RS/6000!  Using  proven  e-business  solutions,  we  showed  REI  how  an  RS/6000  can  use  the  power  of  the  Internet  to 
lach  new  customers.  We  easily  integrated  it  into  their  existing  systems.  And,  because  RS/6000  solutions  are  remarkably  scalable. 
El  needn't  worry  about  turning  away  business.  How  can  the  RS/6000  supply  your  business  with  a  powerful  e-business  tooP  For  the 
Jiution  that  fits  your  needs,  drop  by  www.rs6000.ibm.com/solutions  or  call  1  800  lBM-2468,  ext.  FA056. 


land  RS/6000  are  tegislered  Irademarks  and  Solutions  tor  a  small  planel  is  a  Irademark  ol  IBM  Corp  All  otfier  company 
/or  ptotJucl  names  are  trademarks  or  registered  trademarks  ol  Iheir  respeclive  companies  ©1997  IBM  Corp 
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small  companies,  a  gi'owing  financial  system  will  help  broad- 
en the  scope  of  an  economy  that  is  overdependent  on  heavy 
industry  and  exports  and  threatened  by  a  state  banking 
system  that  is  all  but  broke. 

In  facing  the  Party  Congress,  Jiang  has  broken  fi-ee  of 

the  ideological  strait- 
jacket  that  has  kept 
Beijing  from  embrac- 
ing fi-ee  enteiprise  and 
attacking  its  deeply  rooted  stinctural  woes.  Making  his  pro- 
gram work  could  prove  to  be  one  of  the  most  daunting  chal- 
lenges any  leader  has  ever  faced.  "The  bluepiint  is  there,"  says 
economist  Cao.  Now,  Chinese  leaders  hope  they  have  enough 
time  to  finish  their  ambitious  agenda. 

If  Beijing's  new  reforms  give  rise  to  a  booming  consumer 
economy,  perhaps  fears  of  China  becoming  another  Japan  will 
lessen.  In  a  country  of  1.2  billion  with  a  gi'owing  middle  class, 
there's  plenty  of  room  for  strong  Chinese  companies  and 
Western  multinationals  alike.  But  if  China  opts  to  export  its 
way  of  out  of  domestic  problems — still  a  possibility — tensions 
with  the   U.  S.   and  the  rest  of  Asia  will  intensify. 


Much,  too,  depends  on  how  far  the  refoiTns  can  go  withe  1 
triggering  a  political  backlash.  Jiang  may  be  willing  to  biy 
communist  ideology.  But  he  has  no  intention  of  being  anoth 
Gorbachev,  who  reformed  himself  and  his  comi'ades  out»l 
power  Rather,  Beijing's  leaders  are  betting  that  by  control!: 
the  refoiTn  process  and  delivering  continued  growth,  the  Cc' 
munists  can  retain  absolute  power  for  decades  to  come. 

It's  a  big  gamble.  No  communist  country  ever  has  founcg 
blueprint  for  turning  ailing  state  enterprises  into  world-cl;5 
corporations.  Arid  despite  its  stifling  control  of  the  political  ss 
tem,  the  Party's  ability  to  impose  its  will  on  commercial 
ter-s  is  astonishingly  weak.  When  it  comes  to  business,  Beijii 
ministries  and  even  the  pla  will  rush  to  build  empires  um 
their*  own  rules.  And  in  far-flung  provinces  and  cities,  offici 
will  tur-n  any  new  economic  latitude  into  a  license  to  do 
they  please.  By  endorsing  privatization  in  all  but  name,  Ji£ 
is  unleashing  a  whiriwind  that  may  transfor-m  China  far  m( 
dr-astically  than  the  Party  ever  envisioned. 

By  Mark  L.  Clifford  in  Shanghai,  urith  Dexter  Roberts 
Beijing,  Joyce  Bamatfian  in  Hong  Kong,  and  Pete  Engar 
in  Washington 


IT'S  ENOUGH  TO  MAKE  YOU  DRINK 


A visit  to  the  floor  of  T^ingtao 
Br-ewery  Co.  doesn't  inspire 
much  confidence  in  the  quahty  of 
China's  best-known  beer  On  a  recent 
day,  a  mechanic  perched  on  a  piece  of 
broken  equipment  while  white-suited 
women  on  the  bottling  line  stepped 
gingerly  around  smashed  bottles  ly- 
ing scattered  on  the  floor  Outside, 
near  the  original  1903  brewery  build- 
ing, elderly  workers  swept  imported 
malted  barley  that  had  spilled  onto 
the  asphalt. 

Investors  don't  have  much  reason 
to  toast  T^ingtao,  either  When  the 
brewery  became  the  first  Chinese 
state-owmed  company  to  list  shares 
abroad  in  1993,  it  appeared  ready  to 
take  advantage  of  consoUdation  in  the 
fi-agmented  domestic  market.  Instead, 
bad  investments  and  management  in- 
experience led  to  three  straight  years 
of  declining  profits  and  a  sputtering 
stock  price.  Tfeingtao's  travails  illus- 
trate the  difficulty  of  tur-ning  a  vehi- 
cle for  state  employment  into  a  mar- 
ket-driven enterprise. 
PREMATURE.  Now,  T^ingtao  is  at- 
tempting a  comeback.  Since  the  July 
8  announcement  of  a  restructuring 
plan  that  will  hive  off  chronic  money- 
losers,  l"feingtao's  shares  have  appre- 
ciated by  35%  on  the  Hong  Kong  ex- 
change. The  plan's  success  could 
deterinine  whether  China,  in  the  new 
climate  of  reform  urged  by  the  15th 
Party  Congress,  can  get  serious  about 
fixing  state  industries.  "Our  state  and 
our  company  did  not  have  enough  ex- 
perience to  list  overseas,"  concedes 
'ftingtao's  new  vice-chairman  and 


general  manager,  Peng  Zuoyi. 

Indeed,  'Ringtao's  privatization  was 
in  trouble  before  the  ipo.  The  original 
company  was  slapped  together  with 
the  help  of  Goldman,  Sachs  &  Co.  and 
the  Bank  of  China  a  month  before  the 
shares  were  floated.  Then,  instead  of 
using  the  $110  milhon  IPO  pr'oceeds 
for  expansion,  T^ingtao  lent  them  to 
other  state  enterprises.  Many  loans 
sour-ed  during  a  1994  credit  crunch, 
forcing  Tfeingtao  to  report  losses. 
Management  contends  that  most  of 
the  funds  were  r^ecovered.  Still,  says 
Anthony  Fr-ancis  Neoh,  chairTnan  of 
Hong  Kong's  Securities  &  Futiu-es 
Commission,  "the  issue  was  whether 
they  should  [have  told]  the  mar-ket." 


BOmiNG  BEER 

After  Tsingtao's 
successful  1993 
IPO,  a  string  of  poor 
investments  yielded 
three  straight  years 
of  declining  profits 


Misuse  of  funds  was  just 
the  beginning.  A  proposed 
partnership  with  U.  S.  brew- 
er Anheuser-Busch  Cos. 
foundered.  The  acquisition  of 
two  local  breweries  has  yet 
to  pay  off,  and  production  is 
only  half  of  capacity.  In  1996, 
the  government  tossed  out 
Tsingtao's  management.  NowJ 
Peng  wants  to  restore  Tfeing- 
tao's  fizz.  By  hiking  capacity  and  buy-| 
ing  local  breweries,  Tfeingtao  hopes  to 
grow  its  way  back  to  health.  (Govern- 
ment bailout  funds,  including  a  five- 
year  grace  period  on  some  $18  million] 
in  outstanding  loans,  will  support  the 
expansion  strategy.  So,  too,  will  a  re- 
cently announced  $120  million  credit 
facility  fi^om  the  Bank  of  China. 

Still,  the  stock  fisting  has  been  a 
sobering  experience.  "Hong  Kong  of- 
fers state-owTied  enterprises  the  abili' 
ty  to  immerse  themselves  in  a  free 
mar'ket — with  all  the  risks,"  says 
Neoh.  That's  a  cautionary  lesson  that 
manager's  and  investors  must  take  to 
heart  as  China  privatizes  its  economy. 
By  Mark  L.  Clifford  in  Qingdac 
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How  do  you  turn  your  business  data  into  a  siza      u .  r_    advantage?  We  offered  Sears  a  versatile  power  tool:  the  IBM  RS/6u  j  . 
r  giving  them  a  choice  of  the  leading  database  software,  the  RS/6000  provided  Sears  with  the  flexibility  to  design  a  truly  custom  data 
irehouse.  And,  with  its  award-winning  UNIX'  operating  system,  AIX",  the  RS/6000  easily  manages  their  existing  data.  It  adds  up  to  a 
icision  support  system  that  helps  Sears  better  serve  their  customers  and  helps  keep  their  business  growing,  too.  To  see  how  an  RS/6000 
ilution  can  power  your  business,  stop  by  www.rs6000.ibm.com/solutions  or  call  1  800 IBM-2468.  ext.  FA059. 


flS/6000  and  AIX  are  registered  trademarks  and  Solutions  lor  a  small  planet  is  a  trademark  of  IBM  Corp  UNIX  is  a 
iered  trademark  m  the  U  S  and  othei  countries,  licensed  exclusively  Ihiougti  X/Open  Company  Limiled  All  olher 
Mny  and/0(  product  names  are  trademarks  or  registered  Irademarks  of  their  respective  companies  ©1997 IBIVI  Coro 


Solutions  for  a  small  planet 


WHY  A  WEALTHY  CHINA  GETS  WORLD  BANK  BACKING 


It  shouldn't  be  a 
surprise  that 
World  Bank  Presi- 
dent James  D. 
Wolfensohn  is  a  big 
China  booster.  After 
all,  Beijing  is  the 
bank's  biggest  cus- 
tomer. In  the  year 
ended  June  30,  the 
bank  lent  China  $2.8 
billion,  and  it  has 
provided  the  Chinese 
a  total  of  $28  billion 
over  the  past  17 
years  to  build  dams 
and  a  host  of  other 
big-ticket  infrastruc- 
ture projects.  So  it's 
also  no  surprise  that 
Wolfensohn  bristles  when  reminded 
that  China  is  now  one  of  the  world's 
wealthiest  borrowers.  It  attracted 
$42  billion  in  foreign  investment  in 
1996  and  has  amassed  $121  billion  in 
currency  reserves — not  including 
Hong  Kong's  own  $80  billion  trove. 

But  Wolfensohn,  63,  a  native  of 
Australia  who  used  to  head  his  own 
Wall  Street  investment  banking  bou- 
tique, beheves  China's  needs  far  out- 
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strip  its  impressive  resources.  With 
250  million  Chinese  still  living  on  less 
than  $1  a  day,  Beijing  must  continue 
making  the  jump  from  a  state-domi- 
nated economy  to  one  more  depen- 
dent on  free  enterprise  for  gi'owth 
and  jobs.  Wolfensohn  insists  that  the 
World  Bank  must  help  Beijing  meet 
that  goal.  "People  who  say  'pull  out 
of  China'  are  very  shortsighted,"  he 
says.  "Wherever  we  can,  we  would 
like  to  have  the  private  sector  do  the 
job.  [But]  I  don't  see  immediately 
the  private  sector  solving  the  prob- 
lems of  development." 
FRIENDLY  PROD.  Wolfensohn  says  "I 
would  prefer  to  have  a  friendly  part- 
nership vdth  China,"  but  that  has  not 
stopped  the  bank  from  prodding  Bei- 
jing. In  June,  the  bank  said  that  few 
reforms  of  bankrupt  state  enterpris- 
es have  worked.  Then,  on  the  eve  of 
its  annual  meeting  in  Hong  Kong  in 
September,  the  bank  wamed  that 
China  faces  "sino-sclerosis"  if  it  fails 
to  open  markets  more  rapidly  and 
repair  loss-plagued  banks  and  state 
manufacturers. 


Wolfensohn  hopes  criti- 
cism like  this  will  find  its 
way  into  pohcy.  Indeed, 
World  Bankers  say  they 
get  as  big  a  bang  for  their 
buck  from  backing  eco- 
nomic and  social  reforms 
as  they  do  out  of  loans  for 
dams  and  power  plants. 
They  are  enmeshed  in 
Beijing's  effort  to  reform  its  ailing  fi- 
nancial system,  where  20%  of  the 
country's  bank  loans  are  classified  as 
bad.  Until  the  system  is  fixed, 
Wolfensohn  notes,  China  won't  be 
able  to  raise  the  huge  sums  it  needs 
for  development.  "They  need  $600 
billion,"  says  Wolfensohn.  "That  can- 
not be  met  by  public  financing.  They 
need  a  financial  system  and  regula- 
tions and  a  legal  framework  to  facili- 
tate foreign  investment." 

One  way  the  bank  is  helping  Bei- 
jing get  its  financial  house  in  order  is 
by  teaching  the  Chinese  how  to  su- 
pervise lenders  better.  For  example, 
the  Worid  Bank  in  1993  lent  $7.3  mil- 
lion so  the  People's  Bank  of  China, 

THE  WORLD  BANK  IS 
PUMPING  CASH  INTO  CHINA 
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"People  who  say 
'pull  out  of 
China'  are  very 
shortsighted,"  the 
bank  chief  says 
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the  central  bank, 
could  hire  Price  Wa-  ' 
terhouse  to  strength-; 
en  its  supervision  j 
and  accounting  con-  j,. 
trols.  Price  Water- 
house  helped  the  I 
central  bank  move 
from  a  paper  to  an  (' 
automated  reporting  : 
system,  produced  a  j 
bank  examiners'  j 
handbook,  set  up  a  ^ 
risk-monitoring  sys-  I' 
tem,  and  recruited 
retired  British  and  | 
Spanish  central  [ 
bankers  to  give  sem-l 
inars  to  the  Chinese,  i 
The  Worid  Bank  isi 
also  bringing  in  inno-j. 
vative  financial  tech-  j) 
niques  to  get  pri- 
vately financed  i 
projects  off  the  ^ 
ground.  One  exam-  i 
pie:  a  $700  milUon  \ 
agi-eement  China  i 
signed  in  Septembei- 1 
with  a  consortium  j 
headed  by  the  power  utility  Electric-j 
ite  de  France.  China  will  let  the  con- 1 
sortium  build  and  operate  a  power  'i 
station  in  Laibin.  After  15  years,  the  P 
Chinese  government  will  assume  j 
o-wnership.  This  technique  is  commonj; 
in  developing  nations.  But  it  was  a  k 
fu'st  for  China,  which  broke  new  ! 
ground  by  accepting  pubhc  bids  from| 
developers  on  power  tariffs,  rather  [ 
than  negotiating  them  in  secret. 

The  International  Finance  Coi-p., 
the  aiTTi  of  the  World  Bank  that 
lends  to  private  companies,  is  also 
supporting  a  market  approach.  It  is 
backing  the  emergence  of  a  privately 
owned  financial-services  industry  and 
expanding  lending  to  smaller  compa- 
nies. It  is  also  tiying  to  develop  the 
fii-st  domestic  bond-rating  agency  in 
China.  "We  are  trying  to  help  set  up 
model  institutions,"  says  IFC  Asia 
Dept.  manager  Ravi  S.  Bugga. 

With  per  capita  incomes  rising,  by 
1999,  China  will  no  longer  quahfy  for 
nearly  free  long-term  loans  designed 
to  aid  the  poorest  borrowers.  But 
World  Bank  aid  is  unlikely  to  disap- 
pear soon.  Beijing  still  needs  cash 
and  advice  to  restructure  China's 
economy.  Wolfensohn  is  ready  to  con 
tinue  dishing  out  both. 
By  Leah  Nathans  Spiro  in  Washi 
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When  looking  for  oil 
down  here,  it  helps  to  have  technology 


THAT  OPENS  YOUR  EYES. 


w  fm 


Put  your  hands  over  your  eyes.  Now  look  for 
oil.  That's  what  it's  like  looking  for  oil  located 
below  salt  layers  as  thick  as  5,000  feet  in  the 
Gulf  of  Mexico.  But  recently,  we  found  a  way  to 
see  through  these  layers.  We  combined  inno- 
vative thinking  with  advanced  3-D  seismic  tech- 


nology to  make  the  Gulf's  first  commercially 
successful  sub-salt  oil  discovery  A  break- 
through that  was  due  not  so  much  to  improved 
eyesight,  as  to  vision.  At  Phillips,  that's  what  it 
means  to  be  The  Performance  Company  -^S^ 
PHILLIPS  PETROLEUM  COMPANY  ^ 


For  a  copy  oj our  annual  report,  call  918-661-3700,  write  to:  Phillips  Annual  Report,  B-41,  Adams: 

or  visit  us  at  www.phillips66.com. 


Bldg.^  Bartlesxille,  OK  74004. 


International  Business 


JAPAN 


EXPORT 
CURE-ALL? 


Facing  economic 
woes,  Japan  may 
let  its  trade 
surplus  surge 

Earlier  this  year.  Prime  Minister 
Ryutaro  Hashimoto  was  pulling 
off  some  nifty  footwork.  He  had 
pushed  through  a  fiscal  austerity 
progi'am  of  tax  hikes  and  tighter  gov- 
ernment spending.  The  economy  was 
holding  up.  And  while  a  weak  yen  had 
pushed  up  the  Japanese  trade  surplus, 
Washington  seemed  willing  to  buy 
Hashimoto's  assurances  that  serious 
deregulation  was  around  the  corner. 

But  Hashimoto  and  his  polic>Tnakers 
seem  to  have  stumbled.  On  Sept.  11, 
Tokyo  reported  that  the  economy  had 
contracted  11%  on  an  annual  basis — al- 
most double  the  forecast  and  the  worst 
perfomnance  since  1974.  The  stock  mar- 
ket is  reeling,  and  a  string  of  gloomy  in- 
dicators suggest  Japan  will  be  lucky  to 
avert  a  recession  this  yeai:  Wliat's  more, 
its  global  trade  surplus,  which  jumped 
113%  in  August,  is  incliing  up,  and  there 
are  signs  that  much  needed  deregailation 
may  take  longer  than  expected. 


The  U.  S.  wants  Tokyo  to  do  more 
to  correct  these  staggering  numbers. 
And  at  the  International  Monetary 
Fund  and  Group  of  Seven's  annual 
meetings  in  Hong  Kong  on  Sept.  20, 
U.  S.  officials  will  have  this  message  for 
Tokyo:  Don't  woiry  so  much  about  bud- 
get deficits,  and  move  more  quickly  on 
deregulation.  The  concern  is  that  Japan 
may  just  let  its  currency  slide  fiuther 
past  120  yen,  allow  its  trade  surplus  to 
surge  off  the  charts,  and  try  to  export 
its  way  out  of  a  recession.  With  TVea- 
sury  Secretary  Robert  E.  Rubin  and 
his  deputy,  Lawrence  H.  Summers,  al- 
ready under  pressure  fi'om  Detroit  auto 
makers  feehng  the  flood  of  Japanese  ear 
imports,  the  trade  implications  are  get- 
ting tougher  to  ignore. 
STOCK  SLUMP.  E.OW  did  Hashimoto  mis- 
calculate so  badly?  In  April,  he  gam- 
bled that  a  recovering  Japanese  econo- 
my could  withstand  a  2%  increase  in 
the  national  sales  tax,  a  repeal  of  in- 
come tax  breaks  started  in  1993,  and 
tighter  public-works  spending.  But  auto 
and  housing  sales  stalled  heading  south, 
and  with  consumer  spending  60%-  of 
Japan's  economic  output,  the  effects 
compounded.  Now^,  the  Nikkei  is  off  14% 
fi'om  this  year's  June  high. 

To  placate  Washington,  says  Vice- 
Minister  for  International  Finance 
Eisuke  Sakakibara,  Hashimoto's  gov- 


EiSUKE  SAKAKIBARA 

Vice-Minister,  International  Finance 

"Mr.  Yen"  has  much  less  wiggle 
room  on  currency  matters. 
Earlier  this  year  he 
successfully  talked  up  the  yen, 
mainly  to  placate  Washington 


ernment  is  weighing  a  corporate  B 
cut  and  other  measures  to  pull  Japi'b' 
bombed-out  real  estate  and  stock  nir- 
kets  from  their  prolonged  slumps,  'le-. 
Ministry  of  Finance  might  also  tolei<<^ 
an  easing  of  Japan's  stock  transaciiiTf 
tax  and  other  levies  on  land  tranJB-i. 
tions  to  bring  these  markets  bacMJts 
life.  Yet  any  big  government  pu|^;^ 
priming,  such  as  big  public-works  p^.-f, 
ects  or  personal  income  tax  cuts  iBt-jj 
would  get  the  average  Japanese  speli-^ 
ing  again  and  boost  import  demand,  • 
likely.  "One  thing  that's  almost  impcB 
ble  for  Hashimoto's  government  iitt ., 
end  the  fiscal  restructuring,"  sys  , 
Sakakibara.  [ 
The  latest  round  of  belt  tighteia^  j, 
has  done  little  more  than  correct  jibt  j, 
policy  blunders.  Some  $500  billioi.ir  ■.. 
government  spending  packages  daw  ^ 
back  to  1992  have  dinven  Japan's  bucpi  .j 
deficit  to  about  5.4%  of  gross  domf|i(.p 
product,  one  of  the  highest  levels  infcc .., 
industrial  world.  Worse,  the  spen{lg!|^ 
has  given  the  Japanese  economy  littHir 
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i  way  of  a  lift.  Meanwhile,  for  the 
it  two  years,  the  Bank  of  Japan  has 
3t  interest  rates  at  near-zero  levels. 
here  are  very  few  policy  tools  left," 
ares  Katsuhiro  Fujiwara,  a  manag- 
:  director  at  the  Japan  Federation  of 
onomic  Organizations,  or  Keidanren. 
One  option  does  remain  open:  A 
ious  deregulation  push.  Japan's  most 
iseted  sectors,  such  as  retailing,  con- 
uction,  distribution,  and  transporta- 
n,  have  kept  consumer  prices  artifi- 
lly  high.  That  has  all  but  snuffed  out 
isumption  and  forced  Japan  to  rely  on 
port-led  gi'owth. 

But  the  ruling  Liberal  Democratic 
rty  (LDP)  has  less  incentive  than  ever 
do  anything.  It  has  regained  a  ma- 
ity  in  the  powerful  lower  house  of 
i  Diet,  thanks  to  opposition  party  de- 
tions.  So  it  feels  fi-ee  to  take  its  time 
tackle  those  areas  of  deregulation 
It  are  the  most  politically  painful  since 
?y  damage  the  party's  business  alhes. 
Worse  yet,  with  its  power  base  more 
iure,  the  ldp  leadership  is  back  to 


TROUBLE  IN  JAPAN 

THE  ECONOMY  Could  fall  back 
into  recession  after  a  sharp  2.9% 
drop  in  the  second  quarter,  largely 
as  a  result  of  tax  increases 

TRADE  SURPLUS  With  the  yen 
120  to  the  dollar,  Japan  is  relying 
mostly  on  export  growth  to  carry 
the  economy,  risking  a  confronta- 
tion with  the  U.S. 

DEREGULATION  Hashimoto's 
push  for  market  opening  is  being 
undermined  by  a  resurgent  LDP 

DATA-  BUSINESS  WEEK 

its  old  habits  of  packing  key  posts  with 
cronies.  That  could  fiuther  undercut  any 
efforts  to  deregulate.  One  worrisome 
sign  is  that  HasWmoto  has  tapped  Koko 
Sato,  a  politician  convicted  of  bribery 
in  the  Lockheed  scandal  of  the  late  '70s, 
for  a  ministerial  post  in  charge  of 
streamlining  Japan's  bloated  biu'eaucra- 


cy.  That  will  blunt  efforts  to  reduce  the 
power  of  the  mof  and  the  Ministry  of 
Industry  &  Ti-ade,  both  of  which  have 
resisted  efforts  to  open  the  economy. 

The  U.  S.  has  been  willing  to  cut 
Japan  some  slack  as  it  maps  out  dereg- 
ulation. Yet  so  far,  the  limited  market 
opening  that  has  taken  place  hasn't  been 
able  to  offset  the  tsunami  of  Japanese 
autos,  fax  machines,  and  video  games 
washing  over  into  U.  S.  markets.  Japan's 
current  account  surplus  has  soared 
about  40%  in  the  first  half  of  this  year 
and  now  is  the  equivalent  of  2.6%  of 
GDP.  U.  S.  officials  have  said  that  2.5%  is 
a  critical  threshold. 

There  has  been  some  progress  in  fi- 
nancial refoiTO.  Last  December,  the  mof 
agi-eed  to  U.  S.  demands  to  liberalize 
the  pricing  of  auto  and  commercial  lii"e 
insurance.  In  addition,  Hashimoto's  Big 
Bang  package  to  tear  down  the  walls 
between  banks  and  brokerages,  fi"ee  up 
stock  commissions,  and  open  more  of 
Japan's  pension  fund  market  to  foreign 
managers  has  won  some  praise. 
"OUTSPOKEN."  The  question  now  is  what 
will  Japan's  policy  gurus  tiy  next.  With 
a  decelerating  Japanese  economy  ever 
more  tied  to  export  gi'owth,  Sakakibara 
certainly  has  much  less  wiggle  room  on 
currency  matters.  Earlier  this  year,  he 
successfully  talked  up  the  yen  to  117 
to  the  dollar,  from  a  low  of  127  to  the 
dollar  in  May.  He  did  so  to  placate 
Washington  and  by  arguing  that  the 
Japanese  economy  was  on  the  mend  and 
interest  rates  might  head  up.  He  also 
sent  currency  trading  pits  buzzing  by 
suggesting  the  yen  could  rise  back  to 
103,  a  stunning  statement  in  the  subtle 
world  of  currency  diplomacy.  Yet  with 
the  yen  weakening  again,  Sakakibara 
has  been  unusually  reticent  of  late. 
"Wlien  it's  necessary  to  be  outspoken,  I 
will  be  outspoken,"  he  says. 

But  words  may  no  longer  be  enough 
in  the  risky  game  Japan  is  playing.  It 
may  yet  be  able  to  muddle  thi"ough  with 
a  devalued  yen  fueling  just  enough  ex- 
port growth  to  keep  its  economy  above 
water  without  drawing  the  ire  of  Wash- 
ington. Yet  if  Japan  stokes  up  its  export 
machine  too  high  and  stonewalls  on  re- 
form, there's  another  script:  The  U.  S. 
caves  in  to  political  pressiu'e  fi'om  angiy 
U.  S.  exporters,  talks  down  the  strong 
dollar,  and  turns  up  the  heat  on  trade. 
Japan  loses  its  export  prop,  and  its 
economy  reels.  Unless  Hashimoto  makes 
good  on  his  pledges  for  widespread  re- 
form, this  high-wire  balancing  act  will 
be  very  difficult  to  maintain. 

By  Brian  Brmnier  and  Ckristopher 
Poiver  in  Tokyo,  ivith  Mike  McNamee 
in  Washington 
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REAL  ESTATE 


THE  REIGHMANNS: 
irS  IN  THE  BLOOD 

Can  a  new  generation  restore  the  family's  stature? 


When  gTandiose  vision  collided  with 
vicious  real  estate  downturn  five 
years  ago,  the  $10  billion  real  es- 
tate empire  built  by  Paul  Reichniann 
and  his  brothers  collapsed  in  a  humili- 
ating bankruptcy.  The  family  held  on 
to  only  the  shreds  of  a  Toronto-based 
empire,  Olympia  &  York  Developments 
Ltd.,  that  once  had  stretched  to  New 
York  and  London.  Massive  projects, 
most  notably  London's  Canary  Wharf 
complex,  were  all  but  lost  as  creditors 
took  over 

Now,  a  new  generation  of  Reich- 
manns  is  attempting  to  resuscitate  the 
family  name  while  building  fortunes  of 
their  own.  Detennined  to  avoid  the  sins 
of  their  fathers,  they  collectively  bring 
the  same  peculiar  mix  of  methodical, 
hardheaded  business  sense  and  bold  vi- 
sion. As  one  young  Reichmann  focuses 
on  the  management  of  commercial  office 
towers  and  another  fashions  a  niu'sing- 
home  empire,  a  third  plans  huge  sports- 
entertainment  complexes  that  would  ri- 
val such  attractions  as  Universal  Studios 
Florida.  Others  are  venturing  further 
afield,  into  sporting-goods  retailing  and 
computer  consulting. 

Abraham,  the  34-year-old  son  of 
Ralph  Reiclimann,  is  laying  claim  to  the 
visionary  mantle  for  the  family.  He  is 
attempting  to  build  mammoth  theme 
parks,  fii-st  in  Toronto  and  then  in  New 
York.  His  "Destination;  Technodome" 
project  in  Toronto  would  house  such  op- 
erations as  an  indoor,  .500-foot-high  ski 
hill,  facilities  for  Whitewater  rafting  and 
rock  climbing,  a  80-screen  multiplex  cin- 
ema, virtual-i'eality  rides,  and  .300,000 
square  feet  of  shops.  "I  do  tliink  big.  It's 
part  of  my  natui'e,"  he  says. 
ALL  WINNERS.  Abraham  declines  to  say 
where  he'll  get  the  money  for  the  proj- 
ects, though  he  plans  to  break  gTound  in 
Toronto  in  April.  The  bill  for  the  Toron- 
to spot  would  top  .$536  million.  While 
Canadian  authorities  have  awarded  him 
the  light  to  build  the  project — he  had  to 
put  a  nora-efimdable  $714,000  down — he 
has  yet  to  make  airangements  for  leas- 
ing or  buying  the  70  or  so  government- 
owned  acres  near  the  city. 

But  with  billions  of  dollars  being 


poured  into  entertainment  com- 
plexes worldwide,  the  idea  may 
be  viable.  Industry  consultants 
say  the  individual  pieces  are  all 
proven  winners.  "It's  all  about 
repackaging  good   ideas  and 
putting  them  together,"  says 
Gordon  E.  Dorrett,  executive 
vice-president  of  Forrec  Ltd.,  a 
design  consultant  for  projects 
such  as  Universal  Studios  Floii- 
da  who  is  advising  Reichmann. 
And  Abraham's  plan  for  a  New 
York  dome  is  generating  inter- 
est from  Governor  George  E. 
Pataki,  who  has  directed  state 
authorities  to  help  in  any  way 
they  can  to  develop  a  dome 
on  a  304-acre  urban  renewal 
site  in  Rockaway,  N.  Y. 

Despite  the  hiuxlles,  Abra- 
ham is  confident  that  the 
Toronto  project  \vill  fly.  He 
says  he  has  studied  the  eco- 
nomics of  entertainment  for 
years  and  knows  what  will 
work.  Wliile  he  is  chief  op- 
erating officer  of  Heath- 
mount  Arts  &  Entertain- 
ment Corp.,  his  68-year-old 
uncle  Albert  is  the  compa- 


OLD  WAYS 


Philip's 
company  owns 
or  manages 
27  million  square  feet 
of  Canadian  office  space  and  has  a 
market  cap  of  $163  million 


ny's  no-nonsense  CEO.  Albert's  experi- 
ence in  real  estate  development  may 
keep  the  project  on  solid  gi'oimd — some- 
thing he  ultimately  failed  to  do  when  he 
worked  with  his  brother  Paul  on  Ca- 
nary Wharf. 

Other  second-generation  Reichmanns 


are  investing 
what    the  fanrj 
knows  best.  Wll 
his  uncle  Paul| 
venturing  back  ii 
the  U.  S.  market  by  bidding  on  si 
properties  as  New  York  City's  Chryi 
Building   and   is   managing  Can: 
Wliaif,  wliich  is  finally  leasing  up,  Ph 
the  39-year-old  son  of  Albert,  is  bmld 
a  new  Canadian  real  estate  mana 
ment  company.  In  late  July,  he 
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Deliver 

Vorld-Class 


i:ntkki^hisi>c,i-ass  sai.i:s  im oum.vtion  soi.i  tioxs  to  dramatically  increase 

rK()l)r(  TIN n  V  AN  1)  1»K()1  11  AltlM  l  Y. 


Compaq"— the  worldwide  leader  in  industry-standard  enterprise  computing  platforms.  Siebel  —the 

COMPAa 

worldwide  leader  in  global  sales  information  software  solutions.  Together,  Compaq  and  Siebel  size,  test, 
and  optimize  proven  sales  information  solutions  for  their  global  customers.  The  result— dramatic  and  rapid  increases  in 
sales  productivity,  profitability,  and  customer  satisfaction.  Join  the  many  world-class,  industry-leading  organizations, 
such  as  Compaq,  who  have  standardized  on  Siebel  and  provide  your  company  with  a  proven  competitive  advantage. 
To  learn  more,  call  us  at  1-800-720-3115,  ext.  1324  or  visit  Siebel  at  www.siebel.com. 
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Paul's  son-in-law,  Frank 
Hauer,  merged  their  own 
small  property  manage- 
ment company  and  pub- 
licly traded  Camdev 
Corp.,  a  commercial  of- 


NEW  WAYS 


Abraham  plans 
mammoth  theme  parks  in  Toronto 
and  New  York  state,  but  it  isn't  vet 
^rt?;;i^;c^;  clearwherehe'llget 

which  has  a  market  capi-  xi  vvinnAXJ 
talization  of  $163  million.  tnC  IllOney 


The  company  manages 
some  24  million  scjuare  feet  of  commer- 
cial office  space  and  owns  buildings 
housing  another  3  million  square  feet 
across  Canada,  putting  it  among  the  top 
half-dozen  management  companies  in 
the  countiy. 

By  naming  the  company  o&Y  Proper- 
ties, Reichmann  wants  to  trade  on  the 
cachet  of  the  old  family  firm,  Olympia  & 
York  Developments  Ltd.  "It  definitely 
opens  doors  for  us,"  he  says.  "To  create 
the  fi-ancMse  value  and  name  recognition 
that  o&Y  has  would  cost  millions  of  dol- 
lai"s  and  many  yeai-s.  It's  a  name  that  re- 
flects quality  management  and  quality 
service."  Philip,  Fi-ank,  and  other  family 
members  own  60.9%  of  the  company. 

PMlip  admits  that  the  o&v  name  may 
be  a  negative  among  bankers  who  lost 
billions  betting  on  the  elder  Reichmanns. 
Indeed,  the  backers  who  have  helped 
o&v  build  its  capital  base  for  such  deals 
as  its  midsummer  $58  million  purchase 
of  three  Toronto  towers  are  life  insur- 
ance companies  and  other  nonbank  fi- 
nancial institutions.  "The  banks  are  less 
willing  generally,"  Philip  says,  noting 
that  bankers  are  only  slowly  reenter- 
ing real  estate  as  memories  of  the  last 
crash  fade.  But  he  con- 
tends    that  younger 
bankers  may  be  more  in- 
clined to  deal.  And  thei-e 
are  always  the  public 
markets:  In  May,  thi-ough 
Camdev,  he  raised  $36 
million  to  fund  the  merg 


overpriced  and  ill- 
suited  to  o&y's  office 
orientation. 

Reichmann  does 
have  a  toehold  in 
some  trophy  proper- 
ties,  such   as  the 
management  contract 
at    72-story  First 
Canadian  Place,  the 
first  landmark  devel- 
opment for  the  elder 
Reichmanns  in  the  1970s  and  a  tower 
that  Paul  Reichmann  is  slowly  repur- 
chasing. Pliilip  and  an  as-yet-unnamed  fi- 
nancial backer  are  now  bidding  on  an 
estimated  $360  million  worth  of  Canadi- 
an buildings  owned  by  Confederation 
Life  Insurance  Co. 

While  building  skyscrapers  was  the 
elder  Reichmanns'  forte,  the  younger 
Reichmann  is  loath  to  even  talk  about 
development,  though  when  pressed  he 
admits  development  will  likely  be  on 
the  company's  agenda  over  the  next  few 
years.  For  now,  he's  limiting  his  inter- 
ests to  Canada  but  expects  to  move 
into  the  U.  S.  and  elsewhere  eventually. 
Noting  that  he  visited  New  York  on 

THE  MAKINGS  OF  A  NEW  REICHMANN  EMPIRE? 

O&'f  PP:OF£f<7s£S  Public  company  manages  Canadian  office 
buildings  with  24  million  square  feet  of  space,  including  First 
Canadian  Place,  a  72-story  tower  that  was  the  family's  first  land- 
mark building  in  North  America.  Now  bidding  on  the  Canadian 

,         ,          real  estate  portfolio  of  Confederation  Life  Insurance  Co.  -  ^u   t  <- 

of  Camdev  and  O&Y   mann:   Isn  c  the  Inte 


Sept.  8  to  talk  with  investment  bank's 
about  Canadian  investments,  he  sa,;: 
"If  something  extremely  attract* 
comes  up  south  of  the  border,  we  wod 
probably  take  a  look  at  it." 

Paul  Reichmann,  the  driving  forcea 
the  older  generatii, 
seems  to  be  takinja 
more  direct  rolen 
guiding  his  son,  Ee- 
ry. While   Paul  y 
chairman  of  Cent''! 
Park  Lodges  Ltdia 
company  that  m;- 
ages  nursing  hor^ 
across  Canada,  le 
has  set  up  Barry,  i, 
as  president  of  le 
CPL  Long  Term  C^e 
REIT,   a   firm  till; 
owns   such  horns. 
The  real  estate  b 
vestment  tinst,  wh 
a  market  cap  of  $90.5  milUon,  is  in  e 
midst  of  purchasing  a  Canadian  hesh 
care  company,  Versa-Cai-e  Ltd.,  that  ^ 
make  it  the  second-largest  nursing-hqe 
operation  in  the  country.  After  a  .11 
million  IPO  last  May,  the  reit  is  m 
making  a  secondary  offering  to  finajie 
the  Versa-Care  deal.  The  Reichmai»s 
own  70%  of  Central  Pai'k  Lodges,  w 
in  tiu-n  has  a  13.7%  stake  in  the  RE 
VIRTUAL   REAL   ESTATE?    Real  es 
doesn't  excite  all  the  second-genera 
Reichmanns.  After  working  for 
Reichmann-controlled  Trizec  Corp. 
velopment  company  and  for  his  fat 
Ralph,  at  Olympia  Floor  &  WaU  'nie 
year-old  Steven  Reichmann  now  h 
computer  consulting  c 
pany  Bridge  Technolo 
Inc.  It  operates  the  C 
da  affihate  of  an  Inte 
membership  marke 
service  called  Intemat 
al  Commerce  Excha 
Systems.  Jokes  Re 


HEATHMOUNT  ARTS  &  EHTERTMHmmi  Private  development 

firm  is  planning  giant  indoor  sports-entertainment  complexes  in 
Toronto  and  Rockaway,  N.Y.  Features  would  include  500-foot- 
high  ski  hills  and  Whitewater  rafting.  Toronto's  dome  would  cost 
about  $536  million;  New  York's  is  estimated  at  $1.1  billion. 

CPL  LONG  TERM  CARE  REiT  Publicly  traded  real  estate  invest- 
ment trust  is  close  to  becoming  Canada's  second-largest  owner 


and  acquire  a  550,000- 
sciuai-e-foot  office  complex 
in  suburban  Toronto. 

Some  analysts  fault 
Philip  for  moving  too 
slowly.  The  handful  of 
midrange  Canadian  office 
towei-s  he  ovms  don't  com- 
pare to  the  trophy  prop-     of  nursing  homes.    mann  generation 


virtual  real  estate?" 
haps  the  biggest  ma 
ick  among  the  cousin 
Philip's  33-yeai-old  brot 
David,  who  mns  a  cl 
of  in-line  skate  shops. 

It's  hard  to  imag 
that  the  younger  Re 


erties  being  bid  for  by  the 
likes  of  Oxford  Pi'operties 
Group   and   GE  Capital 


BRIDGE.  TECHMOLOGIES  Startup  global  computer  consultancy 
offers  an  Internet  service  to  link  buyers  and  sellers  of  a  broad 


come  close  to  building 
empire  on  the  scale 
their  fathers.  But  the 


Conx  Reichmann  recent-    [^Jl^^.  ^1  PJ^^^'S^^J^L'^'i^^. .^^^^^^^    tory  of  the  family  sh 


ly  passed  on  a  $285  mil- 
lion package  of  pi-operties 
owned  by  Prudential  In- 
sui'ance  Co.  of  America  as 


SKATE  2000  Privately  held  Miami-based  chain  of  17  in-line 
skating  shops. 

DATA.  BUSINESS  WEEK 


that  it  can  be  folly  to 
derestimate  a  Reichms 
Bij  Joseph  Wt 
in  Tore 
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$37S 


WE  CAN  TREAT 

Euvope^  m 

UKE  it's  next  door." 

With  Global  Priority 
MaiF"  from  your  U.S. 
Postal  Service,  you  get 
fast,  reliable  service  to 
over  30  countries  at  a  small  fraction  of  the 
price  other  companies  charge  for  overnight 
delivery.  Think  of  it  as  maximum  impact  for  a 
minimum  investment.  For  more  information, 
visit  us  at  http://www.uspsglobal.com  or  call 
us  at:  1-800-THE-USPS  X2062. 


International  Business 


EUROPE 


BIGGER.  FASTER.  CHEAPER: 
REVOLUTION  IN  THE  BOURSES 

Europe's  scattered  exchanges  gird  for  a  titanic  struggle 


AstoiTn  is  sweeping  across  Europe's 
financial  exchanges.  The  London 
Stock  Exchange  has  been  crowing 
about  switdiing  to  an  automated  trading 
system  by  Oct.  20.  But  on  Sept.  17,  the 
Frankftul,  Paris,  and  Zuiich  exchanges 
stole  some  of  the  lse's  thunder  by  an- 
nouncing a  broad  linkup  in  derivatives 
trading.  What's  more,  the  three  boiu'ses 
plan  to  merge  all  their  markets,  includ- 
ing stock,  fixed  income,  and  derivatives 
trading  and  clearing,  by  2001. 

Europe's  bourses  will  never  be  the 
same.  The  battle  of  the  exchanges  is 
forcing  them  to  consolidate  and  pushing 
brokers  to  cut  commissions,  which  have 
long  been  higher  than  those  in  the  U.  S. 
As  Eui'opean  investors  pom'  more  mon- 
ey into  equities,  they  will  find  bourses 
with  more  transparent  pricing  and 
gi'eater  liquidity  than  ever  before.  And 
with  more  capital  flowing  in,  companies 
will  find  it  easier  and  cheaper  to  raise 
money,  too. 

With  the  expected  advent  of  the  sin- 


gle Eiu'opean  cuiTency  in  1999,  Eiu-ope's 
markets  ultimately  may  coalesce  into 
thi'ee  or  fom*  electronically  linked  finan- 
cial zones.  One  might  encompass  Ger- 
many, France,  Switzerland,  and  the 
Benelux  countries.  London  could  be  an- 
other, and  the  Scandinavian  countries 
yet  a  thii'd.  Indeed,  the  Stockholm  and 
Copenhagen  exchanges  ah'eady  have  an- 
noimced  theii'  intention  to  merge  (table). 

Exchange  officials  also  worry  that 
technology  may  make  bourses  obsolete. 
They  must  keep  modernizing,  cutting 
costs,  and  providing  the  sei"vices  their 
customers  want,  or  find  themselves 
eclipsed  by  the  explosion  of  the  Internet 
and  other  new  electronic  systems.  "The 
concern  of  all  the  European  exchanges 
is  surviving  against"  newer  systems, 
says  Martin  Wlieatley,  head  of  devel- 
opment at  the  LSE.  "Exchanges  with 
physical  walls  are  under  some  threat." 

Not  too  long  ago,  it  appeared  that 
London  might  wipe  out  its  European 
competitors.  Even  now,  its  domestic  mai- 

A  REAL  DONNYBROOK 


ket  capitalization  of  $1.7  billion  is  m 
than  double  that  of  Frankfiut,  Eurof 
No.  2  bourse.  London  got  a  headst 
from  its  1986  "Big  Bang,"  in  whicl 
abolished  minimum  commissions,  eli 
nated  the  trading  floor,  and  let  fore 
companies  own  member  finns.  But 
LSE  still  was  dominated  by  a  club 
market  makers  in  stocks,  while  ri 
bourses  in  Frankfiut,  Paris,  Milan,  ; 
Stockholm  were  investing  in  technok 

London  is  feeling  pressure  to  ca 
up.  Although  the  lse  has  elimina 
its  expensive  trading  floor,  m 
progress  could  be  made.  Its  old-fa 
ioned  quote  system,  in  which  bid  ; 
offer  prices  are  posted  electronics 
but  actual  trades  are  made  throi 
market  makers,  annoys  some  custonM 
because  it  produces  wider  spreads  tfl 
Continental  bourses.  W 

The  LSE  thinks  its  new  system  m 
cure  many  of  these  ills.  Limited  initi«i 
to  the  biggest  100  stocks,  the  sysfl« 
will  offer  an  electronic  "order  book"  tl 
will  more  efficiently  match  buyers  a 
sellers.  Member  fii'ms  will  be  able! 
execute  orders  at  a  given  price  by  p\m 
ing  a  button.  Actual  prices,  rather  tfl 
bids  and  offers,  will  be  posted  in  I 
order  book,  making  trading  fairer.  K 
A  BIG  PAYOFF.  Some  members  grom 
about  the  const  of  revamping  their  tiH 
ing  platforms  for  the  new  system.  Wn 
the  LSE,  which  is  investing  $130  milB 
itself,  thinks  doing  so  vrill  pay  off.  In  I 
fii'st  year  alone,  the  lse— based  on  m 
er  exchanges'  experiences — expect* 
double  the  number  of  trades.  I 

But  that  may  not  be  enough  in  M 
nancial  world  in  which  changes  areM 
celerating.  Even  cautious  Frankfurm 
cutting  its  fees  to  match  London's.™ 
electronic  system  to  be  unveiled  in  m 
vember  eventually  may  force  the  ■ 
sure  of  Germany's  eight  stock-tra« 
floors — the  last  of  their  kind  in  Eurm 
In  a  few  more  years,  there  may  be  cl 
"one  big  Eiu-opean  market,"  says  Stel 
Kendall,  dii-ector  of  European  equiK 
trading  at  NatWest  Secmities.  Acift 
Em'ope,  the  winds  of  change  are  m 
just  beginning  to  howl.  I 

By  Stanley  Reed  in  London  m 
Thane  Peterson  in  Frankfurt  I 

I 

 I! 

Privatized  exchange  ir  j 
September  and  elec-  ' 
tronically  merged  Italj 
10  regional  markets 

DATA  COMPANY  REPORTS.  BW 


Has  gone  furthesl  in 
privatizing  and  slashed 
fees.  It's  also  signing  up 
members  outside 
Sweden 


Automating  and  cutting 
fees  to  catch  up  with 
Continental  competi- 
tors and  electronic 
startups 


Cutting  fees  and 
upgrading  its  electronic 
system — probably 
before  closing  down 
stock-trading  floors 


Offered  to  buy  the  Matif 
futures  exchange.  Link- 
ing its  fixed-income 
derivatives  market  with 
Frankfurt  and  Zurich 
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Sound  hits  uou  ot  0  speed  of  7G0  mpli. 

Liohi  is  ijou  o[  0  speed  of  671 

osliitia  DVD  molies  it  ociuolly  feel  y^^^^ 
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Your  pulse  races.  Your  gut  quivers.  That  little  vein  in  your 
forehead  is  throbbing.  Senses— meet  Toshiba  DVD. 

PLEASE,  NO  TALKING  DURING  THE  SHOW 

At  Toshiba,  we  have  the  technology  that  fits  up  to 
minutes  of  heart-pounding  video  and  audio 
normally  reserved  for  the  finest  cineplexes, 
for  use  at  home  on  a  disc  the  size  of  a  CD. 
Picture  quality  that's  three  times  better  than 
VHS  and  audio  recorded  in  full  Dolby'  Digital 
Surround  Sound  on  six  discrete  channels. 
And,  our  models  can  even  play  your  favorite 

compact  discs.  '  5"  (same 

NO  WAITING,  NO  FAOING,  NO  RENOVATING 

Because  the  discs  are  read  by  laser,  there  is  never  any  need  to 
rewind  a  DVD.  And,  there's  no  chance  of  your  favorite  DVD 
deteriorating  with  every  play  like  a  VHS  tape.  Finally,  you  won't 
have  to  build  an  addition  to  your  home  to  hold  your  DVDs.  The 
packages  are  as  streamlined  and  efficient  as  the 
discs  themselves. 

TALL,  SHORT,  OR  FRENCH— 
WE'RE  READY  FOR  ANYTHING 

Many  DVD  movies  will  come  with  some  of  the  most 
incredible  options  only  Hollywood  and  Toshiba  could  dream  of, 
including  the  ability  to  change  the  format  of  the  movie  to  fit 
any  television  you  play  it  through,  from  regular  size  to 
widescreen;  language  tracks  of  up  to  eight  different 
languages  ranging  from  English  to  French;  subtitles  in  up  to 
32  different  languages;  the  ability  to  view  the  same  scene  of 
a  movie  from  any  of  up  to  nine  remote-controlled  angles;  or 
multiple  endings  to  the  same  movie.  If  the  feature  is  on  the 
disc,  Toshiba  DVD  players  are  ready  for  it. 

YEAH,  SO? 

We  believe  your  senses  will  thank  you  for  this  complete  and 
total  assault.  As  soon  as  they're  out  of  traction. 


Toshma  DVD 


In  Touch  u  ilh  Tomorrow 

TOSHIBA 

Toshiba  Amcnca  Contu(r«r  Product;,  Inc  .82To(ows  Road. Wayne.  NJ  07470 

http-y/www.dvd.toshiba.Gom 


International  Business 


GERMANY 


AN  ADRENALIN  RUSH 
AT  ADIDAS 

Its  deft  Salomon  deal  puts  archrival  Nike  on  notice 


After  Robert  Louis-Dreyfiis  clinched 
a  deal  on  Sept.  15  to  buy  French 
sports-equipment  maker  Salomon, 
he  celebrated  with.  Salomon  family  mem- 
bers over  champagne  at  Geneva's  swank 
Hotel  des  Bergnes.  Tlie  Adidas  ceo  had 
reason  to  gloat  a  little.  In  one  deft 
stroke,  Louis-Dreyfus  has  broadened  his 
sports  company's  product  base  and  bal- 
anced its  geogi-aphic  reach.  With  bet- 
ter insulation  against  fickle  swings  in 
fashion  and  regional  downturns,  Adidas 
will  be  a  much  stronger  competitor  in 
the  $100  biUion  global  sports-equipment 
market.  "We're  getting  into  the  big 
boys'  playground,"  says  Bernard  Sa- 
lomon, son  of  retired  company  founder 
Georges  and  head  of  the  Mavic  bicycle- 
components  division. 

Actually,  the  playgi'ound  looks  more 
like  a  battlefield.  Adidas  and  archiival 
Nike  Inc.  are  squaring  off  to  see  which 
will  dominate  the  sporting-goods  mai'ket 
in  the  next  centuiy.  While  Louis-Drey- 
fus, 51,  executed  a  stunning  tiuiiaround 
of  the  German  company  beginning  in 
1993,  he  has  watched  industry  behe- 
moth Nike  expand  aggi'essively  outside 
its  U.  S.  stronghold.  But  now,  he  has 
outmaneuvered  Nike  in  the  inash  to  di- 
versify from  shoes  and  apparel — a  cini- 
cial  strategy  that  may  push  Nike  to 
look  for  more  acquisitions.  "The  fight  is 
just  beginning,"  says  analyst  Thomas 
Jokel  of  Bank  Julius  Baer  &  Co. 
BIG  SPENDER.  Adidas'  $1.3  biUion  pur- 
chase vaults  it  past  Reebok  into  the 
No.  2  spot  worldwide.  The  combined 
company,  to  be  called  Adidas-Salomon, 
will  have  sales  of  about  $3.4  billion.  Sa- 
lomon, which  makes  ski  gear,  golf  clubs, 
and  bike  components,  will  boost  Adidas 
in  Asia  and  North  America,  where  it 
is  weak.  And  the  combined  company's 
reliance  on  the  slow-gi-owing  European 
market  will  decline,  since  sales  there 
win  di'op  to  60%  of  the  total,  down  from 
66%  for  Adidas  before  the  merger. 

To  be  sure,  Nike  remains  the  indus- 
try leader  and  the  company  to  beat.  Its 

annual  sales  of  .$9.1   

billion,  up  42%  from  LOUIS-DREYFUS: 
the     prior    year,  Outmaneuvering 
dwarf  those  of  all  Nike  in  the  rush 
rivals.  It  will  out-  to  diversify  in 
spend     the    new,  global  markets 


bulked-up  Adidas  2-to-l  on 
marketing  and  promotions, 
with  annual  outlays  of  about 
$1.1  billion.  One  of  Nike's 
most  valuable  assets  is  the 
stable  of  superstar  athletes 
who  promote  its  Swoosh 
trademark,  from  golf  phenom 
Tiger  Woods  to  basketballer 
Michael  Jordan. 

But  Salomon's  product  line  gives  Adi- 
das a  new  edge.  The  company  makes 
finely  engineered  products  that  com- 
mand premium  prices  and  deUver  high- 
er margins  than  T-shirts  or  sneak- 
ers. They  also  attract  attention 
from  upscale  consumers.  For  in- 
stance, two  years  ago,  Sa 
lomon  introduced  thicker 
"bubble"  shafts  in  its  Tay- 
lor Made  golf-club  brand 
that  give  a  player's  swing  more 
power.  Sales  have  surged,  and  Taylor 
is  the  No. 2  brand  in  the  U.S.  What's 
more,  Salomon's  bindings  are  the  indus- 
try standard  for  both  downhill  and 
cross-country  skis.  One-fourth  of  Adi- 
das-Salomon's sales  vrill  come  from  such 
high-margin  products,  vs.  just  5%  for 


diversificatjj 
Several  veSf 


the  stand-alo| 
Adidas.  [ 
Nike,  meanwhJ'. 
has  had  limited  succi 
with  its 
strategy, 
ago,  the  company  bou^i 
Bauer,  a  Canadian  make)-  ; 
hockey  skates  and  accessoi'ii 
When  Nike  introduced  a  n  i 
hockey  stick  with  an  ergonoii]' 
finger-fitting  handle,  skaters  yawn'i. 
"It's  a  nice  idea,  but  it  doesn't  ni;) 
anybody  throw  out  their  old  hoc% 
stick,"  says  John  Horan,  pubUsherjit 
the  newsletter  SpoHing  Goods  Inte 
gence.  Shoes  and  clothing  still  make 
95%  of  Nike's  sales. 
FIERCE  RIVAL.  Although  Adidas  si 
won't  be  able  to  match  Nike's  marketle 
muscle,  its  spending  vdll  probably  <y 
come  more  efficient.  For  instance,! 
may  introduce  Taylor  Made  golf  b;t 
and  apparel,  so  spending  on  the  bi  a; 
will  cover  a  wider  range  of  productsj 
Investors  seem  to  agi'ee  this  deal  \11 
make  Adidas  a  more  formidable  C(  i- 
petitor.  Initial  concern  over  the  uk 
debt  the  company  will  nm  up  to  ij 
for  Salomon  stock  passed  quickly.  A-i- 
lysts  said  Adidas-Salomon's  annual  fk 
cash  flow  of  about  $225  million  wofi 
easily  service  the  debt.  After  drop[)ig 
at  iirst,  Adidas  stock  price  rebounded:?) 
Sept.  17,  closing  7%  highei;  at  $132.1: 
So  far,  Adidas  hasn't  been  ablefc 
steal  much  market  share  from  Nike,  ii- 
stead,  the  fight  between  the  titan# 
costing  smaller  players,  say  analysts,  fi 
Japan,  where  Nike  is  No.  1,  local  brai  s 
such  as  Asics  have  lost  share.  And  n 
the  U.  S.,  Fila's  order  book  for  the  n  t 
six  months  has  dried  up.  Louis-Dr  - 
fus  knows  all  too  well,  however,  t  t 
he  must  keep  his  eye  on  the  ball —  e 
one  emblazoned  with  a  Nike  Swoosl 

By  David  Woodruff  in  Frankfi  . 
with  Mia  Tiinephi  in  Paris 
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With  an  industry 
leading  7-hoiir  single 
battery*  notebook, 
Acer  is  redefining 
mobile  solutions. 


>rr' frill  n^tMtrlA^^t  i 


totally  expandable, 

infinitely  scalable,  completely  compatible, 
easily  manageable,  and  entirely  mobile. 

Introducing  Acer's  Mobile  Client  Sei-ver  solution  —  the  new  way  to  truly  realize  enterf 
productivity.  With  increasingly  virtual  and  mobile  enterprises,  access  to  comp 
information  is  vital.  Anytime.  Anywhere.  Acer's  Mobile  Client  Server  solutions  pro 
connectivity,  security,  mobility,  accessibility,  and  manageability  —  expanding  product 
and  your  competitive  edge.  As  a  world  leader,  Acer  has  a  full  range  of  solutii 
like  the  AcerAltos™  9000Pro  server  with  dual  Intel®  Pentium®  Pro  processors, 
outstanding  service  and  support.  Acer's  Mobile  Client  Sei-ver 
solution.  It's  definitely  expandable.  And  absolutely  productive.  A^tC** 


ACBR 

1-800-558-ACER  &  s 
option  2,  1 
www.acer.com/aa 


PENTIUM.PRO 

PnOCESSOR 


*Actual  results  may  vary  depending  on  usage.  ©1997  Acer  America  Corporation.  Acer  and  the  Acer  logo  are  registered  trademarks,  and 
is  3  trademark  of  Acer  America  Corporation  and  Acer  Inc.  Intel,  the  Intel  Inside  Logo,  and  Pentium  are  registered  trademarks  of  Intel  Coi 


With  a  new 
Network  Ready  PC, 
Acer  has  a  range 
of  products  that 
make  sense. 


AcerAltos  servers 
have  manageability 
built-in. 


International  Outlook 


EDITED  BY  JOHN  TEMPLEMAN 


ISRAEL:  A  RELIGIOUS  FEUD 
GOULD  DAMAGE  U.S.  SUPPORT 


From  damaging  police  investigations  of  alleged  influence- 
peddling  to  the  near-collapse  of  the  Mideast  peace 
process,  Israeli  Prime  Minister  Benjamin  Netanyahu  has 
faced  some  tough  crises  since  taking  office  in  May,  1996.  But 
a  fii-estorm  over  revisions — at  the  behest  of  ultra-Orthodox 
Jews — to  Israel's  religious  Conversion  Law  is  pitting  Ne- 
tanyahu against  the  American  Jevdsh  community,  traditionally 
the  backbone  of  pohtical  and  economic  support  for  Israel. 

A  rift  between  American  Jews  and  Israel  could  have  far- 
reaching  effects.  U.  S.  Jews,  who  are  predominantly  RefoiTn 
or  Conservative,  are  major  donors  and  investors,  channehng 
more  than  $1  billion  a  year  into  Israel's 
economy.  Israel  gets  an  additional  $3  bil- 
lion in  official  U.  S.  aid.  But  financial  flows 
pale  compared  with  the  importance  of 
U.  S.  political  support  for  Israel.  Warns 
Canadian-born  billionaire  Charles  F. 
Bronfman,  a  major  investor  in  Israel: 
"American  Jews  may  disengage  com- 
pletely from  Israel  if  the  [Conversion] 
Law  is  changed." 

IN  THE  COLD.  Netanyahu  is  risking  cioicial 
intemational  support  because  of  intense 
political  pressure  at  home.  Just  23  Or- 
thodox and  ultra-Orthodox  members  of 
the  Knesset  account  for  more  than  one-third  of  the  65  who 
back  Netanyahu's  coalition.  "It's  a  matter  of  simple  mathe- 
matics. Netanyahu  can't  survive  without  the  support  of  the 
Orthodox,"  says  Israel  Singer,  director  general  of  the  New 
York-based  World  Jewish  Congress. 

In  return  for  their  support,  the  Orthodox  demanded  legal 
amendments  that  would  deny  recognition  to  conversions  per- 
fornied  outside  Israel.  The  only  legitimate  ones  would  be 
those  made  by  Orthodox  rabbis.  As  a  result,  America's  Re- 
forTTfi  and  Conservative  Jews  would  be  out  in  the  cold.  They 
would  even  be  denied  the  automatic  Israeli  citizenship  that 
has  been  given  to  converts  abroad  for  the  past  50  years. 


IMPASSE:  Ultra-Orthodox  vs.  Reform 


With  the  changes  imminent — they  could  be  enacted 
November — Israel's  embassy  in  Washington  and  its  c 
sulates  thi'oughout  the  U.  S.  have  been  inundated  with  anj 
letters.  Israeli  Ambassador  Eliyahu  Ben  Elissar  wan 
Jerusalem  recently  that  the  Knesset  did  not  yet  grasp  the 
tent  of  possible  damage  to  Israel's  interests.  Adds  Avrah 
Bui-g,  chairman  of  the  quasi-governmental  Jewish  Agency:  jr 
the  [U.  S.]  Administration  perceives  the  American  Jewl 
support  is  on  the  wane,  this  could  lead  to  a  reassessment 
Washington's  own  aid."  i 
Chnton  Administration  sources  say  that  the  controve|f 
hasn't  affected  pohcy  so  far.  But  soje 
American  investors  are  already  worril 
Netanyahu  supporters  such  as  cosmeljg 
heir  Ronald  Lauder  have  expressed  oh 
eem  over  growing  ultra-Orthodox  pov.r 
And  Los  Angeles'  Shamrock  Investme:.^ 
recently  sold  off  its  controlUng  staktj: 
Koor  Industries  Ltd.,  Israel's  largest,! 
dustrial  group.  "UnUke  Jewish  finania: 
support,  which  is  based  on  emotion,  Ti 
vestments  by  businessmen  are  base(l<i; 
cold  analysis,"  says  Shamrock  Presiilat 
Stanley  Gold.      "  | 
Searching  for  a  way  out  of  the  i- 
passe,  Netanyahu  formed  a  committee  in  June  to  find  a  cun 
promise.  But  no  one  will  bend.  The  ultra-Orthodox  Agui. 
Yisrael  and  Shas  parties  won't  budge.  And  opposition  Lav 
Party  leader  Ehud  Barak,  angry  at  what  he  sees  as  ]^ 
tanyahu's  dismantling  of  the  peace  process,  is  in  no  moocso 
bail  him  out  by  joining  a  government  of  national  unity.  . 

Netanyahu  has  only  a  few  weeks  to  find  a  solution.  lint 
cannot  please  both  the  Orthodox  at  home  and  the  Conseiia- 
tive  and  Refomi  communities  abroad,  he  will  propel  Isifi; 
into  uncharted,  and  potentially  dangerous,  territory  ara 


tricky  moment  in  its  history. 


By  Neal  Sandler  in  Jerusal 


GLOBAL  WRAPUP 

I 

RUSSIA  JOINS  THE  GLUB 

►  Russia  should  soon  find  it  easier  to 
collect  its  bills.  It  is  set  to  join  the 
Paris  Club  of  industrial  countries, 
which  negotiates  payment  schedules 
vdth  developing  countries  that  fall 
behind  on  repaying  their  debts  to  oth- 
er governments.  Russia  could  do  with 
the  extra  muscle:  Developing  coun- 
tries are  overdue  on  payments  of 
about  $100  billion  to  Russia,  mainly 
for  arms  purchases. 

But  first,  Russia  must  clean  up  its 
own  credit  record.  In  November,  it  is 


due  to  sign  an  agreement  with  the 
London  Club,  made  up  of  bankers  and 
other  private  lenders,  to  reschedule 
$35  billion  worth  of  commercial  debt. 
A  settlement,  in  conjimction  with  the 
country's  improving  economic  trends, 
could  prompt  the  rating  agencies  to 
upgrade  Russian  debt  (currently  BB- 
at  Standard  &  Poor's)  next  year. 

NORWEGIAN  POLL  STYMIES  FUND 

►  The  electoral  defeat  of  Norway's 
Labor  government  on  Sept.  15  has 
put  an  ambitious  investment  program 
in  limbo.  Defeated  Prime  Minister 


Torbjorn  Jagland  planned  to  legisla 
the  use  of  private  fund  managers  to 
place  30%  to  50%  of  a  $57  billion 
national  oil  fund  in  foreign  equities 
mainly  European. 

But  analysts  say  that  Jagland's  ex 
pected  successor.  Christian  Democra 
Party  leader  Kjell  Magne  Bondevik, 
may  not  have  enough  votes  to  push 
the  plan  through.  The  fund,  designe 
to  be  drawn  on  when  Norway's  oil  r 
serves  run  out,  is  managed  by  Nor- 
way's central  bank.  It  is  conservativ 
invested,  mainly  in  government  bon 
and  low-yield  paper. 
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W    0    R    K    S  H 


World's  #1  Networking  Forum 

Step  inside  NetWorld'+Interop®— the  world's 
largest  interactive  learning  center  for  mission- 
critical  networking  solutions.  In  only  days  you 
can  learn  how  to  deploy  the  most  advanced 
networking,  Internet  and  intranet  technologies 
on  the  planet.  NetWorld+Interop  has  the  expert 
knowledge  and  training  you  need  to  unleash 
a  new  generation  of  cutting-edge  applications. 
Ones  that  give  your  organization  the  agility, 
power  and  flexibility  to  move  forward— faster,  j 


Atlanta,  Georgia 

Georgia  World  Congress  Center 

October  6-10,  1997 


For  Registration/Information: 

800-962-6513 

Int'l  415-372-7079 

www.interop.com 


SOFTBANKforumS 

NETW#RLD 
+INTEROP 


^  1997  SOFTBANK  Forums.  Interop  is  a  registered  trademark  and  InteropNet  is  a  trademark  of  SOFTBANK  Forums.  NetWorld  is  a 


w's  Technologies  In  Action 

See  and  test  the  technologies  that  will  run  your- 
enterprise  2  years  from  now.  NetWorld+Interop 
builds  and  manages  the  most  diverse,  enterprise- 
class,  multivendor  network  in  the  world:  the 
InteropNet™.  Connecting  over  600  top  vendors  to 
the  Internet,  the  InteropNet  lets  you  evaluate 
the  newest  standards  in  networking,  live  on  the 
exhibition  floor.  This  is  your  one  chance  to  see 
emerging  technologies  at  work,  so  do  not  get 
caught  standing  still.  Pre-register  to  attend  now. 

U  other  lumes  are  the  property  of  their  respective  holders.     FV17ESPA  ' 


Cherries  in  winter, 
peaciies  in  spring.  It's 
not  ttie  weatlier  ttiat's 
clianged,  it's  ttie 
pacl^aging. 


Every  day.  al  36.000  feet,  a  global 
exchange  of  sorts  takes  place. 
Millions  of  freshly  picked  items  crisscrs 
the  globe,  many  of  them  gently  nestlej 
packaging's  version  of  a  first-class  sealf 
a  carton  or  container  designed  by  i 
International  Paper. 
Chilean  grapes  land  in  Marseilles. 
California  melons  touch  down  in  Warsa\ 
Tuscan  tomatoes  arrive  in  Kyoto. 
What  helps  them  survive  the  trip? 
Package  design  that  anticipates  realit 
temperature  swings,  humidity,  jostling 
customs  delays,  curious  spiders  and 
occasional  1 5-foot  plunge  from  a  cargh 
ship's  hoist. 

Packaging  also  has  to  be  specific. 
Frozen  chicken,  fresh  juice,  fine  chin 
each  poses  a  ver>  different  challenge 
Last  year  alone,  our  engineers  design 
over  44,000  distinct  kinds  of  packagi 
for  businesses  all  o\er  the  world.  An 
a  lab  where  we  mimic  the  rigors  of  gl 
tra\el.  our  packages  are  tested  until  t 
reveal  their  every  strength  and  weakn 
We  do  it  for  our  customers,  and  for  al 
\ou  who  cra\e  fresh,  unbruised  cherr 
in  midwinter. 


INTERNATIONAL^)  PAP 

We  answer  to  tlie  world. 


\\A\A\.i|)a|)er.com 


Sports  Business 


1 


TENNIS 


SO  FAR,  SHE'S  NOT 
THE  VENUS  DE  MOOLA 

Will  tour  tensions  hurt  Williams'  appeal? 


S 


I  he  amved  at  the  U.S.  Open  as  an 
unseeded  upstart.  But  as  Venus 
'Williams  romped  through  the  tour- 
nament in  a  pair  of  Reeboks  named  af- 
ter her,  it  became  clear  that  the  sneak- 
er maker  had  placed  a  smart  bet  on 
the  17-year-old  tennis  phenom.  Four 
days  after  Williams  collected  the  runner- 
up  trophy,  her  trademark  red,  white, 
and  blue  hair  beads — all  1,800  of  them — 
flailed  about  on  the  cover  of  Spoiis  Il- 
lustrated, which  dubbed  her  "party 
crasher"  for  her  brash  star  timi. 

But  as  some  declared  Williams  the 
Tiger  Woods  of  tennis,  other  players  on 
the  Women's  Tennis  Assn.  tour  took  , 
potshots  at  her,  and  her  father  com- 
plained about  racism  in  the  sport. 
In  the  afteiTnath  of  all  that  un- 
pleasantness, the  unavoidable 
cjuestion  is:  Has  Venus  dam- 
aged her  potential  as  a  star  ^ 
spokesperson? 

Of  course,  many 
companies  would 
welcome  the 

contro 
versy.  Nike  con- 
fronted racism  in  golf 
with  one  of  its  early 
Tiger  Woods  TV  spots,  and 
Converse  signed  up  the  Nation- 
al Basketball  Assn.'s  No.  1  badass 
Dennis  Rodman.  Hip  youth  brands 
might  embrace  Venus  as  a  feisty  young 
woman  taking  some  of  the  stai'ch  out  of 
the  largely  white  world  of  tennis. 

"She  could  be  a  breaktlirough  play- 
er," pi'edicts  David  Falk,  longtime  agent 
of  Michael  Jordan.  He  reasons  that  her 
unique  look,  dynamic  personality,  and 
power  game  could  help  her  set  a  new 
standard  for  tennis  marketer.  At  6  ft.  2 
in.  with  a  serve  clocked  at  108  mph, 
Venus  proves  women  can  be  as  strong  as 
men,  says  Katie  O'Neill,  dii'ector  of  client 
mai'keting  at  powerhouse  agency  IM(;. 
"COMPLICATED."  Venus  is  a  hit  around 
the  world,  too.  At  Wimbledon  last  sum- 
mer, organizers  played  her  on  a  show 
com!  despite  her  low  ranking.  And  with 
tennis'  global  reach — the  women's  tour 
travels  to  25  countries — Venus  could 
have  a  much  broader  platform  from 


"^tKI^^M  which  to 
market 
herself. 
She's  defi- 
nitely sellable," 
says  Daisy  Sin- 
clair of  Ogilvy  & 
Mather. 
But  not  every- 
one is  so  sure.  If 
Venus'  father  plans 
to  help  her  nail  any 
more  endorsements 
than  her  $3  million, 
five-year  Reebok 
deal,  he  "better  shut 
up,"  advises  W.  David 
Burns,  who  runs  a  sports  celebrity 
booking  service.  "It's  not  vdse  to  men- 
tion anything  negative  to  the  press." 
Jim  V.  Andrews,  vice-pres- 
ident of  lEG  Sponsorship 
Report,  which  tracks  cor- 
porate sponsorships,  ob- 
serves that  problems  on 
the  women's  tour  could  ad- 
versely affect  her  mar- 
ketability. "You  always  take 
a  chance  that  an  athlete 
might  blow  out  her  elbow, 
but  this  is  a  more  compli- 
cated situation,"  he  says. 

Whatever  tensions  had 
been  simmering  beneath 
the  suiface  of  the  women's 
tour  came  out  at  the  Open 
when  Venus  and  fellow  pro 
Irina  Spirlea  collided  dur- 
ing  a  changeover  late  in  their  semifinal 
match.  "She  thinks  she's  the  (expletive) 
Venus  Williams,"  Spirlea  said  later.  And 
other  pros  have  criticized  Venus  for  her 
standoffish  behavior.  The  next  day, 
Venus'  father,  Richard,  made  headlines 
when  he  called  the  bumping  incident 


LISTENING  TO  DAD:  He 

sounds  more  couciliatory 


racially  motivated.  At  a  press  cor 
ence  following  the  final,  Venus  triej 
dodge  the  issue.  "I  think  this  is 
nitely  mining  the  mood,  these  quest] 
about  racism,"  she  said,  chiding  the 

by  adding,  "You  dil 
have  to  bring  it  up.'l 
Maybe  not,  but  pros| 
tive  corporate  sponsors 
ably  will.  And  amidst 
such  controversy,  mar- 
keting Venus 


m  1  p 
not  be 
easy  overl'ij 
smash  it  could  have  bfv 
Venus'  age  might  also  play  aga^ 
her  in  the  marketplace.  Most  conjti 
nies  now  wait  to  make  sui*e  teen 
letes'  careers  pan  out  before  endoi 
them.  Procter  &  Gamble  Co.,  for  exr 
pie,  got  burned  by  its  association  v.. 
teen  tennis  star  Jennifer  Capriati,  -n 
signed  up  to  endorse  Oil  of  Olay  at 
turning  pro  in  1990  and  then  drop 
off  the  tour.  Capriati  later  resurfi 
when  police  arrested  her  for  posses 
of  marijuana.  Today,  many  compa 
that  use  female  athletes  look  for  : 
turing  moms  to  endorse  their  prodi 
says  O'Neill  of  img,  "and  Venus 
Chris  Evert." 

ADS,  BOOKS.  Richard  Williams  ha 
retracted  his  remai'ks  about  racism, 
he  now  says:  "There's  a  tension  i 
comes  along  with  evei*y  gi'eat  new 
lete.  But  I  don't  see  any  unusual 
mosity  out  there.  The  tension  is  , 
something  that  is  to  be 
pected."  His  plan  is  tc 
low  Venus  to  make  onOT 
two  commercials  and  "pi)- 
ably    do    some  booj.''^' 
Richard,  who  has  cloudy 
controlled  bjs  daughter'pa-ni 
reer,    wants    to  maiet 
Venus  as  a  role  modeli'^1^ 
want  Venus  to  set  a  higet 
standard  for  kids,"  he  sis..^ 
Other  than  her  two-yo"- 
old  Reebok  contract  bi 
shoes  and  apparel,  Veus^ 
has  no  endorsement  d(h. 
She  is  one  of  the  few 
players  without  a  racet 
contract.  Her  agent,  SesiJe 
lawyer  Keven  Davis,  who  also  re'e- 
sents  Tonya  Hai'ding,  won't  disclose^he'* 
names  of  any  corporations  intereste  in 
Wilhams.  But  he  says  25  compaes 
called  the  day  after  Venus  lost  at  he 
Open.  Now,  if  they'll  just  call  back. 

Btj  Brad  Wolimion  in  Atlc'ita 
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Our  business  class  now  relieves 
stiff  backs,  achy  legs  and  boredom. 


Now  every  transatlantic  business  class  seat  is  more  comfortable  and  fully  equipped  with 
movies,  music,  and  video  games.  On  Swissair's  MD-1  Is.  you're  treated  to  seats  that  cradle  your  back,  recline  to 
48°  have  a  higher  leg  rest  and  a  fully  adjustable  headrest.  And  between  each  seat,  there's  almost  four  feet  for  stretching 
out.  At  your  fingertips  is  our  state-of-the-art  personal  entertainment  system  with  movies  that  you  can  start  and  stop  when 
you  like.  And  since  all  our  transatlantic  flights  are  smoke-free,  the  cabin  is  tilled  with  only  the  mouthwatering  aromas  of 
a  delectable  meal.  Remember,  you're  on  business,  but  it  shouldn't  feel  like  work. 

Call  Swissair  at  1-800-221-4750  or  call  your  travel  agent. 

http:/ /www.swissair.com 

swissairj^^  world's  most  refreshing  airline. 

Partner  in  the  Delta  Air  Lines,  Midwest  Express,  US  Airways  and  Air  Canada  frequent  flyer  programs. 


AMD-K6'"  MMX"  Inhanced  Processor, 

It's  the  new  aineratlon;^ 
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The  AMD-K6  MMX  Enhanced  Processor 


BiiiQi    foi"  a  new 


generation  of 
an  achievements. 


What  a  child  sees  and  hears  feeds  his 
imagination.  Now  you  can  give  your  child 
a  feast  of  sights  and  sounds  unlike  any 
before.  The  AMD-K6^"  MMX^"  Enhanced 
Processor  delivers  a  new  generation  of  multi- 
media sound,  video,  color  and  graphics. 
It's  also  amazingly  fast  and  affordable. 
Which  makes  it  a  smarter  choice  than  the 
Pentium®  II  processor  for  running  Microsoft 
Windows^-based  PCs.  Of  course  that's 
the  kind  of  achievement  you'd  expect 
from  a  company  that's  shipped  over 
50  million  processors  in  just  the  past 
five  years.  Now,  think  what  your  child, 
and  you,  can  achieve.  Visit  our  website. 

AMD^ 

www.amd.com 
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WHEN  THE  LID 
COMES  OFF 


Closed-end  funds  have 
become  a  target  for 
savvy  investors  tiuTied 
activist  shareholders.  They're 
aiming  to  capture  a  windfall 
by  forcing  closed-end  funds, 
which  trade  like  ordinary 
common  stock,  to  transfoiTn 
themselves  into  traditional 
open-ended  mutual  funds. 
These  closed-enders  usually 
sell  at  a  big 
discount  to 
net  asset  val- 
ue (NAY)  of  their  portfolio 
largely  because  they  have 
performed  badly.  When  such 
a  fund  opens,  shareholders 
can  cash  in  because  they  can 
redeem  their  shares  at  full 
asset  value.  When  Pilgrim 
Amenca  Bank  &  Thiift  Fund 
remarked  that  it  might  open, 
the  share  price  jumped  near- 
ly 9%  in  thi-ee  days,  as  the 
discount  between  the  fimd's 
market  value  and  nav  slu-ank 
fi-om  12%  to  4%. 

Open-ending  is  on  the  rise. 
Four  funds  have  converted 
so  far  this  year,  and  votes 
are  scheduled  for  seven  more 
by  yeai'end.  One  is  scheduled 
to  open  in  October  and  one 
in  early  1998,  according  to 
Thomas  Herzfeld,  a  veteran 
closed-end  fimd  trader  in  Mi- 
ami and  publisher  of  the 
199,s  Eucyclopedm  of  Closed- 
End  Funds.  That's  up  from 
four  last  year.  "The  trend 
has  been  under  way  in  off- 
shore fimds  for  several  years 
and  is  now  gaining  momen- 
tum in  the  U.  S.,"  says 
Michael  Porter,  the  closed- 
end  fund  analyst  at  Smith 
Barney.  That's  partly  be- 
cause of  increasing  pressure 
ft-om  activist  institutions  and 
the  Securities  &  Exchange 
Commission  forcing  fund 
managements  to  adhere  to 
prospectus  provisions  to  nar- 
row persistent  discounts. 


INVESTING 


Closed-end  funds  are  not 
hard  to  find.  About  460  are 
listed   on  the   New  York 
Stock  Exchange  alone.  And 
of  the  487  closed-end  fimds, 
365  trade  below  nav,  accord- 
ing to  Lipper  Analytical  Ser- 
vices. The  average  closed-end 
discount  is  9.23%,  dovra  fi-om 
10.04%  in  1996.  But  some  run 
as  high  as  30%.  Because  the 
share  price  is 
determined 
by  investor 
interest,  funds  that  are  per- 
forming poorly  and  have  few 
prospects  generally  sell  at 
deep  discounts. 
POOR  PERFORMER.  It's  tough 
to  predict  which  closed-end 
funds  will  be  forced  open  or 
targeted  for  other  discount- 
narrowing  techniques  such 
as  share  buybacks  or  tender 
offers.  But  three  factors 
make  a  fund  a  good  bet  for 
changing  its  stripes.  For  one 
thing,  the  fund  should  be 
selling  at  a  hefty  discount  to 
nav,  say  15%  or  more.  Sec- 
ond, institutions  should  own 
a  good  slice  of  the  outstand- 
ing shares.  And  last,  the 
fund's  prospectus  should  con- 
tain provisions  for  narrow- 
ing or  eliminating  discounts. 
According    to    a  recent 
Herzfeld  study,  88%  of  the 
closed-end  funds  have  such 
provisions. 

Those  funds  that  trade 
with  a  chronically  wide  dis- 
count are  worth  a  look.  Take 
Latin  America  Growi;h  Fund, 
which  has  been  plagued  by  a 
double-digit  discount  for  over 
a  year  and  traded  at  nearly 
21%'  below  its  NAV  on  Sept. 
15.  The  fimd  has  had  an  NAV 
return  of  18.5%.  for  the  fti-st 
six  months  of  this  yeai-.  Rival 
Latin  funds  gained  21%  to 
45%'  in  the  same  period. 

Steep  discounts  often  at- 
tract institutional  investors 
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ng  for  bargains.  Porter 
lates  that  institutional 
rship  of  closed-end  fund 
s  has  jumped  ft-om  sin- 
igits  to  the  high  teens 
the  end  of  1995.  Any 
J-end  fund  with  an  in- 
ional  ownership  of  20% 
jre  is  worth  considering 
ise  the  institutions  might 
lize  other  shareholders 
ke  action  to  change  the 
3  structui'e. 

me  institutions  are  more 
issive  than  others.  A  few 
3S  are  known  for  their 
ism:  Newgate  Manage- 

Associates, 
1  in  Greenwich, 
.,  Harvard  Col- 
City  of  London 
;tment  Manage- 
,  Lazard  Freres 
0.,  and  Phillip 
stein,  who  runs 
rtunity  Partners. 
)  million  hedge 
that  specializes 
sed-end  funds  in 
;antville,  N.  Y. 
r  stake  in  a 
d-end  fund  does 
guarantee  an 


scheduled  to  open  the  funds. 
Of  com"se,  the  less  certain  the 
outcome,  the  steeper  the  dis- 
counts and  the  greater  the 
potential  return  for  adven- 
turous investors. 

Another  way  to  play  the 
game  is  to  buy  funds  that 
have  scheduled  shareholder 
votes  to  open  the  fund. 
There  is  usually  a  lag  be- 
tween the  announcement  for 
open-ending  and  the  final  ac- 
tion. Discounts  persist 
throughout  the  process. 
Schroder  Asian  Growth 
Fund,  selling  at  a  10.5%  dis- 


What's  more,  management 
usually  opposes  opening  a 
fund  because  fees  are  based 
on  assets,  and  once  a  fund 
opens,  money  siphons  out. 
Rather  than  going  for  the 
open-end  option,  management 
may  choose  to  buy  back  or 
tender  shares. 

The  least  risky  strategy  is 
to  buy  a  fund  that  has  an- 
nounced it  will  open.  Two 
fimds  ai'e  in  that  position.  Al- 
liance Global  Environment 
vdll  open  on  Oct.  2  and  still 
trades  at  a  3%  discount.  And 
tcw/dw  Emerging  Markets 


are  higher, 
my    of  these 
irs  have  posi- 


Irowth.  Institu- 

own  46% — City 
mdon  Investment  Man- 
lent,  Harvard  College, 
Lazard  Freres  among 
,  according  to  CDA/Spec- 
,  a  stock  ownership  re- 
;h  firm  in  Rockville,  Md. 
der  Spain  &  Portugal 
i,  formerly  called  the 
;  Iberian  Fund,  is  also  a 

open-end  target,  says 
stein.  The  fund  faces  a 
eholder  vote  for  ap- 
al  of  a  new  adviser  on 
21,  and  activist  share- 
er  City  of  London  In- 
Tient  Management  owns 
of  the  total  22%  of  in- 
tional  holdings.  What's 
the  fund  has  lan- 
ded with  a  persistent 
discount. 

hile  Latin  America 
vth  and  Scudder  Spain  & 
ugal  have  provisions  in 
'  prospectuses  to  narrow 
)unts,  there  are  no  votes 


Closed-End 

Sale 

Many  closed-end  funds  trade  Jur  less  than  their  net  asset  value  (NAV). 
But  a  growing  number  have  been  turning  themselves  into  open-ended  funds 
that  trade  at  or  near  NAV  That  means  savvy  shareholders  who  bought  into 

these  funds  at  a  discount  have  been  reaping  windfalls.  Here  are  some 
closed-end  funds  that  could  open  in  coming  months  and  are  still  trading 

under  NAV: 

FUND 

DISCOUNT  COMMENTS 
FROM  NAV 

GT  GLOBAL  DEV.  MKTS 

8.0%  VOTE  TO  OPEN  SET  FOR  OCT.  21 

UTIN  AMERICA  GROWTH 

20.5     SAVVY  SHAREHOLDERS 

PILGRIM  AMERICA  BANK  &  THRIFT 

5.0    VOTE  TO  OPEN  ON  OCT  16 

SCUDDER  SPAIN  &  PORTUGAL 

16.0     VOTE  FOR  NEW  ADVISER  OCT  21 

TCW/DW  EMERGING  MKTS. 

8.0    SCHEDULED  TO  OPEN  IN  1998 

TEMPLETON  DRAGON 

22.5     VOTE  TO  RESTRUCTURE  SEPT.  23 

TEMPLETON  VIETNAM  OPPORTUNITIES 

11.0     PROS  BET  FUND  WILL  OPEN 

DATA:  THOMAS  J.  HERZFELD  ADVISORS.  CDA/SPECTRUM 

in  that  management  allows 
for  periodic  redemptions  at 
NAV  of  a  predesignated  num- 
ber of  shares.  Whether  the 
proposal  will  be  approved  is 
anybody's  guess.  When  man- 
agement opposes  the  change, 
as  they  do  in  this  case,  it's 
almost  impossible  to  get 
the  proposal  passed,  says 
Herzfekl.  Goldstein,  however, 
argues  that  with  the  fund 
selling  at  a  22.5%  discount  to 
NAV,  "shai-eholders  may  make 
a  good  showing  and  force 
management  to  do  some- 
thing." Indeed,  19%  is  owned 
by  institutions,  in- 
cluding heavy  hitters 
Newgate  Manage- 
ment and  City  of 
London  Investment 
Management. 

Templeton  Viet- 
nam Opportunities  is 
an  unusual  case.  The 
prospectus  mandates 
that  65%  of  the 
fund's  assets  be  in- 
vested in  Vietnam  by 
its  third  anniversai-y 
this  fall.  It  hasn't  met 
that  requirement. 


the  portfolio  is  in- 
vested there.  At  the 
Oct.  1  board  meeting. 


count,  was  scheduled  for  an 
open-ending  vote  in  mid-Sep- 
tember. Pilgrim  America 
Bank  &  Thrift  and  qt  Global 
Developing  Markets  Fund 
have  votes  coming  up  in 
mid-to-late  October.  Pilgrim's 
discount  is  5%-,  and  gt's  is 
8%.  City  of  London  Invest- 
ment Management,  Lazard 
Freres,  and  Harvard  College 
are  among  the  institutions 
that  own  29%  of  GT. 
SIPHONING  OlfT.  WTiile  closed- 
end  watchers  speculate  that 
these  three  funds  will  open, 
there's  still  a  chance  they 
won't.  When  open-ending 
votes  come  up,  apathetic  in- 
vestors fi'equently  just  check 
off  management  recommen- 
dations or  don't  cast  ballots. 
Funds  often  requii'e  approval 
of  67%  to  80%  of  the  out- 
standing shares  for  an  open- 
ending   proposal   to  pass. 


Opportunities  Ti-ust  trades  at 
an  8%'  discount  despite  its 
scheduled  conversion  early 
next  year.  "The  discount  has 
narrowed  [fi'om  13%],  but  it 
is  still  a  good  buy,"  says 
Porter.  Risk  remains,  howev- 
er The  return  gained  on  the 
spread  between  the  discount 
and  the  nav  can  be  wiped 
out  if  the  fimd  performance 
plummets  between  the  time 
of  the  vote  and  the  action  to 
open. 

Controversy  surrounds  two 
other  closed-end  funds:  Tem- 
pleton Dragon  Fund  (which 
invests  mainly  in  China  and 
Japan)  and  Templeton  Viet- 
nam Opportunities.  On  Sept. 
23,  Templeton  Dragon  share- 
holders were  scheduled  to 
vote  on  whether  to  restruc- 
tui-e  the  fund  into  an  inter- 
val fund.  Such  a  fund  differs 
from  the  closed-end  structure 


sess  the  portfoho  and 
recommend  whether 
the  fund  should  be  hquidated, 
open-ended,  or  modified  into 
a  regional  closed-end  fimd.  A 
shareholder  vote  will  be 
scheduled.  "I  think  they  will 
convert  to  an  open-end  re- 
gional fund  to  comply  with 
the  prospectus,"  says  Porter, 
citing  the  11%  discount  to 
NAV  and  the  23%  decline  in 
the  stock  price  since  the 
fimd's  initial  public  offering. 
Franklin  Templeton  Group, 
the  fund  family,  declined  to 
comment  on  the  status  of  ei- 
ther fund. 

Even  if  none  of  these 
closed-end  funds  open,  you 
can  still  make  money  over 
the  long  term  if  the  under- 
lying portfolio  appreciates  or 
the  discount  narrows.  It's 
probably  as  close  to  a  win- 
win  situation  as  you're  likely 
to  get  in  these  turbulent 
markets.  Toddi  Gutner 
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Personal  Business 


THE  PERILS  OF  INVESTING 
TOO  CLOSE  TO  HOME 


Not  long  ago,  the 
investment  world  was 
startled  by  stark  evi- 
dence that  do-it-your- 
self investors  are  terrible 
traders.  Teny  Odean,  then  a 
gi-ad  student  at 
the  University 
of  CaUfomia  at  Berkeley,  un- 
veiled his  study  of  trading  in 
10,000  discount-brokerage  ac- 
counts from  1987  to  1993. 
The  stocks  these  investors 
sold  beat  the  market,  he 
found,  while  those  they 
bought  did  worse  (table).  One 
year  after  the  trades,  the  av- 
erage investor  wound  up 
more  than  9%  poorer  than  if 
had  he  done  nothing.  Two 
years  later,  the  results  were 
even  worse. 

Does  that  outcome  strike 
uncomfortably  close  to  your 
portfolio?  If  you  suspect  so, 
you  might  benefit  from  the 
conclusions  of  a  related  study 
of  investor  behavior,  recently 
released  by  Gur  Huberman,  a 
finance  professor  at  Colum- 
bia University. 
GOING  LOCAL.  Odean's  work 
suggests  that  do-it-your- 
selfers, expecting  they'll  prof- 
it more  by  making  trades 
than  standing  pat,  are  over- 
confident. Now,  Huberman's 
study  points  out  that  one 
form  of  this  crippling  over- 
confidence  may  be  investors' 
predilection  for  shares  in  fa- 
miliar companies. 

Huberman  started  by  won- 
dering why  global  investors 
so  clearly  prefer  domestic 


SMART  MONEY 


over  foreign  stocks.  Did  this 
"home  country  bias"  stem 
from  such  barriers  as  foreign 
exchange  and  capital  con- 
trols? Or  did  it,  as  he  sur- 
mised, have  more  to  do  vrith 
investors'  psychological  need 
to  feel  comfortable  with 
where  they  put 
theii"  money? 
Huberman  tested  his 
hunch  by  examining  stock- 
ownership  records  of  the  sev- 
en regional  Bell  operating 
companies  (rbocs).  He 
found  that  in  all  but  one 
state,  more  people  hold 
shares  of  the  local  rboc 
than  any  other,  and  their 
holdings  average  $14,400. 
For  RBOC  investors  who 
don't  stick  with  the  local 
unit,  the  average  is 
$8,246. 

Plainly,  all  of  those  in- 
vestors can't  be  right. 
Everyone's  local  rboc 
can't  be  a  better  invest- 
ment choice  than  any  of 
the  other  six.  Yet,  as  Hu- 
berman observes,  "people 
delude  themselves  into 
thinking  that  they  know 
more  than  they  do." 

Odean,  now  a  finance 
professor  at  the  Universi- 
ty of  California  at  Davis, 
thinks  individual  investoi-s 
impose  a  variety  of  filters 
to  sift  through  the  field  of 
10,000  or  more  U.S.  stocks. 
Some  filters,  such  as  a  below- 
market  price-earnings  ratio, 
may  be  rational.  Others — 
"I'm  not  going  to  buy  a  stock 
I've  never  heard  of — aren't. 
If  you  systematically  favor 


familiar  companies,  you're 
probably  overestimating  the 
superiority  of  yoiu"  informa- 
tion. Chicagoans,  for  exam- 
ple, may  think  they're 
smarter  about  Ameritech 
than  about  Bell  Atlantic, 
while  folks  in  Philly  think 
they  know  more  about  Bell 
Atlantic  than  Ameritech.  Yet 
even  though  you're  familiar 
with  a  stock,  you  should  be 
as  willing  to  reject  it  as  ac- 
cept it.  Huberman's  study 
found  that  local  investors 
everywhere  but  Montana 
overwhelmingly  preferred 
their  rboc.  "The  crux  of  the 
matter  is,  how  much  do  you 
know  about  what  you  know?" 
Odean  says. 


How  Overconfidence 
Hurts  Investors 

A  study  of 10,000  discount 
brokerage  accounts  from  1987  to 
1993  shows  that  on  average,  the 
stocks  investors  sold  beat  the  mar- 
ket by  2.89%  after  two  years  and 
those  they  bought  underperformed 
it  by  0.68%.  Here's  how  they  lost  out 
overall  after  two  years. 


Lost  value  from 

-2.89% 

stocks  sold 

Underperformance  of 

-0.68 

stocks  bought 

Transaction  costs 

-5.90 

Total  value  lost 

-9.47% 

DATA;  TERRANCE  ODEAN 

What  stocks  may  be  dangerously 
familiar?  For  starters,  those  of 
local  phone  companies,  your 
employer's,  and  "affinity"  shares 


To  embrace  the  familiar 
makes  sense  for  those  who 
swallowed  glib  accounts  of 
such  stock-picking  stars  as 
Fidelity  Investments'  Peter 
Lynch  and  Berkshire  Hath- 
away's  Warren  Buffett.  It's 
often  pointed  out  that 
Lynch's  taste  for 
DimMn'  Donuts  cof- 
fee led  him  to  a 
winning  investment 
in  the  company,  and 
Buffett's  thirst  for 
Cherry  Cokes 
helped  him  toward 
his  big  score  in 
Coca-Cola  shares. 

To   be   fair  to 
both    men,  their 


own  detailed  accounts 
emphasize  the  necessit| 
figuring  out  a  company's 
flows  and  whether  its  s'( 
is  cheap  next  to  the  curnt 
value  of  those  cash  fl(;s. 
Trouble  is,  how  many  dit-i 
yourselfers  are  sharp  esta- 
tors  of  future  cash  flows''!* 
takes  a  few  more  steps 
tween  saying,  'This  is  a  lj\ 
company,'  and  saying  fli 
price  is  low,' "  Huberman  m 
tions.  "The  danger  is  mojo 
us  stop  at  the  first  step.'| 

Huberman  concludes 
when  investors  tUt  towa 
miliar  stocks,  they  takd 
more  risk  by  diversifying! 
broadly  and  also  by  im 
ing  with  the  herd — thea 
cutting  potential  retu 
"If  people  are  more 
ing  to  buy  the  far 
Odean  notes,  "there 
ing  to  be  a  premiv 
the  price." 

USUAL  SUSPECTS.  Bedes 
telephone  companies,  mi 
other  stocks  might  be  l»- 
gerously   familiar?  fei 
starters,  your  emplows 
stock.  Huberman  citesjfe- 
cent  surveys  showing  pB- 
ployer  stock  makesfe 
one-third  or  more  of  |eii 
401(k)  assets.  You 
might  hesitate  over] 
impulse  toward  bui 
"affinity"  stocks — Al 
Computer  if  you're  a  j 
user,  say,  or  Berks 
Hathaway  if  you're  a 
fett  admirer  It's  not 
either  stock  necessariii 
ovei-valued.  You  just  n| 
be  kidding  yourself  on 
well  you  undei-stand  the 
pany's  prospects. 

Besides  moving  pastjlJ 
familiar-,  Huberman  thl 
"people  should  diversify! 
ternationally,  even  thci 
they   consider  themseS 
completely  ignorant  aifii- 
France  and  Germany  in' 
wherever."  In  his  thinlttg 
the  best  approach  is  thrcCi 
mutual  funds,  particularl;  ikj 
dex  fimds.  ' 

As  for  persistent  st  k- 
pickers  who  get  a  charge  ul 
of  trading  and  can't  bear  rt 
tling  for  an  index  fijdi. 
Odean's  advice:  "Cool  oufbt 
your  trading."  Robert  Baiei  j 
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lEVlEWING  ON  THE  WEB: 
VIGHT  ON  THE  TOWN 


I't  tell  my  bosses, 
I  almost  played 
after  surfing 
Web  at  work. 


ky 


ng  visited  Movielink.com, 
ih  site  that  provides  film 
iules  in  the 
Apple  and 
ther  cities,  I  wanted  to 
k  out  to  a  nearby  the- 

to  catch  a  Hollywood 
cbuster  or  an  art  film. 
1 — fickle  New  Yorker 
I  am — I  thought  instead 
t  seeing  a  Broadway 
,  or  perhaps  a  ball  game, 
wed  by  a  meal  at  a 
ly  new  eateiy.  To  scope 

the    possibilities,  I 
ked  out  the  CitySearch 
Sidewalk  sites, 
slew  of  free  city  and  re- 
al guides  such  as  these 

sprung  up  on  the  Web 
f  to  help  urban  denizens 
tourists  map  out  a  day's 
vening's  entertainment 
e).  In  the  pre-Internet 
d,  folks  quizzed  friends 
xplored  newspapers  and 
xzines  for  advice  on  what 
3  around  town.  But  local 
le  information  guides 
nise  to  let  people  tailor 
iteractive  search  to  their 
rite  pastimes  at  no 
ge.  And  unlike  print  list- 


ONLINE 


ings,  electronic  ones  can  be 
constantly  updated.  Done 
right,  the  Web  sites  contain 
pithy  reviews  of  shows  and 
restaurants  and  let  you  add 
your  own  two  cents  for  oth- 
ers to  see.  The  better  list- 
ings also  include  ticket  prices, 
maps,  and  direc- 
tions. In  some 
cases,  you  can  book  reserva- 
tions from  your  keyboard. 
PASSIONS.  Microsoft  Corp. 
has  placed  its  heft  behind 
Sidewalk,  which  currently 
covers  Boston,  New  York, 
Seattle,  and  the  Twin  Cities, 
with  a  half-dozen  more  metro 
areas  to  come  by  yearend. 
Rival  CitySearch  tracks  New 
York,  Raleigh-Durham,  Salt 
Lake  City,  San  Francisco, 


Toronto,  and  several 
other  cities.  Cox  In- 
teractive Media's 
city  sites  include 
Atlanta  and  Austin, 
Tex.  Digital  City  covers 
17  metropolitan  areas  on 
the  Web  and  14  on  America 
Online.  And  Pacific  Bell  At 
Hand  (www.athand.com)  pro- 
vides exhaustive  coverage  of 
the  Golden  State. 

Many  search  engine  com- 
panies such  as  Excite,  Ly- 
cos, and  Yahoo!  also  are 
diving  into  your  home- 
town, providing  numer- 
ous local  links  culled 
from  their  larger  databas- 
es. The  Yahoo!  New  York 
site,  for  instance,  lets  you 
pore  through  headlines  pro- 
vided by  a  local  radio  station 
and  includes  links  to  libraiies, 
sports  teams,  political  paities, 
and  other  parochial  passions. 

For  now,  the  sites  only 
partly  live  up  to  their 
promise.  On  the  plus  side  at 
Sidewalk,  I  typed  in  "jazz" 
and  came  up  with  a  roster  of 
peifoiTners  appearing  in  New 
York,  along  with  listings  for 
Circle  Line's  Jazz  Cniise  and 
the  movie  All  That  Jazz.  I 
also  could  indicate  the  types 
of  food,  films,  and  festivals  I 
preferred,  or  performers  I 
wanted  to  see,  so  that  events 
matching  my  selections 
popped  up  on-screen.  Side- 
walk also  sends  weekly  E- 
mail  alerts  about  events  of 
interest.  Another  nice  featui'e 
is  a  hsting  of  last-minute  dis- 
count theater  tickets  avail- 
able at  the  TKTS  booth  near 
Times  Square  and  in  the 
World  Ti-ade  Center 


But  Sidewalk's  restaui-ant 
Hstings  were  inconsistent- 
some  provided  little  or  no  de- 
tails. Moreover,  the  "Getting 
There"  sections  might  con- 
fuse tourists.  People  needing 
directions  to  a  restaurant  or 
theater  might  be  told  to  take 
the  "1,9  or  c,E,  to  50th  St." 
But  nowhere  is  there  any  in- 
dication that  these  refer  to 
subway  lines.  And  the  posi- 
tioning of  icons  on  some  maps 
made  it  difficult  to  pinpoint 
locations. 

KOSHER  DELIS.  CitySearch  is 
also  a  mixed  bag.  The  site  of- 
fers a  well-laid  out  screen 
that  makes  it  easy  to  locate 
information  (arts  and  enter- 
tainment, shops  and  sei-vices). 
And  CitySearch  boasts  im- 
pressive partnei's  such  as  the 
Los  Angeles  Times,  the 
Washington  Post,  and  Ticket- 
Master.  As  with  Sidewalk, 
you  can  get  E-mail  alerts 
telling  you,  say,  when  your 
favorite  singer  comes  to 
town.  You  also  can  read  com- 
ments left  by  other  visitors 
about  restaurants,  events,  or 
shops — and  add  your  own. 

However,  I  found  several 
mistakes  and  omissions.  My 
search  for  "kosher  deli"  yield- 
ed only  three  names  in  all  of 
New  York  City.  Typing 
"kosher  delicatessen"  brought 
up  only  one.  Inexplicably, 
there  was  no  listing  for  In 
the  Company  of  Men,  even 
when  the  controversial  film 
was  drawing  sellout  crowds. 
The  site  also  listed  incoirect 
admission  prices  at  one  movie 
house  near  my  office.  Good 
thing  I  never  left  work  early 
that  day.      Edward  C.  Baig 


City  Living,  City  Surfing 


SITE* 

CITYSEARCH 
www.citysearch.com 

COX  INTERACTIVE  MEDIA 
www.ciniedla.com 

DIGITAL  CITY 
www.tligitalcity.com 


COMMENTS 

Covers  nine  U.S.  metro  areas,  plus  Australia;  well-organized,  but  search 
results  are  often  incomplete;  users  can  share  comments  on  listings 

Provides  access  to  strong  sites  for  Atlanta,  Austin,  Phoenix,  and  other 
communities;  doesn't  let  you  customize  information 

Represents  14  cities  on  AOL,  17  on  the  Web;  includes  real  estate  and 
government  listings;  entertainment  pages  not  well-organized 


SIDEWALK  i  Covers  Boston,  New  York,  the  Twin  Cities,  Seattle,  with  more  on  the  way; 

www.sidewalk.com        ;  emphasis  on  arts,  entertainment  with  E-mail  updates 

*For  a  more  complete  list,  see  www.buslnessweek.com  or  America  Online:  keyword:  BW  data  Businessweek 
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Digital  Economy  Conference 
December  2-3,  1997 
San  Francisco 


lults 


In  the  new  digital  age,  a  company's  success  depends  on  its  ability  to  continuously 
strategize  and  plan  in  the  face  of  rapid  technological  advances. 

Business  Week's  1997  Digital  Economy  Conference  will  gather  senior 


executives 


from  major  companies  across  America  to  explore  the  dynamic  interaaion 


between  information  technology,  business  strategy  and  real-world  results. 

Building  on  the  ideas  and  energy  generated  by  last  year  s  highly  successf 


symposium 


,  the  Conference  is  an  interactive  forum  focused  on  finding  the 


right  answers  to  the  strategic  questions  raised  by  today's  technology-driven 

competing 

in,  the  digital  era 


registration  information, 

isecall  800.821.1329 

nsit  our  web  site  at  www.businessweek.com/execprog/digital 


tured  speakers 


S  E.  PLATT 

man.  President 

:eo 

ttt-Packard 
>any 


CRAIG  R.  BARRETT 

President  and  CEO 
Intel 


JAMES  F.  MOORE 

Chairmaii,  GeoPartners 
Research,  Inc.  CAROL  BARTZ 

Author,  The  Death  of  CEO  and  Chairman 
Competition  Autodesk,  Inc. 


JOHN  T.  CHAMBERS 

President  and  CEO 
Cisco  Systems,  Inc. 


ANN  WINBLAD 

Managing  Director 
Hummer  Winblad 
Venture  Partners 


R  DRUCKER 

iging  in  a  Time 
eat  Change 
satellite) 


DAN  EITINGON 

President 
Global  Support 
Services  Group 
Visa  International 


KIM  POLESE 

President  and  CEO 
Marimba  Inc. 


DANIEL  H.  CASE 

President  6~  CEO 
Hambrecht  &  Quist 
LLC 


II 


JOHN  NAISBITT 

Author 

Megatrends  Asia 


SCOTT  SHUSTER 

Conference  Moderator 
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Wharton 


Think  your  corporate 
strategy  is  ironclad? 


Think  again.  The  skills  and  knowledge  that  made  you  successf 
in  an  age  ot  chivalry  may  only  slow  \'ou  down  in  the  age  of  hyper-  j 
competition.  The  armor  that  was  an  advantage  is  now  a  burden.  Inl 
this  dynamic  time,  true  securit\'  comes  from  learning  and  flexibilitwS 


Wharton  Executive  Education  will  suit  vou  up  to  win.  Each  year, 
more  than  10,000  executives  come  to  Wharton  to  discover  sharp 
new  tools  to  aid  their  companies  and  their  careers.  While  we  can't 
take  you  to  the  Grail,  we  can  lead  you  to  some  of  the  latest  wisdoi 
about  leadership,  management,  marketing  and  finance  so  you  can 
break  out  ot  vour  old  mindset.  With  a  mix  of  more  than  200  pro- 
grams, we'll  help  you  hone  your  skiUs  for  the  competitive  contests 
that  lie  ahead. 


Executive  Education 


.\rest\  Institute  of 
Executive  Education 

The  Wharton  School 
University  of  Pennsylvania 


Come  to  Wharton.  Chivalrv  may  be  dead,  but  you  don't  have 
to  be. 

•  Leading  the  Effective  Sales  Force 

January  25-30,  1998 

•  Integrating  Finance  and  Marketing: 
A  Strategic  Framework 

February  1-6,  1998 

•  Finance  and  Accounting  for  the  Non-Financial  Manager 

January  4-9,  1998  •  February  8-13,  1998 
March  15-20,  1998  •  Mav  17-22,  1998 


I 


C  new  date^ 


Creating  Value  Through  Financial  Management 

February  15-20,  1998 

Mergers  and  Acquisitions 

lanuarv  11-16,  1998  •  Mav  31-Iune  5,  1998 


Secure  your  future. 


For  our  complete  catalog  of  executive  programs,  please  contact  Wharton  at 
1.800.255.EXEC  ext.  2049  (m  the  U.S.  &  Canada),  1.215.898.1776  ext.  2049  (work 
wide),  1.215.386.4304  dept.  2049  (fax),  or  execed@wharton.upenn.edu  (e-mail).pi  S 
Or  visit  our  web  site  at:  http://www.wharton.upenn.edu/execed. 
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isiness  Week  Index 


IDUCTION  INDEX 


hange  from  last  week,  -0.2'"^-:: 
hange  from  last  year:  4.5% 


PRODUCTION  INDICATORS 


PRODUCTION  INDEX 

Sept.  6=125.6 
1992=100 


Sept,  Jan  May  Sept. 

1996  1997  1997  1997 

e  index  is  a  4-week  moving  average 

TOduction  index  continued  its  downward  drift  for  ttie  third  weel<  m  a  row 
;  the  week  ended  Sept.  6,  Before  calculation  of  the  four-week  moving 
je,  the  index  rose  to  125.9,  from  124.6.  In  the  latest  week,  seasonally 
:ed  output  of  lumber  fell  sharply,  and  coal  dipped  moderately,  because 
i  short  Labor-Day  week.  Steel,  autos,  trucks,  electric  power,  crude-oil 
ig,  and  rail-freight  traffic  all  posted  small  increases  m  output. 

luction  index  copyright  1997  by  The  McGraw-Hill  Companies 


lDING  INDICATORS  1 

LATEST 

WEEK 

YEARLY 

WEEK 

AGO 

%  CHG 

K  PRICES  (9/12)  S&P  500 

923.91 

929.05 

35.8 

ORATE  BOND  YIELD.  Aaa  (9/12) 

7.28% 

7.25% 

-4.6 

STRIAL  MATERIALS  PRICES  (9/12) 

106.9 

106.9 

-2.9 

NESS  FAILURES  (9/5) 

NA 

NA 

NA 

ESTATE  LOANS  (9/3)  bilhons 

NA 

NA 

NA 

EY  SUPPLY,  M2  (9/1)  billions 

$3,989.7  $3,971.7r 

5.9 

AL  CLAIMS.  UNEMPLOYMENT  (9/6)  thous 

310 

324r 

-6.3 

:es:  standard  &  Poor's,  Moody's,  Journal  of  Commerce  (index:  1990=100), 

i\  Reserve,  Labor  Dept. 

EREST  RATES 

LATEST 

WEEK 

YEAR 

WEEK 

AGO 

AGO 

RAL  FUNDS  (9/16) 

5.52% 

5.50% 

5.02% 

MERCIAL  PAPER  (9/16)  3-month 

5.51 

5.51 

5.52 

fIFICATES  OF  DEPOSIT  (9/17)  3  month 

5.58 

5.50 

5.53 

D  MORTGAGE  (9/12)  30-year 

7.71 

7.68 

8.46 

STABLE  MORTGAGE  (9/12)  one  year 

5.79 

5.73 

6.14 

E  (9/12) 

8.50 

8.50 

8.25 

:es:   Federal  Reserve,  HSH  Associates.  Bloomberg  Financial  Markets 


^TFFI  fQ/l      thniic:   nf  npt  tnn*^ 

O  1  kCL         L  O )  IIIUU^-  Ul   IICL  LUIIC) 

LATEST 
WEEK 

2,175 

WEEK 
AGO 

2,170# 

YEARLY 
%  CHG 

9.5 

AIITfl^  (Q/^'^]  unite 
HU  1  Uw  UiiiLb 

1 1 1,683 

92,448r# 

-14.3 

TRIIAIf^  (Q/^'^\  unite; 

124,373 

104,305r# 

-1.3 

ELECTRIC  POWER  (9/13)  millions  of  kilowatt-hrs 

68,225 

59,145# 

0.9 

CRUDE-OIL  REFINING  (9/13)  thous  of  bbl  /day 

15,257 

15,329# 

5.3 

COAL  (9/5)  thous.  of  net  tons 

19,906# 

20,882 

-2.7 

LUMBER  (9/5)  millions  of  ft. 

393. 6# 

495.5 

-3.0 

RAIL  FREIGHT  (9/6)  billions  of  ton-miles 

24. 5# 

27.3 

0.8 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports.  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept  ,  WWPAi,  SFPA2,  Association  of 
American  Railroads 

PRICES 

GOLD  (9/17)  $/troy  oz. 

UTEST 
WEEK 

320.450 

WEEK 
AGO 

320,800 

YEARLY 
%  CHG 

-16.3 

STEEL  SCRAP  (9/15)  #1  tieavy,  $/ton 

137.50 

139.50 

0.7 

COPPER  (9/12)  ?/lb. 

98.5 

100.2 

5,8 

ALUMINUM  (9/12)  c/ib. 

75.8 

75.0 

12,9 

COTTON  (9/13)  strict  low  middling  1-1/15  in.,  tl 

b.  70.76 

70.51 

-6,2 

OIL  (9/16)  $/bbl. 

19.43 

19.19 

-17,4 

CRB  FOODSTUFFS  (9/16)  1957=100 

240.60 

238.87 

-9,2 

CRB  RAW  INDUSTRIALS  (9/15)  1967=100 

336.08 

337.14 

-2.0 

Sources:  London  Wednesday  final  setting,  Chicago  market,  MetaL 
market,  NYMEX,  Commodity  Research  Bureau 

l^eeA,  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (9/17) 

LATEST 
WEEK 

120.85 

WEEK 
AGO 

119.15 

YEAR 
AGO 

109,09 

GERMAN  MARK  9/17) 

1.77 

1.80 

1.51 

BRITISH  POUND  (9/17) 

1.50 

1.59 

1.55 

FRENCH  FRANC  (9/17) 

5.95 

6.04 

5.14 

ITALIAN  LIRA  (9/17) 

1729.8 

1755,3 

1523.5 

CANADIAN  DOLLAR  (9/17) 

1.39 

1.38 

1.37 

MEXICAN  PESO  (9/17) 

7.752 

7,773 

7.483 

TRADE-WEIGHTED  DOLLAR  INDEX  (9/17) 

106.2 

106,3 

97.7 

Sources:  Major  New  York  banks  Currencies  expressed  in  units  per  U.S.  dollar, 
except  for   British   pound   m  dollars    Trade-weighted  dollar   via  J  P  Morgan 


data  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
nrient.   l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


THE  WEEK  AHEAD 


RAL  BUDGET 

'ay,  Sept.  22,  2  p.m.EDT^  The  August 
ury  balance  is  expected  to  show  a 
t  of  $38.5  billion,  based  on  the  medi- 
recast  of  econonnlsts  surveyed  by  mms 
lational,  a  unit  of  The  McGraw-Hill 
lanies.  The  deficit  in  August,  1996, 
j41.8  billion.  Based  on  the  forecast, 
eficit  in  the  first  11  months  of  the  fis- 
?ar  would  be  $75  billion,  but  if  the 
;mber  result  matches  last  year's  sur- 
of  $35  billion,  the  deficit  for  all  of 
■  will  end  up  at  $40  billion. 

AL  JOBLESS  CLAIMS 

iday,  Sept.  25,  8:30  a.m.EDT^  First- 
claims  for  unemployment  benefits  are 


expected  to  have  totaled  about  325,000  for 
the  week  ending  Sept.  20.  After  this  sum- 
mer's volatile  pattern,  the  four-week  aver- 
age of  claims  appears  to  have  settled  down 
to  about  that  pace,  a  level  that  is  consis- 
tent with  healthy  job  growth  and  tightening 
labor  markets. 

DURABLE  GOODS  ORDERS 

Ttiursday,  Sept.  25,  8:30  a.m. edt>  The 
MMS  poll  projects  that  durable-goods  orders 
increased  0.5%  in  August,  after  a  0.3% 
drop  in  July  and  2.9%  surge  in  June.  If  so, 
orders  in  the  third  quarter  would  be  well 
above  their  second-quarter  average,  with 
particular  strength  in  capital  goods  other 
than  aircraft. 


EXISTING  HOME  SALES 

Thursday,  Sept.  25,  10:00  a.m. edt>  Home 
resales  are  expected  to  have  dipped  to  4.2 
million  in  August,  from  4.24  million  in  July, 
based  on  the  mms  survey.  Home  demand 
generally  was  strong  this  summer,  based  on 
the  uptrend  in  mortgage  applications. 

GROSS  DOMESTIC  PRODUCT 

Friday,  Sept.  26,  8:30  a.m.EDT>-  The 
Commerce  Dept.  will  release  its  final  report 
on  second-quarter  economic  growth.  The 
MMS  poll  expects  real  gdp  growth  to  remain 
close  to  the  preliminary  estimate  of  3.6%, 
which  was  revised  up  from  2.2%.  For  the 
third  quarter,  economists  expect  real  gdp  to 
grow  3%. 
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This 

Week, 

Online 

Business  Week  presents 
frequent  live  conferences 
and  chats  on  America 
Online-your  opportunity  to 
ask  questions  about  fea- 
tures from  the  magazine. 


■  Sunday 


(There's  a  new  world  of  real 
estate  investing  out  there. 
^  Kathleen  Morris  of  BW's  Los 
^  Angeles  bi  eau  talks  about 

I the  explosion  of  publicly 
owned  REITs,  and  REIT 

I analyst  Mike  Kirby  of  Green 
Street  Advisors  points  toward 

■ investments  you  might  want 
to  consider.  Sept.  21 
9  p.m.  EDI  in  BW  Online's 
Conference  Room 

Monday 

Enterprise,  the  BW  edition 
especially  for  small  busmess 
and  entrepreneurs,  presents 
a  chat  every  Monday  to  help 
you  succeed.  There's  a  wide 
range  of  topics,  so  jom  the 
discussion.  Sept.  22 
8  p.m.  EDT  in  the 
BW  Enterprise  Chat  Room 


AOL  keyword:  BW 


Transcripts  of  all  conferences 
are  available  for  downloading 
from  the  BW  Online  area  on  AOL 
soon  after  each  event. 


For  a  free  trial  diskette 
including  50  tree  hours  on 
AOL,  call  1-800-641-4848 
and  mention  Business  Week. 


A 

A  M  E  Ryl^C  A 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


ACI  Microsystems  38 
Adidas  136 
Alaska  Air  (ALK)  58 
All  American  Communications  44 
Allstate  (ALL)  80 
American  Express  (AXP)  26 
American  Home  Products 
(AHP)  44 

American  International  Group 

(AIG)  116 
America  Online  (AOL)  36, 96, 

Ameritecli  (AIT)  146 
Andersen  (Arthur)  116 
Antieuser-Buscti  (BUD)  124 
Apple  Computer  (AAPL)  6,44,98. 

146 

Ariel  Capital  Management  30 

AT&T  (T)  6,  30, 64, 96 

Auction  Depot  96 

AuctionWeb  96 

Avon  Products  (AVP)  30 

B 


BankAmerica  (BAG)  54 
BankBoston  (BKB)  30 
Bank  Julius  Baer  136 
Barnes  &  Noble  (BKS)  64 
Bear  Steams  (BSC)  107 
Selling  Enterprises  116 
Bell  Atlantic  (BEL)  146 
Ber1(shire  Hathaway  (BRK.A)  146 
Bidnask  96 
Blackburn  Group  10 
Boston  Consulting  90 
Bridge  Technologies  130 
Brookhaven  Capital 
Management  58 
C 


Campbell  Soup  (GPB)  10 
Central  Park  Lodges  130 
Challenger  Gray  &  Christmas  8 
Chase  Manhattan  (CMB)  54 
Chrysler  (C)  30 
Circuit  City  Stores  35 
Cisco  Systems  (CSCO)  90 
Citibank  (CCD  19.44,54 
CitySearch  147 
Cxa-Cola(KO)  30,44.146 
Columbia/HCA  Healthcare 
(COL)  110 

Compaq  Computer  (CPQ)  38, 90 
CompUSA  (CPU)  8, 38 
Comshare  (CSRE)  98 
Concert  Allocation  57 
Confederation  Life  Insurance  130 
Conoco (DD)  107 
Converse  140 
Cookahomas)  80 
Coming  (GLW)  30 
Cowen  40 

Cox  Interactive  Media  147 
CPL  Long  Term  Care  130 
Craftmade  (CRPT)  8 
Credit  Lyonnais  Securities 
(ASIA)  116 

cue  International  (CU)  80 
O 


Data  General  (DGN)  90 
Dataquest  40, 90 


Delaware  Investment 

Advisers  107 
Dell  Computer  (DELL)  38 
Deutsche  Morgan  Grenfell  107, 
Dewey  Square  Investors  110 
Digital  City  147 
Documentum  (DCTIVI)  98 
Donaldson  Lufkin  &  Jenrette 

(DU)  44 

DreamWorks  SKG  35 
Dunkin'  Donuts  146 
DuPont(DD)  107 
E 


Eastman  Kodak  (EK)  30, 116 
EMC  (EMC)  90 
Encore  Computer  90 
Excite  147 
F 


Federal  Express  (FDX)  44 
Fidelity  Investments  146 
First  Call  30, 58 
Ford  (F)  30 
Forrec  130 
Forrester  Research  96 
Franklin  Templeton  Group  144 
FundManager  57 
G 


GE  Capital  (GE)  8.116,130 
Camera  Bioscience  106 
Gaylord  Entertainment  (GET)  44 
General  Cinemas  80 
General  Electric  (GE)  30, 116 
General  Motors  (CM)  30, 116 
Georgia  Pacific  (GP)  44 
Gillette  (G)  30 
GO  96 

Goldman  Sachs  44, 54 
GT  Global  Developing  Markets 
Fund  144 
GTE  (GTE)  8 
H 


Hard  Rock  Cafe  80 
Harken  Energy  (HEC)  8 
Heathmount  Arts  & 
Entertainment  130 
Hershey  Foods  (HSY)  54 
Hewlett-Packard  (HP)  19, 38,116 
Highland  Investment  Group  58 
Hitachi  (HIT)  90 
HJ  Heinz  (HNZ)  10 
Home  Shopping  Network  96 
Hughes  Electronics  (GM)  6 
I 


IBM  (IBM)  36, 38, 40,  90 
IMG  140 

Ingram  Industnes  64 
Intel  (INTO  35, 40, 47,  90 
International  Data  38, 90 
International  Family  Entertainment 
(FAM)  44 

International  Strategy  & 
Investment  26 

Internet  Shopping  Network  96 
Intuit  (INTU)  19 
InXight  Software  98 


Johns  Manville  107 
Jones  (Edward  D.)  13 
K 


Kingdom  Entertainment  44 
King  World  44 
Kobren  Insight  57 
Konka  Electronics  116 
Koor  Industries  138 
L 


Landmark  Entertainment  44 
Lazard  Freres  144 
Lehman  Brothers  (LEH)  30 
Liberty  Media  gCOM)  44 
Upper  Analytical  Services  57,144 
Liz  Claiborne  (LIZ)  90 
LSI  Logic  (LSI)  6 
Lycos  147 
M 


James  (Raymond)  58 


Manpower  (MAN)  30 
Markman  Capital 
Management  57 
MasterCard  19 

McCord  Winn  Textron  (TXT)  106 
McDonalds  (MCD)  30,116 
McGraw-Hill  (MHP)  151 
McKinsey  107 
Merck  (MRK)  107 
Merrill  Lynch  (MER)  30.  50, 90 
Microsoft  (MSFT)  16,19,35,36, 
47, 90, 147 
MJJ  Music  44 

MMS  International  (MHP)  151 
Monsanto  (MTC)  107 
Morgan  (J,P)  (JPM)  54 
Morningstar  57 
Motorola  (MOT)  6,30.116 
Murphy  Oil  (MUR)  64 
N 


National  Semiconductor  (NSM)  8 
NEC  40 

Netscape  Communications  (NSCP) 
19, 36 

Newgate  Management  144 
New  World  Development  116 
Nike(NKE)  44.136 
Nordemann  Grimm  10 
Northern  Trust  (NTRS)  26 
Northwest  Airlines  (NWAC)  32,58 
O 


O&Y  Properties  130 
OfficeMax  38 
Ogiivy  &  Mather  140 
Olympia  Floor  &  Wall  Tile  130 
Oiisale  96 

Opportunity  Partners  144 
Oracle  (ORCL)  90 
Owens  Corning  30 
Oxford  Properties  Group  130 
P 


Pacific  Bell  (PAC)  147 
Packard  Bell  NEC  38 
Paramount  Pictures  35 
Peregnne  Investment  116 
Pfizer  (PFE)  58 

Pharmacia  &  Upiohn  (PNU)  58 
Philip  Morris  (MO)  44 
Philips  Electronics  (PHG)  35 
Pilgrim  America  Bank  &  Thrift 
Fund  144 

Pioneer  Hi-Bred  Intemational  107 
PNC  Bank (PNC)  80 
Polaroid  (PRD)  30 
Polo/Ralph  Lauren  44 
Power  (J.D.)  80 
Price  Club  96 


Price  Waterhouse  126 
Procters  Gamble  (PG)  30 
Protein  Technologies  (RAL) 
Pmdential  Secunties  26, 3 
Public  Service  Electric  &  Ga 
(PEG)  59 

Q.  R.  S 


QVC  96 

Ralston  Punna  (RAL)  107 
Reebok  (RBK)  140  | 
Salomon  136  H 

Salomon  Brothers  (SB)  38  H 
Sara  Lee  (SLE)  44  j 
Schroder  Asian  Growth  Fund  14 
Schwab  (Charles)  (SCH)  57! 
Seagate  Technology  (SEG)  3^? 
Shamrock  Investments  138' 
Shanghai  City  United  Bank  i) 
Shanghai  Textile  Shareholdirj.* 

Group  116 
Shaw  Pittman  Potts  & 

Trowbndge  6 

Simms  Capital  Managemen 
Smith  Barney  26, 50, 57,  \ 
Sony(SNE)  35,44 
Spear  Leeds  &  Kellogg  50  j^f 
Spieker  Properties  44 
Standard  &  Poors  DRI  (MHPf^. 
Storage  Technology  (SfK)  9f 
Summit  Bancshares  (SBIT) ! 
Sun  Microsystems  (SUNW)  !i 
T,  U 


I 


Tandy aAN)  38 
TellabsaLAB)  90 
Thermo  Electron  (TIVIO)  98 
Thomson  Multimedia  35 
3Com  (COMS)  90. 98 
Time  Warner  (TWX)  35,64 
Toshiba  35 
Trizec  130 
T  Rowe  Price  57 
Tsingtao  Breweiy  124 
Tupperware  30 
IWAfWA)  44 
United  Airlines  (UAL)  58 
United  Asset  Management 
United  Heritage  of  Cleburne 
Universal  Studios  35, 80 
UPS  44, 90 


V 


Vanguard  STAR  Fund  (VG 
VenFone  19 
Versa-Care  130 
Visa  International  19,90 
Vivos  58 
W 


Wal-Mart  Stores  (WtVTD  38 
Walt  Disney  (DIS)  35. 64, 81 
Warner  Bros,  (TWX)  36 
Wells  Fargo  (WFC)  19 
Westinghouse  (V\/X)  42 
Weyerhaeuser  64 
Wheeling-Pittsburgh  Steel 
WHXtWHX)  110 
Wilmington  Tmst  (WIUVI)  6 
Wuxi  Little  Swan  116 
Wuxi  Qingfeng  Group  116 
X,  Y,Z 


Xerox  (XRX)  98 
Yahoo'  (YHOO)  147 
Zacks  Investment  Research 
Zenith  (Z£)  35 
Ziffren  Brittenham  Branca 
Fischer  35 
Zoltek(ZOLT)  58 
Zonagen  (ZONA)  58 
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vestment  Figures  of  the  Week 


%  change 


iP  SOO 

t.  Mar.    Sept.  Sept.  11-17 


943.00 


veek  change  1  -week  change 
3.4%  -t-z.eyo 


IMENTARY 

I  bulls  stampeded  on  Sept. 
<hen  the  August  consumer 
3  index  weighed  in  with 
r-than-expected  inflation. 
30-year  U.  S.  Treasury  bond 
ed  the  year's  biggest  one- 
gain,  cutting  the  yield  by 
I  percentage  points.  The 
I  rally  carried  over  to  blue- 
stocks,  which  have  been 
ggling  of  late.  All  told,  the 
Jones  industrials  were  up 

0  for  the  week,  and  small- 
)  and  mid-caps  continued 
lake  gains,  too.  Lower  rates 

1  an  extra  boost  to  financial 
ks.  The  S&P  Financials  in- 
climbed  over  4%. 


EREST  RATES 


:easury  bond  index 

1  Mar.   Sept.  Sept.  11-17 


week  change 
8% 


■  lb?:. 
•1548.31 

^1500 


1-week  change 
+2.9% 


lloomberg  Financial  Markets 


TUAL  FUNDS. 


500--    mi:  [}■,  Liivefjlied  All  Equit> 

total  return        52-week  total  return 


Mornmgstar,  Inc. 


Latest 

Week 

Year 

Dow  Jones  Industrials 

7886.4 

2.2 

33.9 

NASDAQ  Combined  Composite 

1666.5 

1.7 

38.5 

<:ii,P  MiriCan  400 

ootr  iiiiuua|J  *tuu 

330.4 

2.4 

38.1 

S&P  SmallCap  600 

184.5 

1.8 

35.7 

^ZP  ^iinprnnmnnsitp  1500 

203.7 

2.5 

38.0 

%  change 

SECTORS 

Latest 

Week 

Year 

Bloomberg  Information  Age 

296.8 

1.4 

41.7 

S&P  Financials 

111.4 

4.1 

56.5 

S&P  Utilities 

206.0 

2.0 

8.2 

PSE  Technology 

333.8 

1.7 

52.6 

%  change 

FOREIGN  MARKETS 

Latest 

Week 

Year 

London  (FT-SE  100) 

5013.1 

2.2 

26.2 

Frankfurt  (DAX) 

4010.5 

-1.0 

52.6 

Tokyo  (NIKKEI  225) 

17,683.3 

-5.5 

-17.0 

Hong  Kong  (Hang  Seng) 

14,411.2 

-2.7 

24.0 

Toronto  (TSE  300) 

6898.1 

1.9 

30.9 

3.9 

49.4 

Week 

Year 

FUNDAMENTALS 

Latest 

ago 

ago 

<inn  niuirlpnri  Vipiri 

1  60  % 

1.62% 

2.12% 

S&P  500  P/E  Ratio  (Last  12  mos. 

23.9 

23.6 

19.5 

S&P  500  P/E  Ratio  (Next  12  mos. 

)*  18.9 

18.6 

NA 

First  Call  Earnings  Revision* 

-0.98% 

-0.44% 

NA 

Week 

TECHNICAL  INDICATORS 

Latest 

ago 

Reading 

S&P  500  200-day  average 

831.1 

826.9 

Positive 

Stocks  above  200-day  average 

84.0% 

84.0 

Negative 

Options:  Put/call  ratio 

0.58 

0.47 

Negative 

Insiders:  Vickers  Sell/buy  ratio 

3.43 

3.47 

Negative 

Data:  Bloomberg  Financial  Markets;  'First  Call  Corp. 

BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


Trucking  37.9 

Oil  &  Gas  Drilling  22.4 

Specialty  Appar.  Retailers  18.2 

Oil-Weil  Equip.  &  Svcs.  17.8 

Invest.  Banking/Brkrge.  13.4 


Trucking 
Savings  &  Loans 
Oil  &  Gas  Drilling 
Invest.  Banking/Brkrge. 
Semiconductors 


176.1 
102.0 
98.4 
94.4 
92.5 


WORST-PERFORMING  Last 


GROUPS 


month  % 


Last  12 
months  % 


Hospital  Management 

Shoes 

Metals 

Photography/Imaging 
Gold  Mining 


-12.0 
-9.8 
-9.8 
-9.0 
-8.0 


Photography/Imaging 
Gold  Mining 
Hospital  Management 
Shoes 

Engineering  &  Constr. 


-23.3 
-23.1 
-18.3 
-8.7 
-8.4 


BLOOMBERG  MONEY  FLOW  ANALYSIS 


Rebound  ahead?  Stocks  with  most 
significant  buying  on  price  weakness 

Price 

1-month 
change 

IBM 

99^8 

-4^8 

Citicorp 

131  7l6 

Micron  Technology 

40 '/a 

-3^/8 

Motorola 

68  "/16 

-1 1  'A 

International  Paper 

53Vi6 

-1  Vl6 

Telebras-ADR 

125^8 

-2% 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

Intel 

95 '^16 

1  V4 

Microsoft 

136^8 

2V2 

Dell  Computer 

92^/8 

10 

Oracle 

39^/16 

1 V16 

WorldCom 

35^/8 

4^'l6 

Sun  Microsystems 

50 '3/1 6 

3V16 

KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 


MONEY  MARKET  FUNDS 

5.15 

5.16 

4.97 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 

90-DAY  TREASURY  BILLS 

5.09 

5.11 

5.31 

assuming  a  ir/o  tederai  tax  rate. 

10-yr.  bond 

30-yr.  bond 

6-MONTH  BANK  CDS 

5.17 

5.17 

5.05 

Latest 
week 

Last 
week 

Latest 
week 

Last 
week 

1-YEAR  TREASURY  BILLS 

5.43 

5.61 

5.83 

GENERAL  OBUGATIONS 

4.57 

4.66% 

5.15 

5.24% 

10-YEAR  TREASURY  NOTES 

6.09 

6.37 

6.81 

PERCENT  OF  TREASURIES 

74.99 

73.24 

80.57 

78.72 

30-YEAR  TREASURY  BONDS 

6.39 

6.66 

7.00 

TAXABLE  EOUIVALENT 

6.62 

6.75 

7.46 

7.59 

LONG-TERM  AA  INDUSTRIALS 

6.90 

7.12 

7.57 

INSURED  REVENUE  BONDS 

4.70 

4.82 

5.36 

5.48 

LONG-TERM  BBB  INDUSTRIALS  7.27 

7.53 

7.96 

PERCENT  OF  TREASURIES 

77.12 

75.76 

83.84 

82.32 

LONG-TERM  AA  TELEPHONES 

7.18 

7.43 

7.74 

TAXABLE  EQUIVALENT 

6.81 

6.99 

7.77 

7.94 

EQUITY  FUNDS 


EQUITY  FUND  CATEGORIES 


Leaders 

Laggards 

Leaders 

Laggards 

Four-week  total  return 

% 

Four-week  total  return 

% 

Four-week  total  return 

% 

Four-week  total  return 

% 

Fidelity  Sel.  Energy  Serv. 

18.0 

Merrill  Emerging  Tigers  B 

-13.0 

Small-cap  Grovrth 

8.4 

lapan 

-8.3 

GT  Glob.  Natural  Res.  A 

15.0 

Fidelity  lapan  Small  Co. 

-12.5 

Small-cap  Blend 

7.4 

Diversified  Pacific/Asia 

-7.6 

Bridgeway  Ultra-Small  Co. 

14.8 

Morgan  Stan.  Asian  Grth.  C 

-11.8 

Small-cap  Value 

6.6 

Pacific/Asia  ex-Japan 

-7.1 

Perritt  Capital  Growth 

14.4 

Morg.  Stan.  Instl.  Asia  Eq.  A 

-10.8 

Health 

6.4 

Precious  Metals 

-6.1 

Phoenix  Small  Cap  A 

14.0 

Blanchard  Precious  Metals 

-10.5 

Natural  Resources 

5.4 

Diversihed  Emerging  Markets 

-3.2 

Leaders 

Laggards 

Leaders 

Laggards 

52-week  total  return 

% 

S2-week  total  return 

% 

S2-week  total  return 

% 

S2-week  total  return 

% 

Lexington  Troika  Russia 

142.2 

Bull  &  Bear  Gold  Investors 

^8.8 

Financial 

49.6 

Precious  Metals 

32.7 

Fidelity  Sel.  Energy  Serv. 

92.4 

United  Svcs.  Gold  Shares 

-47.3 

Technology 

40.0 

Japan 

10.5 

Hartford  Cap.  Apprec.  A 

89.8 

Midas 

-45.2 

Small-cap  Value 

39.8 

Diversified  Pacific/Asia 

-AA 

Fidelity  Select  Electronics 

79.6 

Morgan  Stan.  Instl.  Gold  A 

-44.8 

Latin  America 

37.8 

Pacific/Asia  ex-Japan 

0,5 

State  St.  Research  Aurora  A 

75.1 

Gabelll  Gold 

^3.3 

Mid-cap  Value 

37.2 

International  Hybrid 

12.6 

I  are  as  of  market  close  Wednesday,  Sept.  17,  1997,  unless  ottierwise  indicated.  Industry 
include  S&P  500  companies  only.  Fundamentals,  tectinical  indicators,  Bloomberg  mon- 


ey flow  analysis,  and  mutual  fund  returns  are  as  of  Sept.  16.  For  a  more  detailed  explanation,  write 
to  us  or  E-mail  figures@businessweek-Com-  NA=Not  available  "Vanguard  Index  500  Fund 
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Editorials 


JIANG'S  GUTSY  GAMBLE 


It  is  the  true  denouement  of  the  cold  wai' — the  final  tniunph 
of  mai'ket  capitalism  over  centralized  Communist  control. 
Beijing's  decision  to  unload  its  huge  state  sector  will  have  a 
monumental  impact  on  the  global  economy.  If  China's  new  cap- 
italists niei-ely  add  to  Asia's  toirent  of  exports,  the  woi'ld  econ- 
omy could  easily  tilt  toward  overcapacity,  deflation,  and  eventual 
recession.  Should  they  generate  strong  domestic  demand  as  well, 
China  could  be  a  force  for  global  gi-owth  well  into  the  21st  cen- 
tuiy.  So  big  is  China  that  the  way  it  balances  producer  against 
consumer  interests  and  protectionism  against  free  trade  will  in- 
evitably affect  us  all.  There  is  no  more  important  foreign  poli- 
cy issue  than  getting  the  Chinese  to  choose  well,  integi'ating  it 
into  the  world  economy  (page  116). 

Jiang  gets  credit  for  a  gutsy  move.  In  his  Sept.  12  speech 
opening  the  15th  Party  Congi-ess  in  Beijing's  Great  Hall  of 
the  People,  Jiang  set  progi'ams  in  motion  that  are  likely  to 
end  the  dictatorship  of  the  Chinese  Communist  Paity.  Jiang 
decided  that  the  heait  and  soul  of  party  power,  some  300,000 
state-ovraed  companies  employing  100  million  people,  ai"e  to  be 
merged,  reorganized,  and  otherwise  reconfigured  into  enter- 
prises that  sell  stock  to  private  investors.  The  goal  is  to  do 
what  the  Russians  didn't:  recapitalize  state-owned  compa- 
nies and  save  China's  banking  system,  now  technically  insol- 
vent as  a  result  of  massive  lending  to  the  state  sector.  In  the 
process,  the  party  will  lose  control  of  millions  of  jobs  that  it 
uses  to  control  the  people. 

To  make  the  gambit  work,  China  will  have  to  tame  its 
crony  capitalism.  A  staggering  300  initial  public  offerings  a 
year,  many  of  them  huge,  may  have  to  be  marketed  through 
Hong  Kong  to  finance  this  giant  asset  transfer.  But  investors 
are  afready  waiy  of  conupt  Chinese  managers  who  squander 
their  money.  Many  China-based  companies  selling  stock  in 
Hong  Kong  use  the  proceeds  to  speculate  in  land  and  office 
buildings  or  to  lend  it  out  at  high  interest  rates,  rather  than 
invest  in  capital  and  equipment.  Indeed,  business  in  China,  as 


in  much  of  Asia,  is  based  on  guanxi,  or  personal  contacts 
contracts.  If  China  is  to  raise  hundreds  of  billions  of  do 
from  abroad,  it  will  have  to  substitute  the  rule  of  law  to 
the  confidence  of  investors  who  insist  on  accountability 
transparency.  Jiang's  speech  gives  the  green  light  for 
forcing  the  commercial  laws  already  on  the  books.  As  the 
of  law  spreads,  the  party's  arbitrary  power  will  recede. 

Jiang  also  gets  kudos  for  expanding  grassroots  democ 
Even  though  personal  freedoms  are  still  severely  restrict) 
China,  his  decision  to  allow  town  as  weD  as  village  elect 
is  important.  Local  pohticians  and  bureaucrats  have  ti 
formed  many  state-owned  companies  into  tves  (towTi 
village  enterprises)  that  are  among  the  nation's  most 
namic  companies.  Along  the  way,  there  has  been  plenty 
set-stripping  and  self-aggrandizement  at  the  expense  of  si 
holders  and  employees.  By  extending  voting  to  towns, 
officials  will  now  be  more  accountable  to  local  people. 

The  goal  of  a  truly  effective  U.  S.  China  policy  must ' 
reinforce  Jiang's  moves  toward  market  democracy  while 
ing  back  mercantilist  tendencies  that  tlireaten  economi 
stability.  The  export-driven  economic  poUcies  of  Japan 
Southeast  Asia  are  afready  putting  deflationary  press 
on  the  world  economy.  China  is  adding  to  that  by  prote( 
its  domestic  mai'kets  while  engaging  in  an  export  blitz.  It; 
ports  are  beginning  to  undennine  Southeast  Asian  gro\ 

That  makes  the  rules  for  China's  entry  into  the 
Trade  Organization  all  that  more  critical.  A  balanced  gr( 
strategy  is  essential  if  China  is  to  play  a  positive  role  oi 
world  scene.  That  should  be  the  message  Wasliington  deli 
to  Jiang  when  he  arrives  in  October  for  his  summit 
President  Clinton.  Jiang's  bold  economic  and  political  m 
are  a  sigTi  that  China  can  play  by  international  rules  ra 
than  buck  them.  Washington,  and  Congress  in  particir 
should  realize  that  red-baiting  is  obsolete  when  China's  leici 
is  more  interested  in  red  ink  than  ideology. 


MAKE  BROADCASTERS  KEEP  THEIR  WORD 


It  shouldn't  surprise  anyone  that  the  nation's  broadcasters 
are  reneging  on  their  tacit  promise  to  Congr'ess  that  if 
they  were  given  billions  of  dollars  worth  of  public  spectmm 
free,  they  would  send  out  new  high-definition  TV  signals  giv- 
ing viewers  a  crystal  clear  picture.  The  broadcasters  are  go- 
ing to  maximize  profits  on  their  new  asset,  and  the  market 
may  be  telling  them  that  the  way  to  do  that  is  to  sell  paging, 
pay-TV,  and  other  sei"vices  in  the  spectnim,  not  hdtv. 

Which  is  why  Congress  should  have  auctioned  off  the 
spectrum  in  the  first  place,  hdtv  was  born  of  the  economic 
cold  war  with  Japan  in  the  '80s.  Washington  feared  that 
Japan  would  do  high-definition  tv  first  and  wanted  to  give  the 
specti-um  to  American  broadcasters  gi'atis  to  encourage  them 


to  compete.  By  the  mid-'90s,  it  was  clear  that  new  di 
technology  made  the  Japanese  effort  obsolete.  The  maJi 
place  should  then  have  been  allowed  to  du'ect  investmen 
cisions  on  spectrum.  But  broadcasters  successfrilly  press^ 
Congress  to  give  it  to  them  for  virtually  nothing. 

There  were  voices  opposing  the  giveaway,  led  by  Se 
Commerce  Committee  Chainnan  John  McCain  (R-Ai-iz.) 
then-Senator  Bob  Dole,  but  the  broadcast  lobbying  jugger  ul 
rolled  right  over  them.  Fearful  of  offending  the  gatekee  n 
to  the  airways,  Congi-ess  caved. 

Without  a  commitment  from  broadcasters,  TV  mam 
turers  may  be  stalled  in  their  plans  to  make  digital 
There  is  still  time  for  broadcasters  to  live  up  to  their  -wft. 
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It  all  depends  on  whether  you  used  the 


Citibank  AVdvantage  card. 


A^A 


e  Citibank  AAdvantage  card  lets  you  eai'n  one 
\dvantage  mile  on  American  Airlines'" 
"  every  dollar  you  spend;'  What 
uld  be  better?  Miles  for  all 
rchases.  Superior  service  from 
tibank.  Acceptance  at  over  13  million 


CITIBAN<0 

A*Advantage 

CITIBANKO 


AAdvantage 


fl28  0012  3HSb  1810 
1754 
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L  WALKE- 


locations  —  including  home  improvement 
centers. There's  just  no  better-  way  to  build 
up  on  miles.  If  you're  not  a  cardmember, 
call  I -800 -FLY- 4444  to  apply  today  and 
earn  ^,QQQ  6onus  miles** 
Call  I-800-FLY-4444. 


Never  miss  another  mile. 


maximum  number  of  AAdvantage  miles  you  can  earn  with  the  Citibank  AAdvantage  card  is  bO.OOO  miles  pei  calendar  year  (purchases  recorded  on  your  |an  •  Dec  billing  statements).  American  Airlines 
Ivantage  Platinum"  and  /^Advantage  Gold"  members  ans  excluded  from  this  limit.  American  Airlines,  AAdvantage.  AAdvantage  Platinum  and  AAdvantage  Gold  are  registered  trademarks  of  American  Airlines,  Inr 
:rican  Airlines  reserves  the  right  to  change  AAdvantage  program  rules,  regulations,  travel  awards,  and  special  offers  at  any  time  without  notice,  and  to  end  the  AAdvantage  program  with  six  months  notice 
Jrican  Airlines  is  not  responsible  for  products  and  services  offered  by  other  participating  companies. The  Citibank  AAdvantage  card  is  issued  by  Citibank  (South  Dakota),  N  A 

us  mileage  can  only  be  earned  by  new  Citibank  AAdvantage  cardmembers  approved  through  this  offer  In  order  to  be  eligible  for  this  special  offer  you  must  respond  by  March  3 1,  1998  Miles  will  appear  as  a 
us  on  a  subsequent  Citibank  AAdvantage  statement  1 ,500  miles  will  be  earned  upon  approval  and  1 .500  miles  will  be  earned  following  your  first  purchase  with  the  Citibank  AAdvantage  card 
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$250,000  isn't  kid  stuff.  It's  what 
this  child  will  likely  cost  its  parents  —  col- 

Formula  for  success 


lege  included  —  over  the  next  21  years 
But  the  future  alwa)'s  demands  great  things 
from  you  and  your  financial  representatn'e 
The  Equitable  is  doing  some  great  things 
to  help.  Like  our  state-of-the-art  Fi/icnuicd 
Fitncsi  Pyofilc  "  —  a  planning  tool  that  can 
help  )'ou  meet  )'our  goals.  Like  pro\Tding 
our  representatives  with  the  best  training 
available.  And,  like  being  a  member  of  the 
Global  AXA  Group,  one  of  the  world's 
largest,  strongest  and  most  innovati\'e 
insurance  and  im'estment  organizations  — 
with  over  $500  billion in  assets  under 
management.  To  learn  more,  call  1-800- 
590-5995  or  \asit  us  at  www.cqmtahlc.com 


EQUITABLE 

Meinbei-  of  the  Global 

Group 

s   raw   power   all   you    need    to    build    an    e  n  t  e  r  p  r  i  s  e  -  c  1  a  s  s  solution'.' 
Jnf  ortunately,  that's  all  that  some  servers  offer.  So  consider  t  li  (>  HP 
id  vantage:   the   most   powerful   machine   around —   the   1  i  g  li  t  n  i  n  g  -  f  a  s  t 
iP   9000   V- Class   Enterprise   Server   with    6  4  - 1)  i  t   PA- RISC   and    n  (>  w 
lyperplane   Technology...    plus   the   advanced   features   for   r   s  i  1  i  e  n  c  (> , 
ntegration,   security   and   management    with   HP-UX,   HP's   e  n  1  (M' p  r  i  s  e 
:1a  ss    operating    environment...    plus    m  i  s  s  i  o  n  -  c  r  i  t  i  c  a  1    s(M' vices  that 
ire  planned,   designed,   and   d  e  1  i  v  ci'  e  d   to   ensure  y  < )  u  i'   m  u  1 1  i  v  c  n  d  ( >  r 
snvironment   is   available   on   a   global,    24x7   basis...    i)lus   c  n  I  c  r  p  r  i  s 
:  1  a  s  s    storage    technology!    It's    a    total    e  n  t  e  r  i  >  r  i  s  e    solution.  See 
or   yourself  at   www.hp.com/go/900  0  servers   Capitalize   on  chaos. 


SPECIAL  REPORT 

Web  advertising  hits  | 
its  stride  page  128 


V 


BusinessWeek 

OCTOBER    6,  1997 


COVER  STORY 


WEILL'S  TRIUMPH 

Travelers  moves  to  the  top 
tier  of  Wail  Street  after 

buying  Solly  M 


Cover  Story 


34 


39 


WALL  STREET  KINGPIN 

Sanfnrd  Weill  has  his  wm-k  c-ut  out  for 
him  with  Travelers'  $9  billion  acquisition 
of  Salomon  Inc.  But  the  scrappy, 
Brooklyn-bom  dealmaker  has 
surmounted  difficult  situations  before 
CAN  THIS  MARRIAGE  WORK? 
Smith  Barney's  Jamie  Dimon  and  Solly's 
Dei-yck  Maughan  must  meld  a  retail 
house  with  a  global  bond  giant 

News:  Analysis  &  Commentary 

40    THE  NEW  PHILANTHROPISTS 

The  limu  hull  market  is  unleashing  a 
new,  activist  generation  of 
])hilanthro]iists 

CAMPAIGN-FINANCE  REFORM? 

( 'ongress  may  liave  to  make  good  on  its 
rhetoiic 

BIG  LABOR'S  SUDDEN  SETBACK 

The  Teamsters  scandal  threatens  to 
derail  a  comeback 
COMMENTARY:  FAST  TRACK 

Why  the  Administration's  fi-ee-tratle  bill 
is  in  danger 


46 


48 


50 


52    THE  BATTLE  FOR  THE  PATRIOTS 

Boston  is  bonkers  as  Providence  tries  to 
gi'ali  the  xh'i.  franchise 
54    IN  BUSINESS  THIS  WEEK 


Economic  Analysis 


26    ECONOMIC  VIEWPOINT 

Becker:  "Natural"  monopolies  aren't  so 
natural 

30  ECONOMIC  TRENDS 

College  grads'  labor  market,  job 
security,  fixing  the  price  index 

31  BUSINESS  OUTLOOK 

(let  used  to  a  strong  dollar 
116    ASK  AND  IT  SHALL  BE  DISCOUNTED 
Business-to-business  bargains  may  be 
helping  to  keep  a  lid  on  inflation 

Finance 

56    MUTUAL  FUND  SCOREBOARD 

Funds  are  outshining  the  s&P  500  for 
the  first  time  in  over  a  year 
60    COMMENTARY:  MARKET  VOLATILITY 
Don't  sweat  those  stock  swings 
INSIDE  WALL  STREET 
INVESTMENT  FIGURES  OF  THE  WEEK 


62 
181 


Science  &  Technology  f*' 

66    SURE,  E=MC2.  NOW  EXPLAIN  IT 

A  science  gtiru  wants  the  cui'ri'Jii 
stress  interpretation  over  memiZ' 

75  DEVELOPMENTS  TO  WATCH 

People 

76  KEEPING  THE  HARD  ROCK  ROLL(!S 

Jim  Berk  drills  the  chain  on  hani 

Media 

78    THE  NEW  YORK  TIMES'  BETTER  HF 

Finally,  it's  making  investors  h;p: 

Government  f 

86    HELPING  BABY  BOOMERS  SAVE  ' 

CongTess  has  a  plan  to  build  uj  irt 
nest  egg  | 

The  Corporation 

99    GETTING  IKEA  PLUMPED  UP 

Sweden's  no-frills  fui'uisher  has  a; 
abroad.  But  it's  racing  to  exjjan:;; 
106    CRUNCH  TIME  FOR  THE  ALUMINUl  C 

Glitzier  glass  and  plastic  packajjg 
luring  away  beverage  makers  |^ 


4  BUSINESS  WEEK  /  OCTOBER  6,  1997 


ED 

ilium  cans  face 
slaught  pageioe 


JOY  OF  GIVING 

A  new  generation 
of  philanthropists 
breaks  the 

mold  page  40 


Mutual 
Funds 

How  long  can 
they  keep  on 
delivering  such 
sweet  returns? 

page  56 


DOLLED  UP 

.kea  is  heading 
overseas  again 
with  a  new  line 
)f  stuff  for  kids 

ageOi) 


HAGGLING 

Retailers 
want  to 
keep  the 
right  to  set 

prices  pagt 


CHEATED  IN  CHINA? 

U.S.  companies  are 
complaining  of  rampant 


ripoffS  page  142 


OLD  BRAKEMAN  FACES  HIS  TEST 

/idson's  challenge  at  Union  Pacific 


gal  Affairs 


0  SETS  RETAIL  PRICES? 

t  Su])reme  Court  asks  again  whether 
fiufacturers  can  control  shojikeepers 
CIER  SMOKES,  CLEANER  LUNGS? 

;  payoff  may  be  elusive 


ecial  Report 


B  ADS  START  TO  CLICK 

Internet  marketing  begins  to  yield 

lificant  gains,  ad  spending  could  hit 

billion  by  yearend 

\TCHI  TAKES  THE  PLUNGE 

Internet  subsidiary  is  growing  fast 

ilNESS  WEEK/HARRIS  POLL 

?  Net:  Lots  of  looking,  little  buying 

ternational  Business 

INA 

re  U.S.  companies  say  they're 
ting  robbed  by  Chinese  partners 
>AN 

s  Hashimoto  killed  reform? 


148    ESSAY:  CAMBODIA 

The  legacy  of  land  mines:  A 
"phenomenal"  level  of  misery 
152    COMMENTARY:  CURRENCY  CRISES 

It's  time  to  let  the  markets  do  the 
rescuing 
154    INTERNATIONAL  OUTLOOK 

Can  .'id  pailies  plus  one  union  actually 
govei-n  Poland'? 

Information  Processing 

23    TECHNOLOGY  &  YOU 

Road  tri]!?  Let  yniir  pc  navigate 

156    CD-ROMS:  THE  GIANTS  RULE 

And  after  a  shakeout,  even  the 
successful  predators  feel  the  pinch  of 
falling  jirices  and  bloated  inventories 
160    MORE  MAGIC  FROM  MYSTS  MAKERS? 

Riven,  Broderbund's  long-awaited 
computer-game  sequel,  is  on  the  way 


Sports  Business 


162    BEATING  MISSILES  INTO  GOLF  CLUBS 

A  bunch  of  cold-war  rocket  scientists 
blast  into  the  titanium  club  business 


Marketing 


164    TALBOTS  DROPS  THE  'FUNKIER  STUFF' 

Can  it  woo  back  conservative  shoppers'? 

Personal  Business 

168    INVESTING:  How  juicy  is  that  IPO? 
SMART  MONEY:  Organic-food  stocks 
SOFTWARE:  Money  vs.  Quicken 
COLLECTING:  Contemporary  photos 

Features 

6    UP  FRONT 
12    READERS  REPORT 
12    CORRECTIONS  &  CLARIFICATIONS 
18  BOOKS 

Newhouse:  Europe  Adrift 
22    BOOK  BRIEFS 

McKenna:  Real  Time 
Gelertner:  Draining  Life 

179  BUSINESS  WEEK  INDEX 

180  INDEX  TO  COMPANIES 
182  EDITORIALS 

The  glories  of  philanthropy 
Campaign-finance  reform:  Just  do  it 


BUSINESS  WEEK  ONLINE:  Internet:  www.businessweek.com  America  Online:  Keyword:  BW 


BUSINESS  WEEK  /  OCTOBER  6,  1997 


Up  Front 


EDITED  BY  LARRY  LIGHT 


BILLIONAIRES 


THE  PRINCE  AND  THE  PRINCESSES 


SAUDI  PRINCE  ALWALEED  IS 

getting  deeper  into  hotels,  a 
booming  industry  lately.  The 
40-year-old  billionaire  is  ne- 
gotiating to  buy 
seven  Princess 
Hotels  Interna- 
tional fi'om  British 
conglomerate  Lon- 
rho  for  $500  mil- 
lion, say  people 
close  to  the  deal. 
Already,  Alwaleed 
owns  stakes  in  the 
Four  Seasons 
chain  and  five 
Fairmont  Hotels, 
including  Boston's  Copley 
Plaza  and  Manhattan's  Plaza 
— as  well  as  such  nonlodging 
assets  as  Citicorp  and  Apple 
Computer. 

The  high-end  Pi'incess  re- 
sorts "have  significant  upside 
potential,"  says  Aithui-  Adler, 
a  Coopers  &  Lybrand  pait- 
ner.  They're  in  choice  vaca- 
tion destinations:  two  each  in 


ALWALEED:  Hotel le) 


Acapulco,  Barbados,  and 
Bermuda;  and  one  in  Scotts- 
dale,  Ariz.  Now,  they  cater 
mainly  to  tourists,  but  the 
Prince  wants  to  go 
after  the  business 
and  convention 
market.  Lonrho 
and  the  Prince 
aren't  commenting. 

Ti'ouble  is,  the 
Pi'incess  proper- 
lies  need  costly 
rehabbing.  Alwa- 
leed and  Faii'mont 
spent  up  to  $15 
million  to  refur- 
bish the  Copley  Plaza.  The 
Prince  is  counting  on  strong 
management  for  the  sites 
from  a  famihar  team,  his 
50%-owned  San  Francisco- 
based  Fairmont  Hotel  Man- 
agement LP.  Faii'mont  ceo 
Robert  Small,  58,  is  an  old 
pro  at  resells:  He  once  ran 
Walt  Disney  World's  resorts 
division.  Lisa  Sanders 


THE  LIST  CLUNK,  CLUNK 


Chrysler  has  the  least  reliable  vehicles 
3  of  10  categories,  says  Consumer 
Reports.  Chrysler  says  other  surveys 
laud  these  models  for  comfort  and 
styling.  The  w/orst  rating  by  the  Con- 
sumers Union  publication  is  for  the 
Discovery  sport-ute  by  Land  Rover, 
which  disputes  the  methodology. 


CATEGORY 

MODEL 

HOW  MUCH  WORSE 
THAN  AVERAGE* 

SMALL  CARS 

Volkswagen  Golf  VR6/Jetta  VR6 

50% 

MEDIUM  CARS 

Saab  900 

62 

LARGE  CARS 

Dodge  Intrepid 

33 

COUPES 

Chrysler  Sebring/Dodge  Avenger 

53 

SPORTS  CARS 

Eagle  Talon/Mitsubishi  Eclipse 

87 

LUXURY  CARS 

Cadillac  Seville 

10 

MINIVANS 

Chevrolet  Astro/GMC  Safari 

37 

PICKUP  TRUCKS 

Dodge  Ram  4WD 

63 

SPORT-UTILITY 

Land  Rover  Discoverv 

86 

'Based  on  Consumer  Reports  reader  survey  for  model  years  1994  through 


1996,  except  for  Volkswagen,  which  is  for  one  year 


DATA:  CONSUMER  REPORTS 


TALK  SHOW  "I  want  to  be  Jiminy  Cricket  to  humanity.' 

— Ted  Turner,  who  is  giving  away  $1  billion  to  humanitarian 
programs,  in  an  interview  with  business  week 


KIBITZERS 


AMERCER  OF 
MERGEMEISTERS 

it's  rare,  but  consulting 
firms  sometimes  take  their 
own  advice.  Consider  Mercer 
Management  Consulting,  soon 
to  announce  a  merger  with 
lival  Coiporate  Decisions  Inc. 
Terms  aren't  disclosed,  but 
those  close  to  the  deal  call  it 
a  mixture  of  cash  and  stock. 

Mercer  got  attention  with 
its  1995  book  Grow  to  Be 
Great,     calling    for  .  ^„ 

growth  when  re-  \/y  ^t-J^ 

engineering  was 
stUl  the  mantra  for  " 
most  consultants. 
CDi,  though 
smaller,  has  a 
growth-ori- 
ented follow- 
ing   of  its 
own.  Staffers 

wrote  Value  Migration,  a  1996 
business  best-seller  linking 
shai'eholder  wealth  with  know- 
ing customer  needs. 


The  merger  will  crea 
$300  million  strategy  co 
tant  (some  15%  of  that 
CDi)  that  will  operate  u 
the  Mercer  name,  with  a 
of  17  offices  and  1,200  sta 
The  new  Mercer,  a  un 
professional-sei^nces  pro\ 
Marsh  &  McLennan,  wil 
main  the  nation's  No.  5  st 
gy  consulting  firm  in  rev( 
Unlike  the  recently 
nounced  union  of  accoun 
and-consulting  giants 
Waterhouse  and  Coopei 
Jjybrand,  which  still  reqi 
the  O.K.  of 
ners,  CDI 
""^^  Mercer  negc 
^  ed  for  18  mo 
to  be  sure 


everyone 
on  boi 
Post-mer 
the  new 
cer  won'l 
d  0  w  n  s  i  z : 
since  it  is  gi'owing  so  fa 
has  to  hire  people.  T' 
called  practicing  what 
preach.      Jennifer  Rein 


PUNDITS 


A  FED  WATCHDOG  TAKES  A  BREATHER 


FOR    NEARLY    A  QUARTER- 

century,  a  self-appointed 
group  of  academic  and  busi- 
ness economists  knowm  as  the 
Shadow  Open  Market  Com- 
mittee has  met  religiously 
every  six  months  to  critique 
the  real  Federal  Reserve. 
And  for  much  of  that  period, 
the  inflation-hawk  Shadow 
Fed  has  found  reason  to  fault 
Fed  policy,  usually  for  not  be- 
ing tough  enough. 

But  that  24-year  run  has 
been  snapped.  The  Shadow 
Fed  is  forgoing  the  meeting 
scheduled  for  Sept.  30.  Rea- 
son: With  the  economy  con- 
tinuing its  remarkable  inn  of 
robust  growth — and  with  a 
surprising  lack  of  inflationaiy 
pressures — the  group  could 
not  bring  itself  to  second- 
guess  Fed  Chairman  Alan 
Greenspan.  "We  see  no  rea- 
son to  meet,"  admits  Car- 


negie Mellon  Univeiit 
economist  Allan  Meltzer,  'hi 
co-founded  and  chairs  :h( 
Shadow  Fed. 

Not  that  Meltzer's  giaii 
doesn't  try  to  claim  credifoi 
Greenspan's  success.  "Will 
there  is  still  I'oom  for  Hi 
provement,  many  of  the  ol 
cies  we  advocated  are  i 
rently  in  place,"  Meltzer 
"They  have  worked  as  wt? 
pected  them  to  work.'  J 
other  words,  the  Shadow  'e 
knows.  I)i  III/  F'j,- 
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15  years  ago,  E*TRADE  was  at  the  forefront  of 
online  investing.  It  was  conceived  with  one  purpose 
in  mind:  to  put  the  tools  of  investing  into  your  hands. 
Now,  milHons  of  transactions  later,  E^TRADE 
continues  to  topple  the  old  ways  of  doing  things. 

You  get  free  quotes,  charts,  earnings  estimates, 
up-to-the-minute  news  and  live  market  analysis 
linked  to  your  portfolio.  All  to  help  you  invest  with 
more  control  and  intelligence. 

You  can  place  trades  through  your  PC  or  touchtone 
phone  — around  the  clock  —  for  a  fraction  of  the 
cost  of  traditional  providers. 

To  see  where  online  investing  is  going,  look  to  the 
company  that's  already  there.  Visit  our  Web  site  or 
call  today. 

www.etrade.com 

Call  1-800-ETRADE-1 


you  do  ihe  malli.  Compare: 


E'TRADE 

e. Schwab 

Schwab 

Merrill  Lynch 

Trade  by  phone 

800  listed  shares®  $20 
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$11736 

$324.00 

Trade  via  PC 

800  Nasdaq  shares @$20 
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$29.95 
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Not 
Available 
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Free 

Free 

Free 

Free 

Customer  service 

Free 

Fees  may 
apply 

Free 

Free 

Some  firms  may  offer  (fiscounts  and  services  not  available  at  E«TRADE.  Limit  and  stop 
orders  are  $19.95.  For  listed  orders  over  5,000  shares,  add  Ic/share  to  the  entire  order  Add 
S15for  broker-assisted  trades.  Orders  execute  during  market  hours.  Comparative  rates  are 
based  on  a  8/15/97  phone  survey  No  connect  fees  for  Web  access  Direct  modem  and 
touchtone  connect  fees  are  27c/minute,  but  with  12  free  minutes  per  trade,  you  may  pay 
nothing  ©]997  E*TRADE  Securities,  Inc  Member  NASD,  SIPC  MBSWK97 


TRADE  I  Someday  we'll  all  invest  this  way; 


Up  Front 


THE  DEAL  MILL 


WORLDCOM'S  LUCKY  DAY 


WORLDCOM,     ONE     OF  THE 

world's  biggest  suppliei-s  of  In- 
ternet access,  just  got  even 
bigger  when  it  agi-eed  to  buy 
America  Online's  communica- 
tions operation.  Tlie  odd  thing 
is  that  WorldCom  ceo  Ber- 
nard Ebbers  was  hardly 
tliinking  about  the 
Net  a  year  ago. 

It  was  all  a 
happy  accident.  In 
a  recent  inter- 
view, Ebbers  re- 
calls how  World- 
Com last  year 
was  just  a  com- 
mercial long-dis- 
tance phone  com- 
pany. But  on  Aug. 
12,  "l996,  he  finally  decided, 
after  many  sleepless  nights, 
to  merge  with  mfs  Commu- 
nications, concluding  that  mfs' 
business-oriented  local  phone 
service  would  be  just  the 
right  extension  of  World- 
Com's business. 


EBBERS:  Quick  study 


Little  did  Ebbers  know 
that  MFS  executives  would 
announce  that  veiy  day  theii" 
own  kind  of  diversification — 
the  purchase  of  uunet  Tech- 
nologies, the  world's  biggest 
Internet  service  provider  So 
three  months  later,  when 
WorldCom  and 
MFS  completed 
their  merger,  Eb- 
bers also  bagged 

UUNET. 

Ebbers  credits 
uunet's  chief  ex- 
ecutive, Jolin  Sidg- 
more  with  de- 
vising WorldCom's 
recent  complex 
deal  to  buy 
CompuServe,  hand  over  its 
2.6  million  consumer  sub- 
scribers to  America  Online, 
and  gain  aol's  communications 
apparatus.  "We  didn't  really 
imdei-stand  the  Internet  when 
we  bought  MFS,"  says  Ebbei"s. 
He  does  now.  Dee  Gill 


BROWSER  BRAWLS 

DWATS,  DATWABBIT 
WUVS  MICWOSOFT 

MICROSOFT    IS    KNOWN  FOR 

hobbling  its  competition  by 
spreading  fud — fear,  uncer- 
tainty, and  doubt.  But  now, 
it's  hoping  a  different  kind 
of  Fudd — Elmer — will 
give  it  a  leg  up 
on     Netscape  ^ 
Fudd,  Bugs 
Bunny,  an( 
other  Looney 
Toons  get 
marquee  sta- 
tus wiien  Mi 
crosoft  launch- 
es its  Internet 
Explorer  4.0  Web 
browser  on  Sept.  30. 

Microsoft  has  nabbed  the 
Web  sites  of  Wamer  Broth- 
ers and  more  than  a  dozen 
other  bravray  media  players 
(America  Online,  PointCast, 
CNN)  foi'  exclusive  use  on  Ex- 
plorer. This  is  a  coup,  since 


Netscape  dominates  browser- 
land  with  70%  market  share. 

These  brand  names  are 
featured  on  Explorer's  Active 
Channel  Guide,  a  bar  of  icons 
that  lets  users  easily  go  to 
top  Web  sites  or  have  Web 
pages  delivered  to  them. 
Sites  contain  material  view- 
able only  via  Explorer 

Warnei'  Brothers 
Online  Vice-Pres- 
ident James 
Moloshok  says 
-  he    had  been 
aligned  with 
Netscape,  but 
^  switched  main- 
ly because  Micro- 
soft is  focused 
more    on  con- 
sumers, Netscape  on 
businesses. 

Netscape,  which  in  August 
launched  Channel  Finder 
built  into  its  browser,  shrugs 
off  Microsoft's  lineup — insist- 
ing its  own  (ABCnews.com,  for 
instance)  outdistances  Wamer 
and  the  rest.     Steve  Hamm 


DRAWN  &  QUARTERED 


l-WAY  PATROL 

A  ONE-MAN  JIHAD 
ON  JUNK  E-MAIL 

MARK  WELCH,  A  CALIFORNIA 

estate  lawyer,  is  on  a  one- 
man  crusade  to  stop  unso- 
licited promotional  E-mail. 
His  latest  tai'get  is  bookseller 
Barnes  &  Noble. 

Most  Internet 
providers  prohib- 
it junk  E-mail. 
(It  is  O.K. 
with  them  if 
you  request 
these  promos.) 
Watchdog 
Welch  has  been 
successful  at  getting  name 
companies  that  send  out  un- 
solicited missives  to  cut  it 
out.  The  Camelot  Music 
record  chain,  for  instance,  re- 
ports that  it  ended  junk  E- 
mailing  after  Welch  and  oth- 


ers complained  to  its  Intese 
pi-ovider. 

Trouble  is,  Welch,  has  V 
ten  stiff-armed  by  Banieljt 
Noble — and  he  doubts 
provider  will  take  action, 
denies  that  it  sends 
promotions  indiscriminat 
Rather,  it  claims  that  it  sh 
them  oft"  only  to  people  tb 
perceives  have  an  interes 
particular  bo 
Most  folks 
getting  tl 
notices, 
company  s 
Welch  dis( 
ered  the  chi 
E-mail  opera 
after  it  sent  a  s( 
tation  to  the  Web  site  tha 
maintains  for  mystery-m 
fans.  Aptly,  given  Wei 
views  on  junk  E-mail,  the 
was  for  an  anthology  of 
ror-film  scripts  called  Sere 
plays.  Roy  Fui 


THE  BIG  PICTURE 


NETWORKED  WORKERS 

Telecommuters  have  nearly  tripled  in  number  since 
1990.  Growth  paused  in  mid-decade,  as  layoffs 
mounted,  but  with  tighter  job  markets  em- 
ployers say  the  practice  helps  attract 
workers. 


FOOTNOTES  Computer-related  jobs  held  by  16-to-19-year-olds,  1986:  4,000;  1996:  58,000 
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WHArS  RIGHT  AND 

WRONG  AT  HEINZ  

"The  CEO  and  the  board,"  (Cover  Sto- 
ry, Sept.  15)  wrongly  asserts  that 
Heinz's  corporate-governance  system  is 
under  attack.  Our  style  of  governance 
was  ovei-whelmingly  endorsed  on  Sept. 
10  at  the  annual  meeting  of  sharehold- 
ers, when  our  entire  board  received 
98.6%  of  one  of  the  highest  votes  ever 
cast.  The  vote  recognized  that,  under 
the  directors'  stewardship,  Heinz  has, 
over  20  years,  delivered  superior  re- 
turns to  its  shareholders — 21.8%  per 
year.  This  accomplishment  exceeds  that 
of  Campbell  Soup  Co.,  at  20.7%. 

You  claimed  that,  over  the  past  five 
years,  Heinz's  annual  shareholder  re- 
turns of  13.9%'  have  "consistently  un- 
derperformed"  the  Standard  &  Poor's 
food  index.  For  that  period,  the  food 
index  return  was  the  same — 13.9%. 

While  the  Heinz  executive  commit- 
tee has  the  authority  to  act  when  the 
board  is  not  in  session,  its  powers  are 
strictly  limited  by  the  board.  For  ex- 
ample, it  cannot  authorize  capital  ap- 
propriations, acquisitions,  or  divestitiu^es 
in  excess  of  $10  million,  or  special  trans- 
actions such  as  the  issuance  of  stock  or 
debt.  Also,  all  executive-compensation 
plans  must  go  before  the  board. 

You  understated  the  status  of  the 
board  of  directors  by  failing  to  men- 
tion that  Donald  R.  Keough  is  chair- 
man of  Allen  &  Co.,  that  Edith  E.  Hol- 
iday was  Assistant  to  the  President  of 
the  U.  S.  and  Secretary  of  the  Cabinet, 
that  Nicholas  Brady  was  Ti-easury  Sec- 
retary, and  that  Samuel  C.  Johnson  is 
chairman  of  S.  C.  Johnson  &  Son  Inc., 
not  former  chairman. 

You  failed  to  report  that  the  board's 
management  development  and  compen- 
sation committee,  which  recommends 
the  choice  of  ceo,  is  composed  entirely 
of  outside  directors.  The  nominating 
committee,  which  screens  and  recom- 
mends candidates,  has  a  majority  of  out- 
side directors. 

BUSINESS  WEEK  compares  Heinz  with 
Campbell,  which,  according  to  its  proxy, 
has  on  its  board  five  members  and  rep- 
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CORRECTIONS  &  CLARIFICATIONS 

in  "The  ceo  and  the  board"  (Cover  Sto 
Sept.  15),  BUSINESS  WEEK  erred  on  the  date 
a  tribute  to  former  House  Speaker  Thorn 
S.  Foley.  It  occurred  in  1989,  not  1996. 
was  held  under  the  auspices  of  The  Ame 
ican  Ireland  Fund,  of  which  Anthony  J. 
O'Reilly  is  chairman  and  co-founder. 


resentatives  of  the  family,  control! 
43%  of  its  shares.  The  test  of  any  bo 
of  directors  is  the  performance  of 
company.  By  this  criterion  Heinz 
performed  superbly. 

Ted  Sm 

Vice-President,  Corporate  Affs 
H.J.  Heinz 
Pittsbu 

Editor's  note:  business  week's  st 
noted  that  a  stock  runup  since  the 
pointment  of  Bill  Johnson  as  presid 
had  allowed  Heinz  to  catch  up  u 
food-industry  rivals  after  it  had  c 
sisteyitly  underperformed  the  s&P  j 
index.  With  regard  to  Samuel  Johnsc 
title,  he  was  chairman  until  199^,  w 
his  title  was  changed  to  "nonexecu 
chairman. " 

The  notion  of  independence  has  m 
ing  to  do  with  finendship,  compensat 
of  directors,  or  gifts  from  the  He 
Foundations.  None  of  us  on  the  H( 
board  is  easily  purchased  by  fi'iends 
or  money.  The  kind  of  people  on 
Heinz  board  take  pride  in  having  in 
pendent  views  and  in  the  ability 
think  clearly  about  important  matti 
Most  of  us  are  independent  financi 
and  are  not  dependent  on  oui'  incc 
ft-om  Heinz. 

Another  superficial  issue  is  a 
Again,  the  emphasis  has  to  be  on  ii 
vidual  performance,  not  on  some  ai 
trary  variable  such  as  age.  We  b 
know  that  some  people  are  menti 
dead  at  50  and  others  are  still  go 
strong  at  80  or  85.  Accomplishme 
are  the  kinds  of  things  to  look  at, 
age. 

In  my  own  case,  you  have  the  & 
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Readers  Report 


wi-ong.  Jack  Heinz,  who  was  chainnan 
of  the  board  and  was  a  trustee  at 
Camegie  Mellon,  was  the  person  who 
asked  me  to  go  on  the  board.  He  re- 
layed this  information  to  Tony  O'Reilly, 
who  then  talked  to  me.  It  was  after  I 
was  already  on  the  Heinz  board  that 
O'Reilly  joined  the  boai'd  at  Allegheny 
International.  Our  both  being  on  the 
Allegheny  board  had  nothing  to  do  with 
my  being  on  the  Heinz  board. 

If  you  really  want  to  attack  the  prob- 
lem of  corporate  governance,  then  it 
must  be  based  on  infonnation  flow  and 
the  determination  of  the  ways  to  get 
good  infoiTnation  to  directors.  On  this 
score,  incidentally,  there  are  many 
things  that  can  be  done,  but  one  of 
them  is  not  to  get  rid  of  the  inside  peo- 
ple on  the  board.  They  are  a  terrific 
source  of  good  infonnation  for  outside 
board  members. 

Richard  M.  Cyert 
Pi'esident  Emeritus,  Camegie  Mellon 
Director,  H.J.  Heinz  &  Co. 

Pittsburgh 

I've  been  a  Heinz  stockholder  for  sev- 
eral years.  A  few  months  ago,  when  I 
read  the  latest  proxy  issued  in  connec- 
tion with  the  fij-m's  annual  meeting,  I 
was  dismayed  by  the  number  of  direc- 
tors over  70  who  had  been  on  the  board 
10  years  or  more,  all  of  whom  were 
seeking  reelection. 

I  am  61,  and  I  know  I  have  acquired 
a  certain  expertise  in  my  profession, 
but  I  simply  do  not  have  the  mental 
(or  physical)  agility  that  associates  who 
are  20  years  younger  have.  I  think  this 
is  quite  normal  in  most  professions,  in- 
cluding coi"porate  directorships.  Having 
one  or  two  Wise  Old  Owls  on  the  boaixl 
does  make  for  a  certain  stabihty,  but 
when  they  are  in  the  majority,  it  can 
mean  only  one  thing:  stagnation. 

When  I  returned  my  proxy,  I  voted 
against  half  the  nominees  and  WTote  on 
the  ballot:  "There  are  too  many  fogies 
on  this  board." 

Richard  A.  Kagan 
New  York 

An  outstanding  Cover  Story  this 
week — and  a  logical  extension  of  last 
year's  "The  best  &  worst  boards" 
(BW — Nov.  25).  I  plan  to  wave  it  at  my 
coiporate  governance  students  at  Stan- 
ford Law  School  next  Monday. 

Richard  H.  Koppes 
Consulting  Professor  of  Law 
Stanford  University 
Palo  Alto,  Calif. 

I  found  your  story  most  enlighten- 
ing. In  John  Byrne's  most  balanced  por- 


trait of  life  in  the  H.J.  Heinz  board- 
room, I  learned  a  lot  about  what  for- 
tunately only  a  few  business  leaders 
consider  to  be  acceptable  corporate 
governance. 

It  is  interesting  to  note  that  only  a 
few  days  after  you  reported  Chaii"mari 
O'Reilly's  views  that  an  insider-domi- 
nated board  was  best  for  the  share- 
holders of  Heinz,  the  traditionally  CEO- 
dominated  Business  Roundtable,  never 
considered  a  bulwark  of  cutting-edge 
coiporate  governance  piinciples,  issued  a 
report  caUing  for  public  company  boai'ds 
to  be  composed  of  a  "substantial  ma- 
jority" of  outside  directors. 

Charies  M.  Elson 
Professor  of  Law 
Stetson  College  of  Law 
St.  Petersburg,  Fla. 

Historically,  groups  of  people  re- 
ceived corporate  powers  because  they 
were  vuiUing  to  take  on  certain  tasks — 
such  as  settling  North  America  and 
building  bridges  and  raih'oads — that  the 
government  could  not  or  would  not 
shoulder.  They  took  on  vital  social  func- 
tions and  received  quasi-governmental 
powers  to  carry  them  out.  The  share- 
holders received  the  protections  of  the 
corporate  veil  and  limited  liability  in 
exchange  for  assuming  the  risk  that 
these  challenges  posed. 

Therefore,  the  Business  Roundtable 
task  force's  conclusion  that  the  first 
obligation  of  management  is  to  share- 
holders is  WTong.  The  pi'imary  duty  of 
coiporate  management  nms  to  the  poh- 
ties  (the  true  stakeholders)  that  gave 
managers  and  shareholders  the  privi- 
leges— and  wealth — they  enjoy. 

Stakeholders,  unlike  shai'eholders,  as- 
sume unlimited  liability  for  corporate 
mismanagement.  The  savings  and  loan 
debacle  is  only  the  most  recent  proof  of 
this  tinth. 

Peter  D.  Kinder 
President 

Kinder,  Lydenberg,  Domini  &  Co. 

Cambridge,  Mass. 

NUMBERS  ARE  KEY 

IN  TV  AD  DECISIONS  

I  reject  the  notion  that  advertising 
executives,  smart  as  they  are,  make 
multimillion-dollar  buys  merely  on  snob 
appeal  ("Is  it  prime  time  for  cable?" 
Media,  Sept.  8).  Advertisers  continue 
to  favor  broadcast  over  cable  because 
they  know  that  only  broadcast  can  de- 
liver the  numbers.  Cable  still  reaches 
less  than  one-third  of  U.S.  consumers, 
and  even  the  highest-rated  cable  pro- 
gram attracts  numbers  on  a  pai'  with 


the  lowest-rated  broadcast  progra;3^ 
Ave  Buten;|ji| 
Presidlf 

Television  Bureau  of  Advertisii 
New  y1i 

YOU'LL  ALWAYS  FIND  ' 
PORK  RINDS  AT  7-ELEVEN  ^ 

I  was  surprised  that  business  wi 
seems  to  think  that  our  focus  is  on 
ing  goui-met  ("How  classy  can  7-Ele 
get?"  The  Corporation,  Sept.  1). 
have  no  plans  to  abandon  our  core  pi 
ucts — the  ones  many  of  our  5  mil] 
customers  a  day  stop  in  to  buy.  Hi 
ever,  broadening  the  variety  of  pr 
ucts  and  sei^vices  available  beyond  th 
traditionally  foimd  at  convenience  stc 
is  a  prime  focus  of  7-Eleven.  In  ot 
words,  we'll  cany  everything  custo 
want — from  pork  rinds  to  Penier. 

Clark  Matth 
President  and 

Southland  C 
Da 


FINDING  US  ONLINE 


The  full  text  of  Business  Week,  the  Business  Wee 
Dally  Briefing,  and  six  years  of  BW  archives  a 
available  on  the  World  Wide  Web  at; 


www.businessweek.com 

and  on  America  Online  at  Keyword:  BW. 
To  sign  up  for  BW  on  AOL,  call  (800)  641-4848 
and  mention  Business  Week. 

MaVen 

Shopping  for  computer  equipment?  Visit  Maven,  o 
online  Computer  Buying  Guide,  for  continuously 
updated  ratings  and  price  information. 
Go  to  Keyword:  Maven  on  America  Online, 
or  to  the  World  Wide  Web  at: 
www.maven.businessweek.com 
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Phone:  (800)  535-1200  or  (609)  426-7500 

Fax:  (609)  426-7623. 

Internet:  bwhelp@mcgraw-hill.com 
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Sometimes  the  best  laid  plans  need  a  little  help. 


Scotch' -  M        Tape  from  3M  has  been  helping  people  for  years.  When  we 
learned  that  farmers  were  taping  cracked  eggs  so  they  could  hatch,  we  knew 
yet  another  great  use  had  been  bom.  From  insulating  electrical  splices,  to  pin- 
sii ipiag  cars,  people  trust  Scotch™  brand  tapes  for  strength,  consistency  and  value. 
It  all  comes  from  our  unique  corporate  spirit -which  lets  us  make  the  leap 


We  help  deliver. 


from  need  to.,. 


•   3M  Innovation 

M  1996  For  more  informiiliiin,  call  I -SOO- 3  M  -  H  E  LPS .  or  Iniernel:  hup :  //www.mmm.coin 


If  your  IT  challenges  are  expanding  faster  than  your  staff,  you  should  be  lookil^ 


at  Tivoli's  TM  E  10'''  enterprise  management  software.  It  controls  all  your  systen 


networks  and  applications  from  the  data  center  to  the  desktop.  So  you  can  incre^ 


productivity  by  automating  routine  tasks  and  giving  a  leaner  IT  staff  the  power 


manage  anything,  anywhere.  You  can  enhance  availability  by  proactively  manag 


distributed  systems.  You  can  deploy  software  like  SAP  R/3  or  Lotus  Notes® 


WHEN  YOUR  "TO-DO"  LIST  GETS  BIGGER  THA 


usands  of  users  from  a  single  console,  and  manage  applications  and  events  on  an 


erprise  scale.  And  because  so  many  vendors  work  with  our  uniquely  open,  scalable. 


iss-platform  framework,  you  can  count  on  choosing  best-in-class  products.  Some- 


ig  else  to  count  on:  As  an  IBM  company,  we  can  support  your  enterprise  wherever  you 


business- no  matter  which  vendors  you  choose. To  see  how  we  can  help  you  better 


erage  IT  assets,  visit  Tivoli  Systems  Inc.  at  www.tivoli.com  or  call  1  800  2TI\/0LI. 


OUR  IT  BUDGET,  IT'S  TIME  FOR  TIVOLI 


Books 


EUROPE  ADRIFT 

By  John  Newhouse 
Pantheon  •  339pp  •  $27.50 


DOES  EUROPE  STILL 
HAVE  WHAT  IT  TAKES? 


Alas!  poor  Europe.  We  knew 
her....  Less  elegiac  than  Ham- 
let's soliloquy,  John  Newhouse's 
Europe  Adrift  nevertheless  leaves  one 
feeling  wistful.  Newhouse  details  the 
present-day  woes  of  the  Continent,  a 
conglomerate  of  former  superpowers 
that  has  fallen  into  political  and  eco- 
nomic disaiTay.  And  though  his  book  is 
stiffly  wi-itten,  it  addresses  one  of  the 
key  questions  in  cuiTent  geopolitics:  As 
Eiu'ope  approaches  the  millennium,  tiy- 
ing  so  very  hard  to  act  as  a  unified 
force,  can  it  climb  back  into  a  leading 
role  on  the  world  stage?  Can  its 
strained  economies  cope  with  the  strin- 
gent demands  of  a  global  market? 

When  the  cold  war  went  to  the  capi- 
talists, Europe  lost  its  principal  reason 
to  hang  together.  And  when  Gemiany 
reunified  after  the  Berlin  Wall  fell,  the 
rest  of  the  Continent  faced  the  ticklish 
task  of  dealing  with  an  entity  that  many 
instinctively  mistmsted.  Newhouse  ar- 
gues that  these  two  tectonic  shifts  have 
left  the  European  Union  dangerously 
unstable.  Weak  leadership,  fi'agile  eco- 
nomic systems,  and  a  Bnissels  bureau- 
cracy with  few  apparent  goals  besides 
pei-petuating  itself  are  paralyzing  Eu- 
rope at  a  time  when  pressure  to  per- 
fomi  gets  stronger  every  day. 

A  foiTner  staff  writer  for  The  New 
Yorker  and  now  a  guest  scholar  at  the 
Brookings  Institution  and  consultant  to 
the  State  Dept.,  Newhouse  brings  sen- 
sitivity and  a  keen  feeling  for  history  to 
his  account.  Without  the  threat  of  an 
expansionist  Soviet  Union,  Europe  is 
back  to  an  age-old  problem — tiying  to 
forge  a  common  identity  out  of  many 
distinct  and  proud  nations.  In  the  ab- 
stract, Europeans  recognize  that  they 
stand  to  do  better  in  world  trade,  secu- 
rity, and  financial  health  by  working  as  a 
bloc.  Yet  they  legitimately  fear  losing 
not  only  national  self-detemiination  but, 
more  subtly,  their  individual  cultural 
psyches. 


Dancing  around  this  dilemma,  politi- 
cians have  made  a  mess.  Newhouse 
starkly  shows  that  the  December,  1991, 
Maastricht  meeting  was  an  utter  fail- 
ure. Convened  to  strengthen  European 
integration,  the  meeting  turned  into 
damage  control  as  participants  tried  to 
put  a  reunified  Germany  in  its  place. 

As  a  result,  instead  of  a  I'eenergized 
movement  to  give  KU  members  a  more 
direct  voice  in  each  other's  domestic  af- 
fairs, Europe  got  a  timetable  for  mone- 
tary union  that  has  become  a  harsher 
tyi-ant  than  Bonn  was  likely  to  be.  The 
strict  financial  criteria  for  en- 
try into  the  single-currency 
club  forced  budget  austeri- 
ty on  countries  already 
struggling  with  low  gi'owth 
and  surging  unemployment. 
France  and  Italy  have  re- 
sorted to  accounting  gim- 
micks, along  with  tentative 
social-spending  cuts,  to  bring 
their  deficits  down  to  the 
target  level  of  3%  of  gi'oss 
domestic  pi'oduct.  Even  Ger- 
many will  be  hard-pressed 
to  make  the  numbers.  And  because 
politicians  failed  to  sell  European  mon- 
etary union  to  voter's,  popular  support 
for-  the  single  currency  is  next  to  zero. 

EMU  advocates  still  insist  that  a  single 
market  needs  a  single  currency,  and 
they  talk  about  the  happy  day  when 
Ell  member's  can  no  longer  underinine 
one  another  with  competitive  devalua- 
tions. Yet  EMU  remains  something  of  a 
contrivance — and  a  poor  substitute  for 
measures  that  would  boost  Europe's 
economic  competitiveness  quickly,  such 
as  creating  more  labor-  mobility.  Worse, 
Maastricht  made  no  provision  for  "the 
morning  after" — how  to  deal  with  a 
country  whose  fortunes  change  once  it 
has  joined  EMU.  Although  inflation  and 
interest  rates  have  gTown  more  similar 
across  Europe,  business  cycles  on  the 
Continent  still  don't  move  in  lockstep. 


WO 


Without  any  centr-al  political  authorityi  | 
back  it  up,  the  new  Eur-opean  centj 
bank  could  find  itself  administerin|jj  ( 
euro  doomed  to  weakness.  ' 

Newhouse  sees  emu  as  a  great  ^ 
traction  from  the  ills  that  Eur*ope's  1# 
ers  should  be  tackling.  Their  failure 
contain  the  br'utal  war  in  the  foni 
Yugoslavia  was  a  warning:  Europe 
mains  full  of  flash  points,  yet  the 
still  lacks  any  cohesive  foreign  pa 
or  clear  ways  of  dealing  with  con 
within  national  bor'der-s.  Member  sta! 
have  expended  gr-eat  energy  discussl 
the  enlargement  of  nato,  yet  the 
liance's  cmrent  members  have  been 
toriously  passive,  r'elying  on  the 
for  policy  direction.  And  expanding 
Eu  to  include  the  newly  capitalist  co| 
tries  of  Eastern  Eur-ope  remains  po' 
cally  dicey,  as  France  fears  a  farti 
power  shift  towar'd  Germany,  and 
of  Wester-n  Europe  worries  about 
cost  of  extending  subsidies  and  otl 
benefits  eastward. 

Newhouse  isn't  sure  v 
will  lead  Europe  in  a  n 
direction.  He  devotes 
chapter  to  regionahsm,  s 
gesting  that  nation-state; 
Europe  may  have  outli\ 
their  usefulness.  He  spei 
another  chapter  wonder^ 
whether  Germany's  fi-acti^ 
political  parties  can  come 
with  a  leader-  to  assume  1 
mut  Kohl's  mantle.  Here 
neglects  to  mention  the 
cial  Democr-ats'  rising  s1 
Geriiai'd  Schroder-.  One  problem  w 
the  book,  in  fact,  is  that  sever-al  1 
events  have  already  outstr-ipped 
Newhouse  finished  writing  befor-e  Ti 
Blair's  Labour  government  came 
power  in  Britain,  bringing  a  more  c 
ciliator-y  approach  to  the  EU  than 
Tories  had  shown.  The  book  also  p 
dates  the  French  par-liamentary  e. 
tions  that  put  a  Socialist  Prime  Mir 
ter  back  in  office  in  June,  so  much 
its  discussion  of  French  policy  see 
stale.  All  the  same,  Europe  Adrift 
thought-pr'ovoking.  One  hopes  that 
ficials  in  Bonn,  Paris,  and  Br-ussels 
read  it  and  make  a  sharper  effort 
build  a  new  or-der  out  of  the  Col 
nent's  chaos. 

BY  JOAN  WARr 
Sejiior  News  Editor  Warv.er  folk 
European  business  and  economics 


In 


WEAK  LEADERSHIP,  FRAGILE  ECONOMIES,  AND 


BRUSSELS  BUREAUCRATS  ARE  SAPPING  THE  EU 
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Where  In  The  World 
Should  You  Invest  Now? 

nsider  highly  rated  global  and  international  funds  from  Prudential  Investments. 


More  of  the 
world's  growth 
tpportunities  are 
w  outside  the  U.S.* 


If  you're  looking  for...    Then  look  at. 


1  1970,  the  U.S.  had 
67%  of  the  world's 
tock  market  wealth. 


A  worldwide  strategy 
for  seeking  long-term 
growth  of  capital 

A  smaller  company 
focus  on  long-term 
growth  of  capital 

A  global  opprooch  to 
maximum  total  return 


A  worldwide  focus  on 


Prudential  World 
Fund/Global 
Series  (Class  A) 

Prudential  Global 
Genesis  Fund' 
(Class  A) 

The  Global  Total 
Return  Fund 
(Class  A) 


Prudential 


maximizing  total  return  Intermediate 
through  current  income     Global  Income 
and  capital  appreciation    Fund  (Class  A) 


A  regional  approach  to 
finding  long-term  growth 
of  capital  outside  the  U.S. 


Prudential  Europe 
Growth  Fund 
(Class  A) 


Investment  Strategy 


Uses  a  growth-oriented  strategy  for  seeking 
long-term  growth  primarily  from  stocks  of 
both  U.S.  and  foreign  companies. 

Uses  regionally  based  teams  to  uncover 
stocks  of  smaller,  growing  companies 
around  the  world. 

Seeks  total  return  by  strategically 
diversifying  assets  among  U.S.  and  foreign 
government  bonds,  short-term  bank  debt 
securities  or  deposits. 

Invests  in  U.S.  ond  foreign  investment 
grade  government  bonds  with  maturities  of 
10  years  or  less,  using  a  fundamental 
approach  to  maximize  return. 

Invests  primarily  in  equity  securities  of 
companies  domiciled  in  Europe. 


Overall  Morningstar 
Rating,  8/31/97 


among  573  international 
equity  funds 


among  573  international 
equity  funds 


omong  1,284  taxable 
bond  funds 


among  1,284  taxable 
bond  funds 


among  573  international 
equity  funds 


In  1997,  the  U.S. 
resents  only  45%  of  it. 
he  rest  of  the  world 
low  comprises  55%. 

:e  Morgan  Stanley  Capital  international 
1112/31/70  ond  6/31/97,  reipeclrvely 

dII  for  a  free  prospectus 
with  more  complete 
information,  including 

sales  charges  and 
expenses,  and  other 
classes  of  shares. 
Please  read  it 
carefully  before  you 
invest  or  send  money. 


It's  time  to  discover  the  rewards  of  global 
investing.  The  U.S.  stock  market  has  delivered  sti-ong 
returns  for  the  past  few  years.  But  today,  many  investors 
are  wondering  just  how  much  growth  may  be  left.  In  fact, 
they  are  looking  to  diversify  their  portfolios  and  capitalize 
on  opportunities  abroad. 

Prudential  can  help  you  discover  foreign 
investment  opportunities  you  couldn't  find  by 
yourself.  As  one  of  the  largest  money  managers  in  the 
world.  Prudential  offers  years  of  international  investing 
expertise,  a  wide  range  of  overseas  stock  and  bond  funds, 
and  seasoned  fund  managers  with  quick  access  to  world 
financial  news  and  data. 


Aiming  for  results  while  managing  risk.  Wtten 
you're  venturing  overseas,  you  want  to  make  sure  you 
have  the  right  combination  of  risk  and  potential  reward. 
At  Prudential,  we  manage  our  funds  to  achieve  consistent 
long-term  risk-adjusted  performance.  Of  course,  past 
peiforniance  is  no  guarantee  of  future  results. 

Call  today  for  your  free  prospectus.  Find  out 
how  Prudential's  international  and  global  funds  can 
help  you  discover  a  world  of  investment  opportunity. 

1  -800-THE-ROCK  ext.7i  75 

vvww.prudential.com 

(®  Prudential 

Investments 

ire  prices  and  returns  will  vary,  and  you  may  hove  a  gain  or  loss  when  you  sell  shares.  Not  all  funds  in  the  Prudential  Family  of  Funds  were 
id  as  high  as  those  appearing  in  this  advertisement.  Ratings  cited  ore  only  for  shore  classes  indicated  above.  Different  classes  of  shares  are 
:red.  Although  the  shares  have  a  common  portfolio,  their  performance  and  ratings  may  vary  because  of  differences  in  loads  and  fees  paid 
shareholders  investing  in  different  classes.  Foreign  investments  are  subject  to  special  risks  including  currency  fluctuations  and  the  impact  of 
iai,  political  and  economic  change.  Investing  in  small  companies  involves  special  risk,  as  well.  These  risks  may  result  in  greater  share  price 
utility.  ^Without  past  waiver  of  management  fees  and/or  expense  subsidization,  the  Global  Genesis  Fund's  return  would  have  been  lower 

otningstai  periods  ended  8/31/97.  Ratings  oie  subject  to  change  every  month,  are  histoiical  and  do  not  represent  future  performance  10%  of  the  funds  in  o  cotegory  receive  5  stors  The  next  22  5%  receive 
IS;  the  next  35%  receive  3  stais.  Piudenliol  World  Fund/Global  Series  (Class  A)  received  4  stots  (5  yeois)  and  3  stors  (3  years)  omong  246  and  573  funds,  respectively.  Prudential  Globol  Genesis  Fund 
s  A)  received  4  stars  (5  yeois)  and  3  stars  (3  years)  among  246  and  573  funds,  respectively.  The  Global  Total  Return  Fund  (Class  A)  received  3  stars  (10  years),  4  stars  (5  years)  and  5  stors  (3  yeois) 
ig  296,  698  and  1,284  funds,  respectively.  Prudentiol  Intermediate  Global  Income  Fund  (Class  A)  received  4  stars  (5  years)  and  4  stars  (3  years)  omong  698  ond  1,284  funds,  respectively.  Prudential 
}e  Gro«ith  Fund  (Class  A)  received  4  stors  (3  years)  omong  573  funds.  Morningstor  proprietory  ratings  reflect  risk-adjusted  performance.  Morningstar  ratings  ore  colculoted  from  the  funds'  3-,  5  ond  10- 
returns  (with  fee  odjustments)  in  excess  of  90-day  Tieosury  bill  returns,  and  a  risk  foctor  that  reflects  fund  performonce  belov*  90-day  T-bill  returns.  Shores  of  the  Funds  are  offered  thiough  Ftudentiol 
lities  Incorporated,  1 99  Watei  Stieel,  New  York,  NY,  and  Pruco  Securities  Coipoiotion,  2 1 3  Washington  Street,  Newark,  Nl,  both  subsidiaries  of  The  Piudentiol  Insurance  Compony  of  Ameiico 


from  the 


brought  you  a 


investing  hundreds  of  millions  of  do 
to  build  a  backbone  network  100  ti 


GTE  Internetworking 

BBN  built  the  forerunner  to  the  internet,      research  center,  BBN  Technologies.  bigger  than  today's  internet- 

and  sent  the  world's  first  e-mail.      Now,  BBN  has  joined  forces  with  GTE  enough  to  withstand  the  rigor 

They  run  the  world's  leading  Internet      to  create  GTE  Internetworking.  We're  business.  For  companies  large 


1 


the  Internet. 


I  this  means  a  quicker,  more 
jle,  more  secure  way  of  doing 
ess  on  the  Internet.  In  fact,  GTE 
networking  provides  the  only 
hosting  service  that  has  aced 


ling  called 


every  security  test  thrown  at  them 
by  the  National  Computer  Security 
Association.  To  find  out  more,  call  us 
at  800-472-4565,  or  visit  our  web  site  internetworking 
at  www.internetworking.gte.com.  poweredbybbn- 
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NhVfcR  SAnSFIEP 


BOOK  BRIEFS 

REALTIME 

Preparing  for  the  Age  of  the  Never  Satisfied 
Customer 

By  Regis  McKenna 

Harvard  Business  School  •  204pp  •  $19.95 

FASTER,  FASTER 

All  the  CEOS  who  have  been  getting 
hammered  for  being  too  focused  on 
the  short  temi  can  now  relax  and  smile 
knowingly.  They  weren't  being  myopic, 
nor  were  they  shortchanging  the  fntiu'e. 
They  were  just  ahead  of  the  next  trend 
in  management  philosophy. 

Tliat's  the  quick-read  reaction  to  Real 
Time  by  Regis  McKenna,  one  of  high- 
tech's ace  trendspottei'S  and  a  respected 
mai'keting  wizard  in  Silicon  Valley.  Real 
Time  might  well  have  been  titled  The 

 ^          Fourth  Wave  and 

perceived  as  a  se- 
quel to  Alvin  Tof- 
fler's  Future  Sliock 
and  The  Third 
Wave.  The  author 
argues  cogently 
that  silicon  tech- 
nology has  created 
a  mind-set  schism. 
c..,oM,,  Oldsters  who  recall 

—iHiiwuHmwHHWiw  Pittsburgh's  belch- 
ing steel  mills  may  find  it  tough  to  re- 
linquish outdated  notions  of  standardized 
production  for  a  mass  market.  But  they 
must.  Young  people  who  have  grown 
up  with  personal  computers  (the  ac- 
cent's on  "personal")  have  a  totally  dif- 
ferent concept  of  how  the  world  works. 
The  silicon  generation  wants  products 
and  services  tailored  to  their  individual 
needs,  and  it  expects  them  now. 

As  a  result,  companies  will  have  to 
reorganize  to  conduct  business  in  real 
time,  because  "the  competitive  environ- 
ment will  no  longer  tolerate  slow  re- 
sponse or  delayed  decision  making." 
Everything  will  need  to  be  done  bot- 
tom-up, in  quick  reaction  to  market 
changes.  Companies  should  be  geared 
for  "continuous  discontinuous  change" — 
or  constant  radical  upheavals — and  an 
incessant  barrage  of  unforeseeable  de- 
mands. Planning  much  beyond  the  next 
quarter  will  be  a  senseless  exercise. 

Even  as  McKenna  describes  our  need 
for  instant  gratification,  the  many  ty- 
p. '.graphically  ugly  Web  site  references 
in  his  short  book  make  it  difficult  to 
get  through  it  even  in  almost-real  time. 
There  must  be  a  www.something  on 
every  page.  The  publisher  should  have 
simply  furnished  a  supplementary  CD- 


ROM  containing  all  those  Web  addresses. 

Moi'eover,  anyone  who  takes  the  time 
to  ponder  the  marvels  that  microchips 
have  wrought  will  no  doubt  end  up 
agi'eeing  with  McKenna's  insights.  But 
the  book  seems  to  assume  that  "real 
time"  is  something  new  and  foreign  im- 
posed by  the  computer  jocks  who  pio- 
neered this  high-tech  age.  In  fact,  it's 
just  a  new  label  that  addresses  old  no- 
tions of  how  rigorously  time  ought  to  be 
organized. 

Decades  of  "scientific  management" 
theories  from  control  freaks  such  as 
Fredeiick  Winslow  Taylor  have  deluded 
managers  into  believing  that  the  futui'e 
could  be  predicted  and  controlled.  It's 
high  time  a  management  giuu  squelched 
the  notion  of  scientific  management,  just 
as  quantum  physics  and  chaos  theory 
have  eroded  the  old  mechanistic  view  of 
science.  Real  Time  does  that.  It  returns 
the  real-time  world  to  what  it  has  al- 
ways been — full  of  siuprises.  And  rising 
to  the  challenge  posed  by  those  sur- 
prises will  continue  to  wring  the  best 
fi'om  individuals  and  companies. 

BY  OTIS  PORT 
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DRAWING  LIFE 
Surviving  the  Unabomber 

By  David  Gelernter 

Free  Press  •  159pp  •  $21 

WHO'S  TO  RLAME? 

The  weirdest  things  seem  important 
in  the  midst  of  dramatic  events.  A 
Yale  University  professor  gets  blown 
up  by  a  mail  bomb  and,  while  he's 
bleeding  buckets  in  the  hospital,  his 
right  hand  in  shr-eds  and  one  eye  left  vi- 
sionless,  he  wonders  whether  he'll  have 
to  cancel  his  afternoon  appointments. 
As  it  happened,  he  was  lucky  to  make  it 
at  all — doctors  say  he  probably  would 
have  bled  to  death  had  he  not  immedi- 
ately walked  down  the  street  to  a  cUnic. 

That  1993  victim  of  an  explosive  de- 
vice allegedly  sent  by  the  Unabomber 
was  David  Geleniter.  He  is  the  classic 
cantankerous  professor — a  computer  sci- 
entist who  hates  computers,  a  Yale  prof 
who  rails  against  intellectuals.  His  latest 
effort.  Drawing  Life:  Surviving  the 
Unabomber,  is  really  two  books:  first,  an 
essay  on  the  bombing  and  how  Gelem- 
ter  refashioned  liis  life;  then,  musings  on 
what  he  sees  as  a  morally  bankrupt 
world  mixed  with  longings  for  the  good 
old  days  prior  to  1965,  befoi'e  the  rise  of 
moral  I'elativism  and  feminism. 

It  is  not  clear  to  this  day  why  the 


i 


terrorist  who  sent  the  package  wante  ^ 
to  destroy  the  author.  Gelernter  an 
the  FBI  eventually  figiu-ed  that  it  w£ 
simply  because  Gelernter  studied  con 
puter  science — an  ironic  turn  of  fab 
since  the  Yalie  has  written  extensive! 
about  the  dark  side  of  technology.  Ult 
mately,  the  reason  doesn't  matter  a 
that  much,  Gelernter  claims.  Making  nf' 
excuses  for  the  Unabomber,  whom 
reviles,  he  accuses  society  itself  of  beint 
complicit  in  the  crime.  "We  are  the  a] 
that  [is]  haunted  by  injustice,  by  vifl 
lence  and  by  citizens  constantly  nai 
ging  one  another  not  to  be  'judgme: 
tal,' "  he  writes.  Oiu's  is  an  irresponsibj 
society  in  which  "a  lesbian  activist  ge' 
more  respect  than. . .  a  homemaker." 

But  the  account  is  not  simply  anoth<] 
antiliberal  screed.  Gelernter,  whose  p] 
vious  books  include  1939:  The  Lo\ 
World  of  the  Fair  and  The  Muae  in  ti 
Machine,  writes  wittily  and  well 
quently  quoting 
E.B.   White,  the 
guru  of  the  lucid 
essay.  White's  influ- 
ence is  cleai-  in  Gel- 
ernter's  descrip- 
tions of  everything 
from  the  behavior 
of   birds   at  the 
feeder  to  the  expe- 
rience   of  being 
wheeled  from  oper- 
ation to  operation,  through  "miles" 
hospital  coiTidors  with  no  more  contij 
"than  a  log  in  a  river.' 

Drawing  Life  is  at  its  best  when, 
White  would  have  suggested,  it  i 
scribes  the  author's  experience  and 
frains  fi'om  theorizing  about  the  decli  ' 
of  the  Western  world.  But  even  if  y(  f 
don't  believe  that  life  changed  drama  i 
cally  for  the  worse  starting  in  196  "*< 
Drawing  Life  is  an  enjoyable  and  ofti 
siu-prisingly  upbeat  reacl.  "If  you  inse  ; 
into  this  weird  slot  machine  of  mode: 
Ufe  one  evil  act,  a  thousand  acts  of  kin 
ness  tumble  out,"  the  author  notes.  Gi 
ernter's  dirty  little  secret  is  that, 
spite  of  everything,  he  is  an  optimi 
at  heart. 

BY  SUSAN  JACKSC 
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Prize  Stories  1997:  The  0.  Henry 
Awards  (Anchor  Books,  $11).  The 
77th  edition  of  this  short-story  se- 
ries, now  edited  by  business  week 
Production  Copy  Chief  Larry  Dark, 
has  just  been  published. 
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Somethmg  special  in  the  air. 


DIGEX  defined 
Complex  Web  Site  Management. 
Now  we're  taking 
it  3,000  miles  further. 
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new  West  Coast  facility. 


When  the  Internet  is  critical  to  your 
business,  you  need  more  than  simple 
Web  hosting.  You  need  a  partner  with  the 
knowledge  and  expertise  to  manage 
your  Web  applications,  monitor  your  site 
around  the  clock,  and  ensure  you  have 
the  right  amount  of  bandwidth.  In  short, 
you  need  Complex  Web  Site  Management. 

At  DIGEX,  we  already  operate  the  largest 
dedicated  server  Web  site  management 
facility  in  the  world.  Now  we're  bringing 


1-800-97-DIGEX 


those  same  benefits  to  our  new  West 
Coast  facility  — benefits  like  99.99% 
network  reliability,  100%  dedicated 
servers  and,  most  important,  the  highest 
level  of  customer  satisfaction  in  the 
industry.  We're  dedicated  to  keeping 
your  site  up  and  running  24  hours  a  day, 
7  days  a  week. 

Our  dual  facilities  mean  we  can  now  offer 
your  company  more  services  than  ever 
before  — like  site  mirroring,  load  balancing. 


)DICEX 


www.digex.net 


network  redundancy  and  co-location. 
These  enhanced  services  demonstrate 
OiGEX's  continued  leadership  role  of 
offering  the  most  advanced  Complex 
Web  Site  Management  solutions  available. 

Discover  for  yourself  why  DIGEX  is  the 
leader  in  Complex  Web  Site  Management 
and  Business  Internet  Connectivity  Call  us 
today  at  1-800-97-DiGEX  or  visit  us  at 
www.digex.net. 


We  take  the  Internet  personally. 


Complex  Web  Site  Management 


Business  Internet  Connectivity 
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First  Class  Service  In  The  Skies 
China  Airlines 


First  Class  Service  On  The  Seas 
Royal  Caribbean 


Choose  China  Airlines  First 
Class  or  Business  Class  to  Asia  and  you're  on 
your  way  to  earning  a  luxurious  Royal 
Caribbean  cruise. 

En  route,  we'll  pamper  you,  serve  you 
award-winning  cuisine,  all  while  you  enjoy 

Taipei.  Taiwan,  R  O  C  Ship  s  Registries  Norway.  Liberia 


the  latest  in  onboard  entertainment  systems. 

So  sit  back  and  relax.  You're  just  that  much 
closer  to  sailing  away  with  someone  special 
on  a  dream  cmise  from  Royal  Caribbean. 

All  this  thanks  to  China  Airlines  and  Royal 
Caribbean.  For  details,  contact  China  Airlines 
at  1-800-227-5118,  or  your  professional  travel 
agent.  For  you...  We  blossom  every  day. 


China  airlines 


http  //www  china-airlines  com/ 


"We  believe  /nHocddcf  tbiukiuc)  sets  us 
apart. . .  it's  otte  reaso)i  we  have  offices  in 
a  dynamic  enviro)iment." 


"Nothing  encourages  success 
like  being  arouiui  it  every  day." 


lilE 


^i"  you  think 
our  offices 
inspire  brilliance 

and  creativity, 
wait  'til  you  meet 
our  tenants. 
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Cowen  &  Company,  Lazaid  Freres  &  Co 
and  more  than  20  other  outstanding 
firms  have  recently  joined  our  impressive 
roster  of  San  Francisco's  most  recognized 
professional  talents. 

Welcome  to  the  Center. 
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echnology  &  You 


iTEPHEN  H.  WILPSTROM  

ET  YOUR  LAPTOP 
0  THE  NAVIGATING 


Plot's  voice- 
imand  system  can 
you  through  some 
gh-traffic  towns 

t  LaGuardia  Airport  a 

Lfew  months  ago,  I 
rented  a  Hertz  car 
was  equipped  with  the 
3rLost  navigation  system. 
:ered  my  destination,  and 
system's  spoken  com- 
ds  guided  me  north  to 
ytown,  N.  Y.,  through 
t  could  have  been 
ni\ising  web 
Westchester 
ity  parkways, 
nfortunately, 
can't  buy  the 
fill  NeverLost 
:h  combines  gy- 
opic  navigation 
.  technology  that 

a  network 
llites  to  figure 
t  spot  on  the  pi 
re  on.  The  close 
gs  to 
erLost 
navigation 
ems  from 
ne  Electronics 
ion,  Sony,  and  othei's 
use  speech  and  a  com- 
:r-like  display  incorporat- 
ito  the  car's  audio  ecjuip- 
,t.  The  systems  cost 
nd  $2,000  and  up.  Similar 
iions  are  available  in 
s  and  some  other  luxury 

till,  your  laptop  can  be- 
B  a  talking  navigator  any- 
re  in  the  U.  S.  with  a 
I  combination  of  a  cd-rom 
a  receiver  for  the  satel- 
based  global  positioning 
.em  (GPS).  Door-to-Door 
ilot  fi-om  Ti-av  Route  Soft- 
e  (888  872-8768)  relies  en- 
ly  on  GPS,  so  it  isn't  as 


precise  as  NeverLost,  espe- 
cially in  lu'ban  canyons  where 
GPS  reception  is  pooi'.  But  it 
can  be  a  huge  help  in  find- 
ing your  way  on  unfamihar 
roads. 

To  put  CoPilot  to  the 
supreme  test,  I  used  it  on  a 
recent  trip  to  Boston,  a  city 
that  has  never  seen  a  need 
to  put  street  signs  at  major 
intei'sections.  Wlien  you  start 
the  GPS  system  for  the  first 
time  in  a  new  city,  it  can  take 
10  minutes  or  more  to  get  a 


fix.  Meanwhile,  you  can  en- 
ter your  destination,  and  the 
program  computes  a  route. 
As  you  approach  turns  in 
yoiu'  route,  CoPilot  speaks  in- 
structions, genei-ally  with 
enough  time  to  position  yoiu'- 
self  in  traffic.  When  stopped, 
or  if  you  have  an  assistant 
aboard,  you  can  click  on  the 
display  to  repeat  the  last  in- 
struction, get  the  next  in- 
struction, or  have  the  pro- 
gi'am  tell  you  where  it  tliinks 
you  are.  (There's  a  voice- 
recognition  feature  foi-  these 
commands,   but    it  works 


poorly  in  the  noisy  environ- 
ment of  a  car.) 

Ti'avRoute  called  the  pro- 
gram CoPilot,  not  Pilot,  for 
a  good  reason:  It's  not  a  sub- 
stitute for  the  driver's  judg- 
ment. GPS  technology  is  far 
from  perfect,  and  the  data- 
base of  driving  instructions 
doesn't  always  know  about 
one-way  streets  or  turn 
restrictions. 

You'll  be  happiest  with 
CoPilot  if  you  keep  your  ex- 
pectations reasonable.  Even 
with  a  good  fix,  the  version  of 
GPS  it  uses  can  locate  your 
position  only  within  a  circle 
109  yards  in  radius,  so  some- 
times it  will  think  you've 
missed  a  turn  when  you're 
still  approaching  the  inter- 
section. When  the  antenna's 
view  of  the  sky  is  restricted, 
accuracy  drops,  sometimes  to 
the  point  where  the  system 
loses  track  of  your  location, 
though  these  outages  gener- 
ally don't  last  more  than  a 
minute  or  two. 

Fortunately,  the  program 
is  good  at  coping  with  its 
own  inadequacies.  If  you  miss 
a  tiuTi  or  an  exit  or  choose  to 
ignore  an  instruction  that 
doesn't  make  sense,  the  com- 
puter will  realize  what  has 
happened  and  announce 
that  it  is  determining  a 
new  route.  After  a 
minute  or  so, 
it  will  give 
you  a  fresh 
instinction. 
I  found  that 
CoPilot  was  very 
helpful  in  guiding  me  from 
Cambridge  to  Newton  and 
back  to  downtown  Boston, 
even  doing  reasonably  well 
at  navigating  the  construc- 
tion chaos  of  the  "big  dig" 
where  the  city's  thoroughly 
clogged  "central  ai*teiy"  high- 
way is  being  rerouted  under- 
ground. It  performed  even 
better  on  a  trip  to  Pittsbui'gh 
through  more  open  terrain. 

The  laptop  CoPilot  combo 
may  never  be  as  convenient 
as  a  built-in  system.  But  it's  a 
worthwhile  driving  aid — and 
an  impressive  performer  for 
the  price. 
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TECH  ED 
CEOS  IN  THE  HOMEROOM 

Can  executives  do  more  to 
boost  the  effective  use  of 
technology  in  schools?  inter- 
national Data  Group  Senior 
Vice-President 
Gary  Beach 
thinks  so  and  is 
promoting 
National  Bring  A 
CEO  To  School 
Day.  Under  his 
plan,  a  ceo  would 
spend  an  hour  with  a 
principal  for  an  exchange  of 
views.  One  question  that 
Beach,  founder  of  the  volun- 
teer U.  S.  Tech  Corp.,  would 
like  executives  to  ask  them- 
selves: "How  would  my  busi- 
ness work  with  the  numbers 
and  type  of  computers  found 
in  this  school?"  For  more 
information,  send  an  E-mail 
message  to  gary_beach 
©idg.com.  For  more  on  the 
broader  issues,  check  the 
Technology  &  Education 
page  of  www. 
businessweek.com. 

WINDOWS  95 
CRASH  PREVENTION 

As  every  Wmdows  95  user 
knows,  the  operating  system 
from  time  to  time  tells  you 
that  some  program  has  per- 
formed an  illegal  operation 
and  will  shut  down.  More 
often  than  not,  once  this  hap- 
pens, your  computer  won't 
work  right  until  it's  rebooted. 
First  Aid  98  from  CyberMedia 
(310  581-4700)  can  help  pre- 
vent these  mysterious  crashes 
by  making  sure  all  the  pieces 
of  your  programs  are  not  cor- 
rupted. This  latest  version  of 
First  Aid,  about  $40,  comes 
with  a  database  on  the  work- 
ings of  Windows  applications 
and  can  link  automatically  to 
www.cybermedia.com  for  the 
latest  updates. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 


WE'RE  CHARTING 
A  BOLD  NEW  COURSE 
IN  MEDICINE. 
WANT  TO  COME  ALONG 


FOR  THE  RIDE? 


We're  poised  to  become  the  leader 
in  a  whole  new  field  ol  medicine^ 
Our  proprietarx'  lit;ht-activated  dru2,s 
and  de\  ices  have  the  potential  to  treat 
a  wide  ran£;e  of  medical  conditions, 
from  cancers  to  eye  diseases,  with 
minimal  known  side  effects. 

We  plan  to  market  this  procedtire 
Linder  the  name  of  PhotoPoint, 'which 
we  intend  to  make  s\'non\  mous  with 
the  hii:;hest  standard  of  ct)ntrol  in  pho- 
toselectne  procedures. 

Otir  proprietaiT  s\Tithetic  drui^s  are 
protected  h\  patents  lor  broad  classes 


of  photosclective  compounds. We  are 
also  dev  eloping  efficient  light- producing 
devices  to  activate  these  compounds. 

Through  comprehensiv  e  testing, we 
are  gaining  an  expertise  in  dosimetn' 
that  mav  allow  the  phvsician  to  selec- 
tivelv  target  diseased  cells. 

And  thanks  to  strategic  alliances 
with  some  of  the  most  respected  names 
in  the  medical  indusm',  v\e  have  direct 
access  to  w  orldw  ide  markets. 

Would  you  like  to  he  part  ol  our 
vovagei*  We  cant  think  ol  anv  that  will 
he  more  e.xcitins,.  Or  more  fulfilling 
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Economic  Viewpoint 


BY  GARY  S.  BECKER 


THERE'S  NOTHING  NATURAL 
ABOUT  NATURAC  MONOPOLIES 


PRIVATIZE: 

Even  in 
telecom  and 
power,  new 
technologies 
and  the  global 
market  mean 
that  free 
competition 
does  the 
job  best 


Gary  S.  Becker,  the  1992  Nobel 
laureate,  teaches  at  the  University 

rif  ''•'•'<  y.', ,  vn!       Fellow  of  the 


The  old  concept  in  economics  of  "natur- 
al" monopoly  refers  to  an  industry 
where  the  technological  advantages  of 
large-scale  production  preclude  efficient  com- 
petition among  smaller  companies.  The  al- 
leged superiority  of  bigness  has  been  used 
in  most  countries  to  justify  government  own- 
ership of  many  industries,  since  state  monop- 
olies are  supposed  to  do  a  better  job  than 
private  ones  looking  out  for  the  public  inter- 
est. Although  claims  about  natural  monopoly 
continue  to  influence  public  policies  and  acad- 
emic discussions,  this  concept  has  become 
largely  irrelevant  to  modern  dynamic 
economies. 

The  gi'owlh  of  global  competition  implies 
that  even  when  large-scale  production  is  most 
efficient,  companies  in  small  nations  are  no 
longer  restricted  to  the  inefficiently  small 
scale  of  their  limited  domestic  market.  They 
can  increase  production  enoiTnously  by  oper- 
ating in  several  nations.  Chilean  electric  pow- 
er companies,  for  example,  have  raised  their 
profits  and  e.xpanded  production  out  of  then- 
small  domestic  market  by  operating  in  other 
Latin  American  countries. 

A  more  important  defect  of  the  natural 
monopoly  argument  is  its  failure  to  recog- 
nize that  new  technologies  often  evolve  over 
time  that  ai'e  efficient  at  much  lower  levels  of 
output  than  older  methods  of  production. 
Small  natiu-al-gas  tm-bine  plants  can  now  gen- 
erate electricity  at  lower  cost  than  more  tra- 
ditional and  considerably  larger  coal  plants. 
Cellular  phones,  unencumbered  by  a  wired 
grid,  are  competing  effectively  with  tradi- 
tional wired  telephone  systems,  especially  in 
places  where  government-owned  companies 
are  gi'ossly  inefficient. 

SPECIAL  CLIENTS.  A  cnicial  defect  of  govern- 
ment enterprises  is  that  they  slow  down  the 
introduction  of  better  technologies.  They  are 
insulated  from  comi)etition,  and  they  are  ex- 
posed to  political  pressiu-es  to  cater  to  imions, 
favoi'ed  customers,  and  other  gi'oups.  More- 
over, despite  their  mandate  to  serve  the  pub- 
lic interest,  they  have  often  provided  abysmal 
sei-\'ice  to  the  average  customer. 

These  problems  with  public  enterprises 
stimulated  the  revolutionary  privatization 
movement  of  the  past  couple  of  decades. 
Many  nations  have  at  least  paitially  privatized 
telecommunications,  banks,  insurance,  natural 
gas,  airlines,  steel,  oil,  and  other  industries 
that  were  once  considered  natui"al  monopolies. 


Newly  privatized  companies  and  entrants 
formerly  closed  industries  have  frequei 
improved  technologies  and  service  while  n 
ing  good  profits. 

However,  much  remains  to  be  done  to 
low  gi-eater  competition  into  industries  s 
as  telecom  and  electric  power  production 
had  been  government-owned  or  closely  re 
lated.  Long-distance  phone  service  has  b 
opened  to  vigorous  competition  in  many 
tions,  and  quality  has  gi'eatly  improved.  H 
ever,  local  telephone  companies  are  still  j 
tected  ft'om  open  competition. 
CABLE  CONTENDER.  Competitors  should  be 
lowed  to  access  this  local  grid  by  paying 
cense  fee  for  its  use,  the  way  long-dista 
companies  ab*eady  do.  They  could  then  o: 
local  telephone  services  at  unregulated 
competitive  prices.  Even  without  compuls 
hcensing,  the  telephone  giid  would  not  b 
barrier  for  long  to  pricing  by  competit 
rathei-  than  by  government  bm-eaucrats.  Cs 
companies  would  convert  their  wii-es  to  oi 
two-way  phone  service  as  well  as  TV 
gramming  if  they  could  make  profits  fi"om  Ic 
telephone  service.  They  already  do  this 
Britain  and  ai"e  beginning  to  do  so  in  the  U 

Companies  providing  cellular  and  more 
vanced  digital-wireless  phone  service  woi 
expand  more  rapidly  to  offer  vigorous  cc 
petition  to  the  local  phone  monopohes.  So 
experts  estimate  that  digital  wii'eless  co 
have  well  over  half  the  phone  market  wit 
the  next  5  to  10  years,  and  that  they  woi 
provide  convenient  fax.  E-mail,  Internet, 
other  services. 

The  production  and  transmission  of  el 
tricity  in  practically  all  countries  remains 
der  the  management  of  local  or  national  g 
ernments.  Yet  the  development  of  efficit 
high-voltage  transmission  lines  means  t] 
the  mai-ket  for  the  genei'ation  of  electric  pi 
er  could  transcend  local  and  even  natio: 
boundaries  with  ft-ee  enti-y  and  unregulai 
pricing.  An  open  market  for  electiicity  woil 
end  the  sizable  regional  disparities  in  the  c( 
of  power  found  in  the  U.  wS.  and  other  i! 
tions  and  would  lower  the  cost  to  indus 
and  consumers. 

Old  concepts  in  economics  die  slowly, 
the  concept  of  natural  monopoly  is  no  long 
of  much  relevance  to  economic  policy.  T 
sooner  we  get  lid  of  this  dated  idea,  the  b^ 
ter  off  the  average  consumei'  and  produc 
will  be. 
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Economic  Trends 


BY  GENE  KORETZ 

THE  SHEEPSKIN 
PARADOX 

College  grads  in  lower-level  jobs 

In  recent  years,  a  seeming  paradox 
has  bedeviled  discussions  regarding 
the  labor-market  prospects  of  college 
graduates:  On  the  one  hand,  a  number 
of  researchers  have  found  that  many 
grads  are  winding  up  in  jobs  previously 
held  by  those  with  a  high  school  diplo- 
ma— a  worrisome  prospect  to  students 
and  their  parents  who  have  boirowed 
heavily  ancl  shelled  out  hard-earned  dol- 


NEWLY  MlhTTED:  Skills  cktennine  prospects 

lars  to  secure  the  vaunted  economic 
benefits  of  a  college  degi'ee.  Indeed,  ac- 
cording to  one  Labor  Dept.  projection, 
the  growing  supply  of  college  grads 
could  outstrip  growth  in  demand  by  as 
much  as  330,000  annually  by  2005.  ' 

On  the  other  hand,  the  wage  gap  be- 
tween liigh  school  and  college  gi'ads  con- 
tinues to  widen  and  has  recently  been 
ninning  as  high  as  60%  to  70%.  While  a 
majoi'  reason  for  this  has  been  a  de- 
cline in  the  real  wages  of  less  educated 
workers,  the  real  wages  of  college  gi-ad- 
uates  have  also  posted  modest  growth. 

Tlie  problem  with  these  two  trends  is 
that  they  seem  inconsistent  from  an 
economic  ))erspective.  If  college  gi'ads 
have  been  flooding  the  job  market, 
boosting  supjjly  relative  to  demand,  why 
haven't  their  wages  been  falling?  That's 
the  question  addressed  by  Frederic  L. 
Pryor  of  SwarthnKjre  College  and  David 
Schaffer  of  Haveribrd  College  in  a  study 
in  the  latest  issue  of  the  Monthly  Labor 
Reinew  and  in  a  fo)lhcoming  book  Wio's 
Not  Working  And  WInj. 

To  find  the  answer,  the  two  econo- 
mists analyzed  data  from  several  sur- 
veys, including  a  1!)92  canvas  of  some 
20^000  U.  S.  adults  that  focused  on  cog- 
nitive skills.  They  found  that  it  was  not 
just  possession  of  a  college  degi'ee  that 
determined  a  graduate's  employment  or 


salaiy,  but  his  or  her  fimctional  literacy. 
"Many  college  gi-aduates,"  says  Piyor, 
"simply  lack  the  reading,  wi'iting,  and 
mathematical  skills  to  solve  problems 
that  are  supposed  to  go  with  a  college 
education." 

Those  with  such  skills,  the  re- 
searchers found,  are  indeed  in  short 
supply  and  continue  to  find  high-paying 
jobs.  Since  the  early  1970s,  in  fact,  the 
average  real  wages  of  this  gi'oup  have 
risen  by  a  healthy  20%  to  25%. 

At  the  same  time,  however,  the  com- 
plaint about  downward  mobility  rings 
true.  Since  the  early  1970s,  a  rising 
share  of  university-educated  workers 
have  wound  up  with  high  school  level 
jobs  (although  recently  this  trend  has 
been  leveling  ofD  and  have  faced  stag- 
nant or  dechning  real  wages.  But  this 
group  on  average  turns  out  to  have  con- 
siderably lower  "fimctional  literacy"  than 
other  university  graduates. 

In  sum,  it  is  the  skills  college  gi'ads 
bring  to  the  labor  market,  not  their 
sheepskins,  that  determine  their  eco- 
nomic fate.  "The  shortage  of  qualified 
college  graduates  is  real,"  says  Pryor, 
"but  the  key  word  is  'quahfied.' " 


JOB  SECURITY 
IS  NOT  ENOUGH 

A  call  for  fairer  treatment  by  bosses 

Concern  about  job  security,  the  fo- 
cus of  worker  an.xiety  in  the  1990s, 
appears  to  be  waning.  According  to  a 
Towers  Perrin  nationwide  survey  of 
some  2,500  U.  S.  workers  in  late  i996, 
just  44%  said  their  company  had  gone 
through  a  downsizing  in  the  past  two 
years,  vs.  61%  in  the  fii'm's  early-1995 
sui'vey.  More  important,  over  half  (51%) 
felt  they  were  likely  to  retire  from  theii" 
company,  compared  with  46%  in  1995. 

Indeed,  overall  job  satisfaction  rose 
sharply  by  14  percentage  points  between 
1995  and  1996.  And  the  percentage  of 
employees  who  think  their  companies 
will  provide  advancement  opportunities 
climbed  from  45%  to  54%. 

The  bad  news  is  that  fewer  workers 
believe  their  abilities  and  performance 
ai"e  fairly  rewarded  and  recognized.  For 
example,  only  41%  felt  that  employers 
considered  their  interests,  down  from 
50%'  in  1995.  And  those  who  deem  pro- 
motions fair  fell  from  51%  to  45%. 

The  Towers  Perrin  survey  also  un- 
derscored the  strong  link  between  pay 
and  motivation.  Some  85%  of  respon- 
dents who  felt  their  salary  was  better 
than  it  would  be  at  other  companies 


said  they  were  motivated  to  help  th 
company  succeed.  But  only  69%*  of  th 
who  felt  then-  pay  was  worse  express 
such  sentiments. 


PI 


A  PRICE  INDEX 
GETS  A  QUIET  FlXf 

. . .  And  inflation  slows  as  a  result 


^^^key  argument  of  those  who  & 


.tend  that  the  economy  has  ente: 
a  "new  era"  is  the  sharp  dovratum 
inflation  in  recent  years — a  downti 
that  seems  particularly  impressive 
light  of  the  widespread  view  that  in: 
tion  is  significantly  overstated.  Wl 
many  people  have  ignored,  however, 
that  part  of  the  inflationary  slowdc 
reflects  ongoing  efforts  by  the  gove: 
ment  to  improve  the  accuracy  of  t 
consumer  price  index. 

Since  the  start  of  1995,  for  examj 
Labor  Dept.  statisticians  have  modif 
their  treatment  of  rents,  hospital  pric 
and  generic  drugs  and  altered  sampli 
methods  for  food  and  nonfood  iter 
These  and  other  changes,  notes  ecoi 
mist  L.  Douglas  Lee  of  hsbc  Washii 
ton  Analysis,  have  cumulatively  lower 
the  cuirent  rate  of  consumer  inflation 
0.2  to  0.3  of  a  percentage  point.  Wha 
more,  the  process  will  continue  in  IS 
and  1999  as  the  government  updat 
the  weights  for  items  in  the  consuir 
price  index,  changes  the  treatme^ji, 
of  computers,  and  -^—^"—-^^ 


ADJUSTING  THE 
INFLATION  NUMBEiaii 

PERCENTAGE-POINT  DECUl 
DUE  TO  NEW  METHOOOLOG 

0.75 


0.5U- 


0.25 


makes  other  modi- 
fications to  reflect 
the  prices  of  new 
goods. 

As  a  result  of 
all  these  adjust- 
ments, says  Lee, 
the  reported  rate 
of  inflation  in  1999 
will  be  about 
three-quarters  of  a 
point  below  what 
the  old  1994  yard- 
stick would  have 
shown — and  per- 
haps more.  But 
since  the  government  is  not  going  ba 
and  fixing  the  past  data  as  it  makes 
changes,  the  effect  is  to  bias  inflati 
downward.  "This  helps  explain  the  ci] 
rent  situation  where  gi-owth  seems  hi; 
and  inflation  seems  low." 

LInless  investors  and  the  marke 
recognize  the  changes  in  inflation  m« 
sures  that  are  under  way,  they  are 
danger  of  misreading  the  imphcatio 
of  future  economic  statistics,  Lee  wan  | 
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HE  DOLLAR  IS  STRONG. 
ET  USED  TO  IT 

s  dwarfing  other  currencies-and  that's  likely  to  last  well  into  1998 


us.  ECONOMY 


XPORTS  TAKE  OFF  AND 
ESTILL  ACCELERATING 


America  is  riding  high — and 
so  is  its  currency.  That's  be- 
36  the  unrivaled  mix  of  strong  growth,  low  inflation, 
ealing  interest  rates,  and  fiscal  stability  has  been  a 
rnet  for  foreign  capital.  From  April,  1995,  to  April, 
7,  the  trade- weighted  dollar  soared  19%  to  its  high- 
level  since  1989,  as  investors  traded  in  their  Japa- 
e  yen  and  German  marks  to  snap  up  everything 
n  Treasury  bills  to  shares  of  the  latest  U.  S.  high- 
1  winner.  The  surging  dollar's  impact  has  been  felt 
hi  at  home  and  abroad,  and  the  greenback  will  con- 
le  to  play  an  important  role  in  the  outlook  for  the 
:  of  the  year  and  into  1998. 

But  while  some  of  the  re- 
sults from  the  dollar's  runup 
have  been  predictable,  some 
have  not.  For  example,  the 
muscular  dollar  is  prompting 
fears  that  higher  prices  of 
U.  S.  goods  in  foreign  markets 
will  cut  into  exports,  and  that 
earnings  from  operations 
abroad  will  get  creamed  as 
they  are  repatriated  at  the 
higher  dollar  value.  But  to  the 
trary,  exports  are  still  accelerating  at  a  time  when 
dollar's  impact  should  be  showing  up.  And  because 
•esilient  exports,  foreign  profits  are  holding  up  sur- 
singly  well  (charts). 

Tie  strong  greenback  is  also  wreaking  havoc  in  oth- 
;ountries  that  link  their  own  currencies  to  the  dollar, 
fact,  several  currencies  in  Southeast  Asia  have  col- 
led,  after  becoming  overvalued  relative  to  their 
ntries'  economic  fundamentals,  and  that  turmoil  is 
ling  questions  about  future  U.  S.  trade  flows.  But 
ring  a  fuither  ballooning  of  the  problem,  the  impact 
uld  be  limited,  because  U.  S.  trade  exposure  to  the 
ion  is  relatively  small. 

lERE  THE  DOLLAR'S  STRENGTH  is  having  its 

atest — and  most  predictable — impact  is  on  import 
wth  and  inflation.  Amid  robust  U.  S.  demand,  cheap- 
imports  are  gr-abbing  an  ever-larger  share  of  U.  S. 
nding,  widening  the  trade  deficit,  and  curbing  eco- 
fiic  growth.  At  the  same  time,  the  4%  drop  in  import 
3es  of  nonoil  goods  in  the  past  two  years  has  cut  a 
f-point  from  this  year's  consumer  inflation. 
Vhat  is  behind  these  reactions  to  the  buoyant  buck, 


'ERCENT  CHANGE  FROM  A  YEAR  AGO, 
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DOMESTIC  EARNINGS 
LEAD  THE  SLOWDOWN 


and  how  will  they  play  out?  Let's  look  at  them  one  at  a 
time.  First  of  all,  exports  have  not  even  flinched  dming 
the  dollar's  ascent.  Although  exports  of  goods  and  ser- 
vices dipped  1.4%  in  July,  based  on  the  latest  trade 
data,  half  of  the  decline  reflected  a  drop  in  shipments  of 
nonmonetary  gold,  an  often  volatile  category.  Still,  ad- 
justed for  inflation,  exports  of  goods  are  up  26.5%  from 
a  year  ago,  a  sharp  speedup  ft'om  an  already  sturdy 
15.4%  growth  rate  during  1996. 

Foreigners  are  buying  a  wide  range  of  consumer 
goods,  autos,  and  capital  goods,  especially  computers 
and  aii'craft.  In  fact,  Boeing  Co.  recently  announced 
that  shipments  of  several  commercial  jets  would  be 
delayed  due  to  heavy  demand.  The  data  argue  that 
past  cost-cutting  and  productivity  gains  have  given 
U.  S.  manufacturers  increased  competitiveness  in  world 
markets,  even  at  today's  higher  exchange  rates. 

Moreover,  surprisingly  strong 
growth  abroad  is  swamping 
the  negative  effects  of  the  dol- 
lar's rise.  In  the  year  through 
the  second  quarter,  the  Cana- 
dian economy  grew  3.7%,  up 
from  1.2%  a  year  eariier,  and 
growth  in  Mexico  was  8.8%, 
up  from  6.4%.  Those  two 
countries  account  for  33%  of 
U.  S.  exports.  In  Europe — 24% 
of  foreign  demand — growth  in 
Germany  and  France  is  twice  as  fast  as  a  year  ago,  and 
Britain  has  picked  up  as  well. 

Meanwhile,  Latin  American  economies  other  than 
Mexico,  which  chip  in  8%  of  exports,  continue  to  per- 
form well,  although  the  stronger  dollar  is  being  felt 
there,  especially  in  Brazil,  which  loosely  ties  its  cur- 
rency to  the  U.  S.  unit.  BraziHan  imports  are  surging, 
widening  the  current-account  deficit,  and  raising  fears  of 
a  forced  devaluation,  a  la  Thailand. 

AS  FOR  PROFITS,  amid  persistent  export  gains,  earn- 
ings from  foreign  operations  have  held  up,  although 
they  are  growing  more  slowly.  In  the  fii'st  half  of  1997, 
profits  from  abroad  were  up  6.3%  from  the  first  half  of 
1996.  For  all  of  last  year,  they  gi-ew  10.7%,  after  jump- 
ing 18.2%  in  1995,  when  the  dollar  hit  its  low  point. 

To  be  sure,  multinational  giants  Hke  Coca-Cola  Co. 
and  Gillette  Co.,  which  generate  the  bulk  of  theu*  earn- 
ings overseas,  have  felt  the  greenback's  pinch.  But  in 
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the  bigger  economic  picture,  foreign  earnings  account 
for  only  13%  of  total  coi-porate  profits,  and  it  is  the 
slowdown  in  domestic  earnings  growth,  to  7.4%  in  the 
iirst  half,  from  13%  in  1996,  that  has  been  primaiily  re- 
sponsible for  the  slower  pace  of  overall  corporate  earn- 
ings so  far  this  year 

The  dollar  is  also  making  waves  in  Southeast  Asia, 
but  don't  expect  a  big  impact  on  the  U.  S.  economy.  The 
four  countries  that  have  suffered  the  largest  devalua- 
tions— Thailand,  Malaysia,  Indonesia,  and  the  Philip- 
pines— account  for  only  4%  of  U.  S.  exports  and  6%  of 
U.  S.  imports.  Mexico  is  a  much  bigger  trading  partner, 
and  the  overall  impact  of  the  peso  devaluation  in  1994 
amounted  to  a  subtraction  of  only  a  couple  of  tenths  of 
a  percentage  point  from  U.  S.  economic  growth  in  1995. 

Also,  given  the  small  impact  on  trade,  the  trade- 
weighted  dollar  will  show  little  additional  upward  pres- 
sui"e.  Indeed,  the  trade-weighted  value  in  mid-Septem- 
ber is  about  where  it  was  in  Apiil,  befoi'e  the  cuiTency 
chaos  began  (chart). 

FINALLY,  THAT  BRINGS  US  TO  the  dollar  and  im 
ports.  To  be  sure,  as  the  Southeast  Asian  economies 
begin  to  recover  from  their  currency-induced  slow- 
downs, their  upturns  will  be  export-led.  And  given  the 
strength  in  both  U.  S.  demand  and  the  dollar,  U.  S. 
shores  will  be  a  key  destination.  Imports  of  goods 
and  services  continued  to  surge  in  July,  rising  1.1%. 


BRITAIN 


HAS  THE  GREENBACK 
TOPPED  OUT? 


Adjusted  for  inflation,  imports  of  goods  are  up  22!% 
from  a  year  ago.  As  a  result,  the  trade  deficit  conjn- 
ues  to  widen.  It  rose  to  $10.3  bilhon  in  July, 
above  the  $8.9  billion  average  in  the  second  quant. 

Despite  the  sparkle  in  ex- 
ports, the  1997  trade  balance 
is  on  its  way  to  the  widest 
deficit  since  1987.  That's  be- 
cause, in  the  second  quarter,  a 
record  30%  of  domestic  de- 
mand for  nonoil  goods  went 
to  imports.  Based  on  the  July 
data,  that  pattern  continued 
in  the  third  quarter,  and  the 
further  widening  in  the  trade 
gap  may  subtract  a  big  chunk 
from  third-quarter  economic  gi'owth.  At  the  same  t 
however,  cheap  imports  continue  to  hold  down  inflat 

Looking  ahead,  forecasting  the  dollar  is  alway 
risky  business,  since  political  as  well  as  market  foi 
are  always  in  play.  However,  the  recent  round  of 
preciation  appeai-s  to  have  peaked,  and  without  any  : 
ther  runup,  whatever  impacts  the  dollar  has  brough' 
beai"  on  trade,  profits,  and  inflation  will  gradually  wi 
But  until  economic  growth  and  interest  rates  turn 
decisively  in  both  Japan  and  Germany,  the  dollar  se 
likely  to  reinain  strong,  probably  into  1998.  Where 
would  you  rather  invest  your  money? 
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A  PAUSE  m  RATE  HIKES?  NOT  YET 


3  5; 


After  growing  at  a  red-hot  4% 
pace  in  recent  quaiters,  is  the 
British  economy  cooling  enough  to 
vent  inflationaiy  pressures  and 
prevent  further  interest-rate 
hikes?  Don't  bet  on  it  just  yet. 

After  the  Bank  of 
England  lifted  base 
rates  in  August  for  the 
fourth  time  in  as  many 
months,  to  7%,  it  also 
announced  a  "pause"  in 
its  tightening  policy  to 
assess  the  economy. 
But  now,  a  raft  of  sur- 
prisingly strong  re- 
ports on  third-quarter 
activity,  including  re- 
tail sales,  unemplo}iTient,  underly- 
ing earnings,  and  money  gi'owth, 
have  created  a  sea  change  in  fi- 
nancial-market sentiment  about 
chances  for  higher  rates. 

Consumer  spending  and  service 


UNDERLYING  INFLATION 
REMAINS  SUBDUED 

'  BRITAIN  S  RETAIL 

-  —  PRICE  INDEX  — . 
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▲  PERCENT  CHANGE  FROM  A  YEAR  AGO 
•EXCIUDES  MORTGAGE  COSTS 
DATA  OFFICE  FOR  NATIONAL  STATISTICS,  BW 


sector  output  continue  to  power 
the  economy.  Retail  data  show 
household-goods  spending  rose  a 
record  17.4%  in  the  thi'ee  months 
ended  in  August,  suggesting  the 
cash  windfalls  to  consumers  from 
conversions  of  build- 
ing societies  to  banks 
is  still  fueling  outlays. 
Real  income  growth  is 
speeding  up  amid 
pickups  in  job  growth 
and  real  wages.  Con- 
sumer confidence  is  at 
late-1980s  levels,  as 
August  unemploy- 
ment fell  to  a  17-year 
low  of  5.3%. 
Manufacturing  remains  weak, 
the  result  of  the  export  downdi'aft 
from  sterhng's  sharp  rise  over  the 
12  months  ended  in  July.  But  now, 
sterling  is  falling,  which  should 
cushion  exports  in  1998,  along 


TOTAL 


wath  stronger  demand  on  the 
Continent.  Also,  the  typical  capi- 
tal-spending cycle  has  not  yet 
kicked  in,  but  it  should,  amid 
strong  demand  and  profits  and 
rising  capacity  utilization. 

For  now,  retail  inflation  seems 
contained  with  the  underlying 
rate  excluding  mortgages  at  2.891 
just  above  the  boe  tai'get  of  2.591 
But  recent  signs  are  worrisome 
Service  inflation,  excluding  rents 
and  utilities,  has  risen  to  4.5% 
from  1.9%  18  months  ago.  Lifted 
by  construction  pay,  yearly 
growth  in  underlying  wages  rose 
to  4.5%  in  July,  the  boe's  maxi- 
mum tolerable  pace.  And  the 
broad  M4  money  supply  grew 
11.6%'  in  August,  far  above  the  i 
boe's  3%-to-9%  monitoring  range 
If  September's  data  look  anythinj 
like  August's,  the  newly  indepen 
dent  BOE  will  be  back  in  action. 
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(In  other  words,  whatever  you  need  to  move  your  business.) 


Du  already  know  that  UPS  offers  more  guaranteed,  on-time  delivery  options  than  anyone!  We'd  like  to  remind  you  why.  Your 
jsiness  demands  it.  And  nobody  is  more  committed  to  your  business  than  UPS.  Every  truck,  every  plane  —  indeed,  every 
'PS  person  —  is  tuUy  dedicated  to  getting  whatever  you  need,  wherever  you  need  it,  whenever  you  need  it  there.  Consider 
le  range  of  delivery  options  only  UPS  can  offer  Same  day?  Overnight  by  8  A.M.?  10:30  A.M.?  How  about  2nd  Day  A.M., 
r  Worldwide  Express?  Even  Saturday  delivery.  Whatever  your  business  demands,  we  will  deliver.  Just  say  the  word. 


MOVING  at  the  SPEED  of  BUSINESS: 


www.ups.com  •  1-800-PICK-UPS 


guarantee  details.  C'1997  United  Parcel  Service  of  America,  Inc. 


Yavelers  joins  Wall  Street's  elite  with 
he  marriage  of  Solly  and  Smith  Barney 


anford  I.  Weill  is  a  compulsive 
tape-watcher,  and  on  Sept.  24,  the 
day  of  his  greatest  triumph,  the 
numbers  veritably  leapt  off  the 
stock-quote  machines.  Before  the 
opening  bell,  Weill's  Travelers 
oup  Inc.  announced  a  deal  to  purchase  Sa- 
non  Inc.  for  $9  bilhon.  Soon,  the  nation's 
smier  bond-trading  firm  will  be  joined  with 
lith  Barney  Inc.,  a  large  retail  brokerage 
tn,  under  the  Travelers  umbrella.  For  Weill, 
3  reaction  on  Wall  Street — the  object  of 
5  dreams,  ambitions,  and  envy  for  four 
cades — could  hardly  have  been  sweeter. 
'  day's  end,  Salomon  stock  was  up  6.6% 
massive  volume.  Shares  of  Travelers,  up 


7c  in  the  past  year,  fell  just  3.6%,  to  69i^. 
For  the  64-year-old  Brooklyn  native.  Wall 
Street  was  his — "Weill  Street,"  if  you  will — 
for  a  moment,  at  least.  The  Salomon  acquisi- 
tion is  the  climax  of  a  genuine  rags-to-riches 
saga,  a  tale  that  parallels  the  recent  history 
of  Wall  Street.  From  hard-charging  leader 
of  Shearson  in  the  1970s  to  resurgent  boss  of 
Primerica  in  the  1980s  to  acquisition-minded 
head  of  Travelers  in  the  1990s — it  is  as  nim- 
ble a  record  as  you  can  find  on  Wall  Street 
(table). 

Weill  even  got  a  good  price.  His  all-stock 
transaction  is  about  two  times  Salomon's  book 
value — compared  with  around  three  for  other 
recent  investment  bank  deals.  But  he  should 


iViBill'S  Rid©  to  the  SUimnit       buys  firm  on  the  cheap  and  builds  them,  up 


EES!  Born  in  Brooklyn,  tine  son  of  a 
^olish  immigrant  dressmaker. 

Graduates  from  Cornell 
Jniversity  and  begins  his  Wall  Street 
:areer  as  a  low-paid  messenger  for  Bear 
itearns  Cos. 

kl2!M  With  three  friends,  founds  the 
Drokerage  firm  of  Carter,  Berlind, 
^otoma  &  Weill. 

lEniSi  Expands  by  buying  prestigious 
Dut  ailing  firms  such  as  Hayden  Stone, 
Shearson  Hamill,  and  Loeb  Rhoades. 

lEHQ  Sells  Shearson  Loeb  Rhoades  to 
American  Express  for  $930  million  in 
stock. 

Becomes  AmEx  president. 
lEUSi  Quits  as  AmEx  president  after  it 


becomes  clear  he  will  not  succeed 
James  Robinson  as  CEO.  Fails  in 
attempt  to  take  over  BankAmerica 
Corp. 

\\rl-l^  Spins  off  Commercial  Credit 
from  Control  Data  in  an  IPO  worth 
$850  million. 

Acquires  Primerica,  which 


FORMER  AMEX  CEO  JAMES  ROBINSON 
WITH  WEILL  BEFORE  THEY  PARTED 


includes  Smith  Barney,  a  brokerage 
house,  and  the  A.L.  Williams  insurance 
company,  for  $1.5  billion.  Later  sells 
several  divisions,  such  as  Fingerhut. 

[EES  Buys  27%  of  stock  of  insurer 
Travelers  for  $722  million. 

DEEO  Acquires  Shearson  brokerage 
operation  from  American  Express  for 
$1.2  billion.  Buys  remainder  of 
Travelers  with  $4  billion  in  stock. 

\\r^i^  Buys  the  property  and  casualty 
business  of  Aetna  Life  &  Casualty  for 
$4  billion. 

[EH  Weill's  daughter,  Jessica 
Bibliowicz,  quits  a  top  job  at  Travelers. 
Weill  agrees  to  buy  Salomon  Inc., 
parent  of  Salomon  Brothers  Inc.,  for 
more  than  $9  billion  in  stock. 


savor  this  moment,  for  it  likely  will 
not  last  long.  In  melding  the  diverse 
corporate  cultures  of  Salomon,  Smith 
Barney,  and  Travelers,  Weill  has  his 
work  cut  out  for  him.  What  he  wants 
from  the  merger  is  a  Wall  Street  giant 
and  an  investment  arm  that  will  make 
Ti'avelers  a  player  in  the  global  finan- 
cial-services market.  That  will  take  im- 
mense management  skills. 

On  paper,  the  deal  that  will  link  Sa- 
lomon with  Smith  Barney,  and  the  two 
with  the  Ti'avelers  insurance  goliath, 
seems  to  be  a  marriage  made  in  heav- 
en: the  joining  of  a  major  equities  dis- 
tiibutor  with  a  mighty  bond  trader  At 
$55  billion,  the  market  capitalization  of 
the  combined  Ti*avelers-Salomon-Smith 
Barney  will  be  more  than  twice  that  of 
Merrill  Lynch  &  Co.  and  even  bigger 
than  Chase  Manhattan  Corp.  The  re- 
sulting behemoth  will  have  more  star 
equities  analysts  than  anyone  else,  giv- 
ing it  the  most  highly  ranked  research 
team  on  Wall  Street. 
MODUS  OPERANDI.  Above  all,  the  deal 
thrusts  the  new  firm  into  a  position  to 
compete  with  Merrill  Lynch,  Goldman 
Sachs,  and  Morgan  Stanley  Dean  Wit- 
ter, the  product  of  another  stunning 
merger  earlier  this  year.  Says  Weill: 
"This  is  a  gi-owth  story.  By  putting  Sa- 
lomon and  Smith  Barney  together, 
merging  the  two,  it  will  make  us  one  of 


Cover  Story 


the  tlu'ee  or  four  major  players  in  glob- 
al investment  banking  over  the  next 
25  years." 

But  not  too  far  beneath  the  surface, 
the  doubts  lurk.  For  starters,  part  of 
Weill's  modus  operandi  has  been  to  buy 
cheap  and  then  cut  deep.  The  question 
is  whether  this  strategy'  can  be  used 
successfully  on  Salomon.  There  are  ma- 
jor areas  of  overlap  between  the  firms 
and  sources  say  serious  cuts  may  be  in 
the  offing  at  Salomon — perhaps  $1  bil- 
lion to  $2  billion  worth.  In  the  words  of 
one  source,  it  will  be  a  "blood  bath." 

At  a  meeting  at  Salomon  the  morn- 
ing of  the  announcement,  the  fii'st  ques- 
tion from  employees  showed  what  was 
on  everyone's  mind — it  had  to  do  with 
severance  pay  for  laid-off  employees. 
Even  if  Weill  avoids  massive  layoffs 
and  simply  adjusts  Salomon's  generous 
compensation  system,  he  risks  an  e.xo- 
dus  of  the  firm's  highly  compensated 
investment  bankers. 

"There  will  be  cuts,"  Weill  concedes. 
But,  he  adds,  "We're  not  doing  this 
<  deal  just  to  cut  costs."  As  for  compen- 
5,  sation,  Weill  speaks  vaguely  of  changes 
%  to  come.  "We  have  to  ultimately  tie 
5  compensation  to  perfbiTnance,"  he  says, 
i     To  be  sure,  Weill  has  handled  diffi- 


cult deals  before.  He  has  spent  a  career 
buying  up  often-troubled  fijiancial  fii-ms, 
revamping  them,  and  merging  them 
into  ever-growing  empires.  But  he  has 
made  gi'ave  missteps,  too.  In  1993,  for 
example,  he  hired  Robert  F.  Greenhill, 
former  president  of  Morgan  Stanley, 
to  build  Smith  Barney's  investment 
bank.  Greenhill  hired  legions  of  expen- 
sive bankers  from  Morgan,  but  it  was  a 
disaster  The  business  that  Weill  sought 
never  materialized. 

One  potential  problem  for  the  com- 
bined company  is  figuring  out  who's 


From  the  standpoint  of  Ti-avel<B, 
the  addition  of  Salomon  has  a  num^r 
of  virtues.  Smith  Barney  is  a  largjy 
retail-driven,  domestic  firm,  while  j 
lomon's  forte  is  bond  trading.  In  ai 
tion,  Solly  has  a  solid  overseas  p: 
ence,  which  Smith  Barney  lacks.  Plk 
Haller,  head  of  Emerging  Markets  Ift- 
prietary  Ti-ading,  thinks  the  deal  iiia 
smart  move  for  Ti-avelers  for  that  i4- 
son:  "This  gives  them  the  scopeic 
build  an  international  equity  origijh 
tion  and  distribution  capacity.  T|' 
rounds  out  the  product  line  of  Snj 


The  merger,  says  Weill,  "will  make  us  one  of  the 
three  or  four  major  players  in  global  investmen 
banking  over  the  next  25  years" 

SOLLY'S  MAUGHAN  (LEFT),  WEILL,  AND  SMITH  BARNEY'S  DIMON 


really  in  charge.  For  the  present  at 
least,  the  leadership  of  the  combined 
firm  is  a  compromise — the  joint  CEOs 
will  be  Weill's  righthand  man.  Smith 
Barney  ceo  James  Dimon,  and  Deryck 
C.  Maughan,  Salomon  Brothers'  chair- 
man and  CEO  (page  39).  The  two  say 
they're  friends — clearly  an  asset,  as 
they  will  have  to  work  to  combine  the 
two  firms.  But,  the  critical  question  is 
whether  Dimon  will  quickly  dominate, 
perhaps  driving  Maughan  out  and  rais- 
ing fears  among  the  Salomon  folk. 


Barney,"  he  says,  f^mlher,  he  adds, 
lomon  is  strong  in  issuing  and  plac 
debt  and  trading  all  types  of  fixed 
come  instniments.  In  these  areas,  "tl 
are  as  good  as  you  get,"  Haller  say 
While  some  of  their  differences  n 
make  blending  Salomon  and  Smith  B 
ney  a  difficult  management  challen 
their  differences  also  make  the  com 
nies  a  good  strategic  fit.  For  instan 
since  Salomon  is  largely  a  "wholesa 
operation  and  Smith  Bamey  retail, 
two  are  hardly  competing  for  the  sa 
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;omers.  "Their  businesses  are  com- 
nentary,"  says  Samuel  L.  Hayes  III, 
rofessor  of  investment  banking  at 
■vard  business  school, 
lut  how  will  the  combination  work 
ractice?  "I  don't  see  Ti'avelers  mak- 
Salomon  more  competitive,"  says 
'  C.  Smith,  professor  of  finance  at 
V  York  University's  Stern  School  of 
iness  and  a  former  Goldman  Sachs 
;ner  "You've  created  a  holding  com- 
y  with  a  $55  billion  market  cap,  but 
that  create  more  transactions, 
'6  synergy?  It  creates  a  company 


;'s  better  distributed,  but  I'm  not 
i  any  single  piece  of  it  is  more  com- 
tive."  For  example,  the  deal  makes 
)mon  Smith  Barney  Holdings,  as 
company  will  be  known,  the  new 
4  in  mergers  and  acquisitions.  But, 
3  Smith,  that  "doesn't  make  them 
'6  likely  to  become  third."  Indeed, 
skeptical  that  the  merger  will  lead 
positive  synergies,  at  least  in  the 
"t  tenn.  "Whatever  positive  s\Tiergy 
ichieved  is  offset  by  the  negative 
erg}-  of  tr>ing  to  run  a  big  organi- 
on,"  says  Smith. 

'he  deal  has  undeniable  appeal  for 
itutional  investor  .  For  each  share 
Salomon,  shareholders  in  the  com- 
y  will  receive  1.13  shares  of  Ti-av- 
s  stock.  That  gives  the  deal  a  value 
ibout  .$9  billion,  or  just  under  two 
Bs  Salomon's  book  value  at  midyear 
14.6  biUion. 

'he  institutional  investor  who  mav 


welcome  this  deal  most  is  Warren  Buf- 
fett.  Buffett  bought  into  Salomon  in 
1987. 

Four  years  later,  the  legendary  Ne- 
braska investor  found  himself  en- 
meshed in  the  company's  management 
when  a  government-bond  trading  scan- 
dal rocked  the  firm.  Indeed,  Buffett 
handpicked  the  British-born  Maughan, 
who  had  run  Salomon's  Tokyo  office, 
to  head  the  firm  after  the  departure 
of  Salomon's  longtime  ceo,  John 
Gutfreund. 

Despite  the  bond-trading  scandal. 


One  longtime  Buffett-watcher,  who 
requests  anonymity,  believes  that  Buf- 
fett will  take  the  Ti'avelers  stock  and 
run.  "It's  nirvana  [at  this  price],"  he 
says.  Why'?  Although  Buffett  is  a  big 
player  in  insurance — geico  is  a  major 
holding  of  Berkshii-e  Hathaway — he  has 
never  showTi  much  interest  in  the  kinds 
of  business  Ti'avelers  is  in. 

And  as  for  Salomon:  "As  much  as 
Buffett  knew  about  Wall  Street  and 
human  gi'eed,  he  was  sickened  by  what 
he  learned  when  he  got  into  it,"  he 
savs.  If  he  were  to  cash  out  now,  the 


Wall  Street's  Lions 

MORGAN  STANLEY, 
DEAN  WITTER  & 
DISCOVER 

l/nrilnL.  ^^^.*~t  uilliuil 

RETAIL  BROKERS:  9,634 

By  merging  in  early  1997,  the  firms  broad- 
ened product  lines  and  strengthened  retail 
distribution.  Firm  is  tops  in  new  equity 

tQQti^^npp   fniirth  in  npu/  Hpht  ?inH  pniiitv 
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issuance.  Strong  M&A  operation. 

MERRILL  LYNCH 

CAPITAL:  $32.5  billion 
RETAIL  BROKERS:  14,000 

Retail  powerhouse  is  leader  in  underwriting 
debt  and  equity.  Has  made  big  strides  in 
U.S.  M&A  business,  where  it  is  tops  for  the 
year  to  date. 

SALOMON  SMITH 
BARNEY  HOLDINGS 

CAPITAL:  $27.8  billiont 
RETAIL  BROKERS:  10,400 

Merger  brings  together  complementary 
retail  and  wholesale  businesses.  Salomon's 
strength  in  bonds  blends  with  Smith 
Barney's  retail  presence  and  greater  equity 
underwriting.  Firm  is  a  strong  second  to 
Merrill  Lynch  in  equity  and  debt  underwrit- 
ing. Deal  expands  the  firm's  global  reach. 

GOLDMAN  SACHS 

CAPITAL:  $17.7  billiontt 

Investment  banking  powerhouse  is 

one  of  the  few  partnerships  left  on 

Wall  Street.  Strong  M&A  advisor  has  global 

cachet. 

*As  of  Aug.  31 
tPro  forma 


**As  of  Jun.  30 

ttLong-term  borrowings  and  ownership  equity  as  of  Jan.  1, 1997 


DATA:  SECURITIES  DATA  CO.,  SECURITIES  INDUSTRY  ASSN. 


Salomon  has  been  generally  profitable 
for  Buffett,  although  for  a  number  of 
years  the  stock  languished.  Under  the 
terms  of  the  original  deal,  Buffett 
bought  $700  million  of  convertible  pre- 
ferred. And  beginning  in  1995,  Buffett 
had  the  right  to  sell  back  20^f  annually 
Today,  he  is  still  left  with  60%  of  the 
issue  from  1987,  which  is  convertible 
into  a  little  over  11  million  shares.  In 
the  meantime  he  has  bought  stock  in 
the  open  market  so  that  at  the  end  of 
1996 — according  to  Berkshire  Hath- 
away's  annual  reports — he  had  an  I8'7c 
voting  interest  in  Salomon. 
MUTUAL  DISSATISFACTION.  That's  a 
huge  chunk  of  Salomon  stock,  wiiich 
Buffett  could  convert,  tax-free  into 
Ti'avelers  stock  if  he  chooses.  Based 
on  his  original  investment,  his  gi'oss 
retui'n  amounted  to  about  16'7f  annual- 
ly, a  modest  improvement  over  the 
Standard  &  Poors-500  stock  index. 


Street  estimates  that  he  would  make 
about  $500  million. 

The  dissatisfaction,  however,  was 
mutual.  The  legacy  of  Buffett's  stew- 
ardship of  Salomon,  in  the  troubled 
days  following  the  bond-trading  scandal, 
is  decidedly  mixed.  Buffett's  dismay 
with  huge  bonuses  led  to  a  cutback  in 
1994 — which  caused  significant  staff  de- 
fections. To  staunch  the  losses,  Buffett 
had  to  reinstate  the  bonuses.  Maughan 
calls  it  "a  tactical  retreat" — clearly  im- 
plying that  the  knives  may  well  be- 
come unsheathed  in  the  weeks  and 
months  ahead. 

Where  would  the  cuts  come?  The 
easy  part  will  be  identifying  corporate 
functions  that  can  be  consolidated,  re- 
dundant back-office  operations  that  can 
be  shut  and  real  estate  that  can  be  va- 
cated or  sold,  ^\^lich  of  the  two  merged 
companies  will  feel  more  pain"?  The  bet- 
ting on  Wall  Street  is  that  Salomon 


RIIQIMFQQ  \A/FFK  /  nrmRPR  e.    1QQ7  77 


will  absorb  more  of  the  cut- 
backs. The  reasoning:  Dimon, 
the  longtime  Weill  protege 
who  apparently  designed  the 
deal,  will  emerge  as  the  first 
among  equals  in  sharing  the 
executive  suite  with  Maughan. 
That  bodes  better  for  Smith 
Barney  than  it  does  for 
Salomon. 

There's  a  great  potential  for 
culture  clash,  say  sources  close 
to  Salomon.  How,  for  example, 
will  Dimon  handle  the  ego-dri- 
ven, intensely  competitive  in- 
vestment bankers  at  the  new 
Salomon  Smith  Barney.  Dimon 
is  said  to  be  no  gi'eat  fan  of  in- 
vestment bankers  and  put  off 
by  their  gargantuan  pay  de- 
mands and  their  tendency  to 
shrug  off  managerial  edicts. 
UNQUESTIONED  SUCCESS.  In 
that  regard,  he  is  similar  to 
his  longtime  boss  and  confi- 
dant. Indeed,  to  some  degree 
Weill  has  never  strayed  too  far 
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from  the  close-to-bone  thrift 
that  marked  his  early  career 
on  Wall  Street.  Although  he 
was  raised  in  a  middle-class 
family  in  the  Flatbush  section 
of  Brooklyn,  where  his  father 
was  a  successful  dress  manu- 
factiu'er,  Weill  began  on  a  wing 
and  a  prayer — borrowing 
.$200,000  to  form,  with  three 
friends,  the  firm  of  Carter, 
Berlind.  Potoma,  &  Weill. 

Weill  never  strayed  fi"om  his 
entrepreneurial,  cost-cutting 
roots,  even  as  he  leveraged  his 
little  firm,  via  mergers,  into 
Shearson  Loeb  Fihodes.  That 
made  him  an  unquestioned 
success  on  Wall  Street.  Still, 
Weill  was  always  the  outsider 
in  the  still-clubby  world  of  bi'o- 
kei'age  partnerships  and  in- 
vestment banks. 

In  19X1,  he  made  the 
biggest  miscalculation  of  his 
Ufe — selling  Shearson  to  Amer- 
ican Express.  He  became  president  of 
American  Express,  but  almost  from 
the  start,  he  chafed  under  the  leader- 
ship of  its  then-cKO,  James  Robinson. 
In  1985,  Weill  left  AmEx,  a  seeming 
failure. 

He  wasted  no  time  starting  the 
comeback  that,  with  this  latest  deal, 
has  put  him  at  the  toj)  of  the  Wall 
Street  heap.  Beginning  with  his 
takeover  of  Commercial  Credit  in  1986, 
the  succeeding  yeai's  held  one  success 


TRAVELERS  GROUP'S 
HEADQUARTERS 

At  Salomon,  rumors 
are  already  beginnirj 
to  swirl  that  Weill 
and  his  top  brass 
will  order  big  cost 
cuts-up  to  $2  billio 


veteran  Wall  Streeter 
knows  him  well.  "The 
lives  to  do  deals.  That's 
he  does.  It  means 
endgame." 

But,  if  Weill's  moment  o: 
umph  is  to  last,  this  tim 
had  better  pay  attention  to*fi 
endgame.  That  means  goingx 
yond  the  deal  and  doing  \\%v 
ever  it  takes  to  make  thisjids-- 
most  daring  move  yet,  w^k  * 
One  note  of  irony — and,  pci? 
bly,  foreboding — came  up 
luncheon  for  Smith  Ba: 
clients  in  Hong  Kong  on 


23, 


a  day  before  the  deal 


Salomon  Smith  Barney  at  a  Glance 


The  1996  results  for  Travelers'  Smith  Barney  unit  and 
Salomon  Inc.,  which  includes  Salomon  Brothers,  com- 
modity trader  Phlbro,  and  Basis  Petroleum,  an  oil-refin- 
ing and  -marketing  business 

REVENUE  SOURCES  SMITH  BARNEY      SALOMON  TOTAL 

(IN  MILLIONS) 


NET  INTEREST  &  DIVIDENDS 
TRADING 

INVESTMENT  BANKING 
COMMISSIONS 
OTHER 

TOTAL  REVENUE 
NET  OF  INTEREST  EXPENSE 

NET  INCOME 


$419 
990 
'1^148 

2^250 
139 


$1,069 
1,990 
853 
326 
78 


announced.  The  topic:  "In 
ment  Banking  Consohdatio] 
the  U.  S.:  The  Imphcation; 
Global  Markets."  The  spe; 
was  Steven  D.  Black,  chie: 
erating  officer  at  Smith  Bai 
and  Dimon's  lighthand  ma: 
It  was  a  sobering  ses 
Drawing  on  his  personal  e 
rience,  Black  talked  about 
acquisitions  are  a  very 
and  painful  process,  incred 
risky,  with  the  odds  favo: 
failure.  He  talked  about  a 
ber  of  acquisitions  that  Si 
Barney  had  made,  such  as 
Shearson  deal  in  1990,  sa; 
how  difficult  and  painful  it 
been.  He  went  on  to  talk  al 
lots  of  Street  deals  that  ha 


6,295 


4,367 
907 


10,662 
1,976 
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after  another  In  1998,  he  even  man- 
aged to  buy  back  Shearson,  making  it  a 
part  of  Ti-avelers. 

The  Weill  formula  was  simple — ac- 
quire companies,  troubled  ones  partic- 
ularly, and  cut  costs  ruthlessly.  Weill's 
tactics  may  have  won  few  friends 
among  the  employees  of  acquired  com- 
panies. But  for  the  most  part,  his  buy- 
downsize-build  formula  has  worked. 
And  he  has  thrived  at  it.  "You  have 
to  understand  his  psyche,"  says  one 


$1,488 

2,980 

2,001 
'"2!576 

 217     worked  well,  such  as  Sheai 

and  Hutton,  and  said  that 
was  skeptical  of  cun-ent  d 
such  as  Bankers  Ti-ust 
Alex.  Brown. 

Black  is  right.  Wall  St) 
acquisitions  are  incredibly  tough 
Salomon-Smith  Barney-Ti-avelers  mi 
er  is  going  to  be  a  far  tougher  ( 
than  it  appears  to  be  at  first  bh 
But  Sandy  Weill  is  ready  for  it — anc 
may  be  just  the  man  to  make  it  w( 

By  Gary  Weiss,  in  New  York, 
Phillip  Ziveig.  Debra  Sparks, 
Kerry   Capell   in   New   York;  L 
Nathans  Spiro  in  Hong  Kong;  and 
rean  reports 

(Continued  on  page 
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OW  LONG 

AN  THESE  TWO  TANGO? 


mon  and  Maughan  insist  that  their  joint-CEO  setup  will  work.  But  the  odds  say  otherwise 


|o-chief  executive  offi- 
|Cers  for  Salomon  Smith 
r  Barney?  Yeah,  right. 

10  really  believes  that  ul- 
ate  authority  for  running 
lewly  created  global  fi- 
icial  behemoth  with  $11 
ion  in  revenues,  34,000 
ployees,  and  nearly  500 
ces  around  the  globe  can 
permanently  shared  by 
)  smart  and  savvy  CEOs? 
s  an  inherently  unstable 
itionship,"  says  Noel  M. 
hy,  a  professor  of  orga- 
ational  behavior  at  the 
iversity  of  Michigan 
iduate  School  of  Busi- 
s.  "My  guess  is  that  this 
I  transition  vehicle  to  get 
t  the  merger  phase." 
n  an  interview  vdth 
iiNESS  WEEK  hours  after  theu-  corpo- 
e  marriage  was  announced.  Smith 
Tiey  CEO  James  Dimon,  41,  and  Sa- 
lon  Brothers  ceo  Deryck  C.  Maughan, 

insist  that  their  arrangement  is 
ant  to  last.  "We  want  to  operate  as  a 
m,"  says  Maughan.  "The  idea  of  part- 
■ship  is  not  foreign  to  us."  Adds  Di- 
n:  "There's  plenty  of  work  for  both  of 
to  do  here." 

3imon  says  they're  al- 
idy  working  in  tandem, 
the  time  the  Travelers- 
omon  deal  was  an- 
mced  on  Sept.  24,  he 
■s,  the  two  execs  had  al- 
dy  assembled  a  manage- 
nt  committee  with  top 
)ple  from  both  firms, 
lat's  something  that  usu- 
f  doesn't  happen  until 

11  into  the  first  year, 
at's  one  of  the  hardest 
igs  about  a  merger — and 
already  done." 
Both  Dimon  and  Weill 
!e  been  working  with 
her  authorities  for  sev- 
1  years.  Dimon  grew  up 
Sanford  I.  Weill's  grow- 


James  Dimon 
eg  41 


POSITION 


President  and  CEO, 
Travelers  Group,  and  chairman 
and  CEO  of  Smitfi  Barney 

IMMIJ  Tufts  University, 
Harvard  business  school 

Ijl'JIM  Married,  with  three 
daughters 

i!>{>^.|'JJIMII'JiUl  structured 
Primerica  purchase  in  1988; 
combined  Shearson  Lehman 
with  Smith  Barney  in  1993; 
pushed  Smith  Barney  to  sell 
no-load  mutual  funds  in  1996 
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ing  empire,  where  Weill  developed  a 
strong  cadre  of  executives  who  followed 
him  from  acquisition  to  acquisition. 
"Jamie  and  I  are  partners,"  says  Weill. 
"Deryck  is  now  a  partner,  too."  For  his 
part,  Maughan  has  had  to  report  to  and 
work  closely  with  Robert  E.  Denham, 
chaii'man  of  Salomon  Inc.  And  super- 
investor  Warren  E.  Buffett,  whose 


Deryck  Maughan 

ca49 

■;^iKiW[ii:i  Chairman  and  CEO, 
Salomon  Brothers 

Kings  College, 
University  of  London 

Married,  with  one 

daughter 

iMnMHHnB  Adviser  on 
economics  and  finance,  British 
Treasury,  1969-79;  ran  Salomon's 
Tokyo  office,  1986-1991;  COO, 
Chairman,  and  CEO,  1992- 
present 
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Berkshire  Hathaway  Inc. 
is  Solly's  largest  investor, 
was  never  out  of  touch. 

Weill,  seated  between 
Dimon  and  Maughan  in 
the  executive  library  of 
Ti'avelers  Group's  head- 
quarters, argues  that  co- 
chieftains  can  and  do  e.xist 
on  Wall  Street.  Goldman, 
Sachs  &  Co.  has  had  two 
pairs  of  co-CEOs.  And, 
says  Weill,  Morgan  Stan- 
ley, Dean  Witter  &  Dis- 
cover Co.  is  nm  jointly  by 
CEO  Phihp  J.  Purcell  and 
President  John  J.  Mack, 
although  Pui'cell  outranks 
Mack. 

What  should  help  the 
Dimon-Maughan  an-ange- 
ment  is  that  the  two 
men  have  different  expertise.  Dimon's 
strength  is  in  retail  brokerage  and  op- 
eratioas  in  the  U.  S.,  and  Maughan  is  far 
more  experienced  with  global  invest- 
ment banking  and  trading.  When  he  ran 
Salomon's  Tokyo  office  in  the  late  1980s, 
it  was  one  of  the  few  Japanese  outposts 
of  U.  S.  fii'ms  to  make  money. 

It  also  helps  that  Maughan  is  no 
stranger  to  Dimon — or  to 
Weill.  When  Buffett  brought 
Maughan  to  New  York  in 
1991,  Weill  introduced  him 
to  movers  and  shakers. 
Maughan  is  on  Carnegie 
HaU's  board  of  trustees;  Weill 
is  chairman  of  that  board. 

Still,  conflicts  could  arise 
between  such  strong  per- 
sonaHties,  and  the  betting  is 
that  Dimon  will  ultimately 
prevail.  Even  if  he's  co-equal 
with  Maughan  at  Salomon 
Smith  Barney,  Dimon  is 
No.  2  at  parent  Tr^avelers 
Group — the  presumptive 
heir  apparent  for  the  64- 
year-old  Weill's  job. 

By  Jeffrey  M.  Laderman 
in  New  York 
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CHARITY 


A  NEW  BREED 

OF  PHILANTHROPIST 

Ted  Turner  is  not  the  only  one  sharing  newfound  wealth 

11 


e  who  dies  rich  dies  thus  dis- 
graced," warned  Andrew 
Carnegie,  the  lyth-century 
steel  baron  who  late  in  life 
channeled  his  milhons  into  one  of  histo- 
ly's  gTeatest  charitable  outpourings.  His 
plea  to  the  elite  of  an  emerging  indus- 
trial power,  as  much  as  his  gifts  them- 
selves, defined  a  model  of  philanthropy 
that  is  uniquely  American. 

On  Sept.  18,  a  modern  media  baron 
named    Ted    Turner  donned 
Carnegie's  mantle,  stunning 
guests  at  a  black-tie  United  ^ 
Nations  Assn.  dinner  in  New 
York  with  a  pledge  to  donate 
$100  million  a  year  for  10  yeai  s 
to  a  new  foundation  benefiting  the 
U.  N.  And  he  threw  down  the 
gauntlet  to  the  elite  of  his  era:  Share 


the  wealth.  "The  first 
day  I  became  a  billionaire,  I  went 
home  to  tell  my  wife,  and  she  said,  'So 
what?'"  Tiu-ner  told  business  week  re- 
cently. "She  was  obviously  right  If 

rich  people  just  give  philanthi'opy  some 
thought,  they'll  realize  it's  the  right 
thing  to  do." 

Tiu-ner's  gestui-e  is,  typically,  a  flam- 
boyant exaggeration.  Given  the  extra- 
ordinary accumulation  of  wealth  from 
booms  in  technology,  entertainment, 
and  the  stock  market,  American  chari- 
table causes  have  not  gotten  their 
share.  And  the  superrich  that  TiuTier  is 
now  prodding — billionaires  such  as 
William  H.  Gates  III  and  Warren  Buf- 


fett — haven't  assumed  philanthropic 
roles  befitting  their  wealth. 

However,  there  is  a  broad  new  phil- 
antliropic  movement  emerging  fi'om  the 
1980s  and  1990s  wealth  boom.  A  new 
generation  of  entrepreneurs,  entertain- 
ers, financiers,  and  executives  finally  is 
starting  to  give  its  money  away.  After 
stagnating  for  most  of  a  decade,  indi- 
vidual giving  to  charity  has  climbed 
9.5%  in  the  last  two  years,  to  $130.4 


The  Joy 
Of  Giving 


billion  last  year,  according  to  the  Amer- 
ican Association  of  Fimcb'aising  Counsel. 
Boston  consultant  H.  Peter  Karoff,  an 
adviser  to  the  wealthy,  says  his  small 
collection  of  liigh  net-worth  clients  alone 
has  $15  biUion  in  new  gifts  in  the  works. 
"We're  on  the  cusp  of  something  big," 
he  says. 

The  new  money  has  the  potential  to 
dramatically  reshape  philanthropy.  Im- 
patient, restless,  and  activist,  these  rich 
are  acting  as  "investor  donors,"  Karoff 
says.  A  gi'owing  number  are  treating 
charity  like  a  business,  demanding 
accountability  and  efficiency  from  a 
nonprofit  sector  never  strongly 
associated  with  either  trait.  Many 
donors  are  simply  starting  their  own 
charities  to  fund  pet  projects  rather 
than  deal  with  nonprofit  bureaucracies. 
"It's  my  money.  It's  my  time,"  says 
Richard  S.  Fuld  Jr,  chief  executive  of 
Lehman  Brothers  Inc.  and  a  donor  to 


TECHNOLOGY 

JOHN  ABELE  The  founder  of  Boston 
Scientific  started  MiddleMAST, 
providing  grants  to  science  and 
math  teachers  in  Boston's  publi 
schools.  He  also  supports  other 
educational  programs.  Total  givi 
this  year:  At  least  $5  million. 

DAVID  DUFFIELD  PeopleSoft  founde 
Duffield's  beloved  schnauzer,  M 
die,  died  in  March.  Now,  his  fam 
ly  foundation  is  giving  away  $10 
million  to  animal-welfare  groups. 

DAVID  FILO.  JERRY  YANG  The  co 

founders  of  Yahoo!  each 
gave  $1  million  this 
year  to  endow  engineer- 
ing professorships  at 
Stanford.  Filo  gave  an 
additional  $1  million 
to  Tulane,  his  alma 
mater. 

CATHERINE  MUTHER  The  forme^  Cisc 
Systems  exec  dedicated 
$100,000  to  start 
a  fund  providing 
low-cost  office 
space  and  training 
to  female  technology 
entrepreneurs.  i 

ENTERTAINMENT  | 

DAVID  GEFFEN  AND  STEVEN  SPIELBERG  ! 

Geffen  gave  $5  million  to  the 
Westwood  Playhouse  in  Los  Angej 
les,  $4  million  to  two  New  York-  ( 
based  AIDS  groups,  and  $5  mil- 
lion to  the  L.A.  County  Museum  c' 
Contemporary  Art.  His  DreamWor 
SKG  partner  Spielberg  has  given 
Holocaust-related  causes. 

JEFFREY  JACOBS  The  president  of 
Oprah  Winfrey's  Harpo  Entertain- 
ment Group  has  given  "several 
million"  dollars,  he  says,  to  start 
Civitas  Initiative,  a  scholarship 
program  for  graduate  students  in 
child  protection  and  development 

MICHAEL  OVITZ  The  UCLA  Medical 
Center  once  provided  medicine  fc 
the  superagent's  son  in  the  middl 
of  the  night.  Ovitz  has  been  grat 
ful  to  the  tune  of  $25  million  in 
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Great  to  be  here! 
Hoechst. 


i  one  of  the  world's  leading 
ps  in  Life  Sciences  and  Industry, 

Hoechst 
is  listed  on  the 
^ew  York  Stock  Exchange. 

e  pleased  to  introduce  our 


company  to  Wall  Street. 

Hoechst  (say  "Herkst")  stock 
offers  a  wealth  of  new  opportunities 
for  investment  in  health  care  and 
agribusiness  -  our  core  activities. 
Markets  that,  more  than  others, 
promise  to  grow  at  an  above-average 


rate.  We're  in  the  process  of  strength- 
ening our  position  in  the  field 
of  biotechnology.  This  will  help  us 
develop  innovative  drugs  and 
advanced  crop  protection  products. 

And  that's  progress  we  want  to 
be  part  of. 


)E 

SI 

SE 


Finding  new  ways. 


Hoechst 
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Disney  stock — part  of  his  $96  mil- 
lion in  pay  when  he  left  Disney 
last  year. 

STEVE  TISCH  The  movie 
producer  is  supporting 
groups  helpmg  AIDS 
victims  and  abused 
children.  "I'm  at  a 
point  where  I  can  concentrate 
more  on  helping  others  and  less  on 
banking  my  money,"  he  says. 

INDUSTRY 

JAMES  WATKINS  Sold  his 
Golden  Valley  popcorn 
company  to  ConAgra  in 
1991.  He  has  given 
$10  million  for 
exchange  programs  for  Russian 
and  American  agriculture  students; 
to  provide  cancer  drugs  to  Russian 
children;  and  to  Ronald  McDonald 
House. 

SYDNEY  KIMMEL  The  co-founder  of 
apparel  maker  Jones  New  York 
started  a  foundation  that  since 
1993  has  donated  $35  million  for 
health  care,  education,  and  culture. 

FINANCE 

CHRISTOPHER  GABRIELI  After  starting 
a  successful  software  company,  he 
joined  Bessemer  Venture  Partners. 
Over  five  years,  he  has  given  away 
$1  million,  and  a  foundation  start- 
ed with  his  wife  has  several  million 
in  assets. 

PAUL  TUDOR  JONES  II  The  Wall  Street 
hedge-fund  manager 
started  the  Robin  Hood 
Foundation  with  $3 
million  to  fund  chil- 
l"*  dren's  antipoverty  pro- 
grams in  New  York.  Prospective 
grantees  are  reviewed  for  manager- 
ial and  financial  strength. 

HENRY  KRAVIS  The  KKR  partner  has 
been  putting  the  squeeze  on  his 
Wall  Street  pals  to  seed  the  $60 
million  New  York  Fund,  which  is 
investing  in  depressed  urban 
neighborhoods. 

MICHAEL  STEINHARDT  After  liquidat 
ing  his  $5  billion  hedge  fund  in 
1995,  he  has  dedicated  himself  to 
projects  aimed  at  promoting  the 
vitality  of  Jewish  culture. 


'I  want  to  see 


an 
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education  causes, 
impact." 

The  new  approach  may  be  hard  on 
some  old-line  chaiities,  whose  causes  are 
out  of  fashion  with  the  new  money.  Pro- 
gi-ams  aimed  at  job  creation  and  neigh- 
borhood development  ai'e  hot  with  this 
crowd,  as  ai'e  charities  involved  in  schools 
and  the  environment.  The  arts  are 
vulnerable;  so,  too,  are  such  "band-aid" 
social  seraces  as  home- 
less shelters,  and — 
George  Soros  except- 
ed —  international 
affaii's.  "The  new  gen- 
eration doesn't  have 
the  same  respect  for 
tmlitional  institutions," 
says  Emmett  D.  Car- 
son, CEO  of  the  Min- 
neapolis Foundation. 

James  D.  Watkins 
typifies  the  new 
Carnegies.  Watkins, 
50,  sold  his  microwave 
popcom  and  fi-ench  fry 
business  in  1991  to  ConAgi-a  Inc.,  and 
now  has  accumulated  a  $70  million  for- 
tune. He  reckons  he  has  dispensed  $10 
million,  helping  supply  drugs  to  cancer- 
stricken  Russian  kids  and  funding  a  col- 
lege exchange  progi'am  to  help  bolster 
Russian  agriculture — interests  sparked 
while  doing  business  in  the  fomner  So- 
viet Union.  "Nobody  in  my  family  ever 
had  enough  money  to  thi'ow  around," 
says  Watkins.  "Now  that  I've  made  a  lot 
of  money,  the  most  enjoyable  part  is 
giving  some  of  it  back." 

There's  also  Catherine  S.  Muther,  a 
fonner  vice-pi'esident  at  Cisco  Systems 
Inc.  "I'm  interested  in  leveraging  my 
wealth  to  change  the  world,  to  change 
the  Hves  of  women  and  girls,"  she  says. 
Her  $3  million  foimdation  has  been  ftind- 
ing  initiatives  such  as  an  incubator  for 
women's  high-tech  startups. 

Jef&'ey  D.  Jacobs,  president  of  Oprah 
Winfrey's  Harpo  Entertainment  Group, 
is  another  donor  with  a  pi"ecise  agenda. 
His  Civitas  Initiative  funds  graduate 
scholarships  for  students  who  ai"e  in- 
terested in  developing  new  approaches 
to  childhood  development  and  child  pro- 
tection. "We  want  to  discover  what's 
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working,  and  not  reinvent  what's  ni,1 
Jacobs  says.  "When  you  write  ta 
checks,  you  get  the  power  to  chaje 
things." 

Such  donors  are  holding  charitiei|o 
standards  higher  than  ever.  Wall  Stijit 
trader  Paul  Tudor  Jones  II's  Robin  Hid 
Foundation  dispenses  money  to  dozenaf 
New  York  City  organizations — but  on] 
they  pass  a  rigorous  examination  of  i 
agerial  sWUs  and  fli 
cial  health.  John 
Abele,  co-founder 
Boston  Scientific  Cc 
gives  away  up  to 
million   a  year, 
shims  most  convent 
al  not-for-profits  as 
"diffuse,  politically 
rect,  and  less  ef 
five."  Instead,  he 
up  his  own  char 
MiddleMAST,  a  progi 
awarding  grants 
Boston  public  scl 
teachers  who  dream 
innovative  math  and  science  prograr 
Savvy  fimd-raisers  are  begirming 
figure  out  how  to  appeal  to  the  new 
anthropists.  "We  don't  talk  very  m 
about  charity  anym.ore,"  says  Bruce 
Newman,  executive  dii'ector  of  the  Ch 
go  Commimity  Tt-ust.  "We  talk  about 
trepreneurialism  and  the  ability  to  m 
change."  Both  the  United  Way  and 
United  Jewish  Appeal  have  created  { 
grams  allowing  donors  to  target  tl 
giving  to  specific  agencies. 

What  is  it  the  new  philanthropi 
want?  Focus  and  control.  Carol  F. 
derson,  a  managing  director  at  HB 
bourVest  Partners  llc  in  Boston,  tP' 
year  began  fimding  a  progi-am  desigil 
to  help  first  gi'aders  in  disadvantajd 
Boston  neighboi'hoods  learn  to  redj 
through  one-on-one  attention.  "We'ff 
given  larger  amounts  of  money  avf0. 
but  always  to  existing  charities,"  s0~ 
says.  "This  is  the  fu-st  time  we  h&e'ij 
said,  here  is  a  problem  we  want  'o 
solve,  let's  investigate  the  best  way  8  ii 
have  an  impact  on  this  problem,  ai^.. 
have  done  the  legwork  ourselves."  i 
Sometimes  the  causes  ai'e  simply  pMlj" 
sonal  issues.  PeopleSoft  Inc.  Chairrrl 


What  kinds  of  programs  excite 
the  new  generation?  Job  creation 
and  neighborhood  development 
are  hot,  as  are  school-related 
charities  and  the  environment 
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Great  to  be  here! 
Hoechst. 


*97  may  be  our  first  year  on 
Slew  York  Stock  Exchange, 
our  roots  in  the  U.S.  date  back 
)53. 

le  Hoechst  Group  is  at  home 
the  North  American  market. 

hat  was  the  year  Hoechst  first 
rtA  on  this  side  of  the  Atlantic, 
e  starting  out  on  the  82nd  floor 
le  Empire  State  Building,  we 
J  expanded  our  U.S.  presence. 


In  the  last  decade  the  Celanese 
Corporation  and  Marion  Merrell 
Dow  became  significant  additions 
to  the  Hoechst  Group.  And  just  last 
year  Hoechst  Marion  Roussel,  our 
pharmaceutical  company,  set  up 
its  international  Drug  Development 
Center  in  New  Jersey  -  helping 
to  keep  Hoechst  a  world  leader  in 
life  sciences.  With  so  much  growth, 
we're  not  only  among  the  leading 
global  suppliers  in  each  of  our 


major  business  sectors.  But,  with 
more  than  30,000  people  at  over 
25  locations,  we're  also  a  lot  closer 
to  your  home  than  you  think. 

Hoechst  AG,  D-65926  Frankfurt 
http://www.hoechst.com 

Hoechst  is  an  international  gro Hp  of 
companies  spearheading  innovation 
in  Life  Sciences  and  Industry.  With 
more  than  140,000 people  worldwide, 
last  year's  sales  totalled  $  34  billion. 


Finding  new  ways. 


Hoechst 
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David  A.  Duffield,  for  exam- 
ple, plans  to  leave  much  of  his 
$2  billion  fortune  to  animal 
welfare  organizations  in  mem- 
ory of  Maddie,  his  schnauzer. 

Who  are  the  new  Carne- 
gies?  Most  are  self-made.  Most 
come  fi'om  the  upper  rungs  of 
industries — high-tech,  finance, 
entertainment — that  have  led 
the  economy  in  the  past  two 
decades,  when  U.  S.  personal 
wealth  quadnipled  to  over  $20 
trillion.  Some  are  entrepre- 
neurs who  have  realized  mas- 
sive profits  from  selling  theii- 
companies.  Some  still  nm  busi- 
nesses whose  stock-mai'ket  val- 
ues have  soared  in  recent 
years. 

Most  are  middle-aged  or  be- 
yond, and  are  beginning  to 
think  about  their  legacies.  "I 
could  never  totally  reconcile 
the  idea  of  making  rich  people 
richer  as  my  full-life  activity," 
says  Michael  Steinhardt,  56,  who  liqui- 
dated his  $5  billion  hedge  fimd  in  1995  to 
turn  to  philanthropy  full-time.  Says 
movie  producer  Steve  Tisch,  48:  "I'm  at 
a  point  where  I  can  concentrate  more  on 
helping  others  and  less  on  banking  my 
money." 

MORAL  BELIEFS.  Many  of  the  new  phil- 
antkropists  simply  are  gi-ateful  for  then- 
sudden,  sometimes  unexpected,  riches. 
"I  need  to  recycle  it,  so  I  don't  get 
fooled  into  thinking  I  deserve  it,"  says 
Christopher  F.  0.  Gabrieli,  a  partner 
with  Boston's  Bessemer  Venture  Part- 
ners whose  foundation  is  funneling 
money  into  homeless  shelters,  food 
banks,  and  job-training  efforts.  David 
Filo,  the  31-year-old  co-founder  of  Ya- 
hoo! Inc.,  the  Internet  browser  outfit, 
has  given  $1  million  to  fund  professor- 
ships at  both  Tulane  and  Stanford  uni- 
versities, his  alma  maters.  "There  was 
really  no  reason  to  wait.  I  realized  the 
money  I  have  I  will  never  spend,"  he 
says. 

Some  are  propelled  by  deep  religious 
and  moi'al  beliefs:  Alan  C.  Ashton,  the 
devout  MoiTnon  who  founded  WordPer- 
fect Coip.,  says  that  giving  is  "a  veiy 


IN  HARLEM:  This  family  center  is  funded  by  Paul  Tudor  Jones's  Robin  Hood  Foundatio 


healthy  thing  to  do."  He  and  his  wife, 
Karen,  have  spent  $75  million  to  devel- 
op Thanksgiving  Point,  a  nonprofit  com- 
munity center  in  their  hometown  of 
Orem,  Utah,  that  features  gardens,  a 
zoo,  a  produce  fann,  and  a  golf  course. 

And  many  are  bringing  the  energy 
and  network  skills  they  honed  in  busi- 
ness to  charity  work.  Steinhardt,  who 
has  dedicated  some  $40  million  in  three 
years  to  revitalizing  Jewish  culture  in 
America,  has  enlisted  the  Bronfman  fam- 
ily and  The  Limited  Inc.  founder  Leslie 
H.  Wexner,  among  othei's,  to  help  liim 
raise  $17  million  to  build  Jewish  private 
schools.  Dealmaker  Heray  R.  Ki'avis  has 
tapped  60  individuals  and  companies  to 
create  the  $60  million  New  York  Fund, 
which  lends  to  companies  that  i-elocate  or 
hii-e  jjeople  in  blighted  New  York  neigh- 
borhoods. "People  used  to  come  to  me 
and  ask  for  money,"  Kravis  recalls.  "I 
was  astounded  to  see  how  much  was 
spent  on  administration.  I  thought,  I'd 
rather  set  up  my  own  progTam." 

Turner,  the  self-appointed  philan- 
thropic gadfly,  says  such  efforts  aren't 
enough.  "I  know  a  lot  of  these  super- 
rich.  Wan-en  [Buffett]  is  worth  $20  bil- 


Many  treat  charity  like  a 
business,  demanding 
accountability  and  efficiency 
from  a  nonprofit  sector  never 
strongly  associated  with  either 


lion.  I  said,  'Warren ...  you  wouldi 
miss  a  billion.' "  (Buffett,  who  has  giv 
large  amounts  to  the  United  Way  ai 
other  charities,  wouldn't  comment.)  IV 
crosoft  Chairman  Bill  Gates  has  ea 
marked  $200  million  to  buy  compute 
and  software  for  inner-city  classroonr 
But  that  represents  just  0.5%  of  h 
$43  billion  fortune.  And  even  the  9.5 
inflation-adjusted  increase  in  givii 
over  two  years  pales  compared  to  tl 
stock  market's  45%  rise  in  that  tim 
"An  awful  lot  of  people  don't  part  vei 
easily  with  their  newfound  wealth 
says  former  Morgan  Stanley  &  C 
banker  Thomas  A.  Saunders,  who  no 
heads  an  $800  million  capital  drive  fi 
the  University  of  Virginia. 

Still,  there's  hope.  The  v/ealthie 
Americans  in  1988  gave  10%  of  the 
income  away,  and  by  1994  that  figa' 
had  grown  to  25%-,  says  Boston  Cc 
lege  professor  Paul  G.  Schervish. 
five-year-old  Fidelity  fund  allowing  i: 
dividuals  with  just  $10,000  to  creai 
their  own  charitable  foundations  hi 
grown  to  $1  billion  in  assets  and  di 
tributed  $500  million  to  charities;  Me 
rill  Lynch  has  taken  in  $2.2  billion 
charitable  assets  in  two  years.  Ai 
Americans  growing  more  generous? 
long-running  bull  market  certain 
helps  them  feel  that  way.  And  mar 
people  are  reassessing  their  wealth 
they  get  on  in  years.  Either  wa 
Carnegie  would  approve. 

By  Richard  A.  Melcher  in  Chicm 
with  Keith  H.  Hammonds  in  New  Yor, 
Brad  Wolverion  in  Atlanta,  Paul  Jv/k 
in  Boston  and  bureau  reports 
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FIDELITY.COM:  IT'S  ONLINE  TRADING  AND  A  GOOD  DEAL  MORE 


I 


INDEPENDENT  RESEARCH.  MORE 
TOOLS  AND  ONLINE  TRADES 
AS  LOW  AS  $28.95. 

LOOKS  LIKE 
YOUR  PC  JUST  GOT  A  LOT 
MORE  POWERFUL. 


RESEARCH  AND 
PLACE  TRADES  ONLINE 

Fideluy.com  puts  the  power  of  one  ol  Wall 
Streets  largest  traders  at  your  fingertips,  it 
gives  you  access  to  stocks  and  transaction 
fee  mutual  funds  for  as  little  as  $28,95 
a  trade ' 

Use  Fidelitys  online  tools 
to  review  stocks.  Then 
point  and  click  to  access 
independent  research  Irom 
S&P,  First  Call  and  more 

ACCESS  TO  IPOs 

Good  news  for  traders  Through  an 
exclusive  alliance  with  Salomon 


Brothers,  Fidelity  gu'es  you  regular 
access  to  IPOs  and  other  public  oller- 
ings.  Until  now,  you  had  to  go  to  a  lull 
service  broker  lor  this  kind  ol  access. 

OPEN  AN 
ACCOUNT  NOW 

Turn  your  desk  into  a  "trading  desk"  w  ith 
hdelitycom   To  open  your  account,  call 
l-800-544-7(-)10  today  Ask  about  deeper 
discounts  lor  active  traders 


www.fidelity.com 


1-800-544-7610 


Fideliiy 


Inuesiments' 


TDD  SERVICE;  1-800-544-0118  for  the  deaf  and  hearing-impaired  ^  a  m  -  0  p  m.  ET 

For  more  complete  information  on  any  fund  available  through  FundsNctwork,  including  charges  and  expenses,  call  for  a  free  prospectus 
Please  read  it  carefully  before  you  invest  or  send  money. 

'Applies  to  slocks  and  FundsNelwork  transaction  lee  mutual  fund  trades  placed  online  via  the  Web  or  Fidelity  Online  Xpress+"'.  For  FundsNctwork  iransaclion 
fee  mutual  fund  trades  placed  online  pay  $28  95,  For  stock  trades  placed  online,  pay  $28.95  for  trades  of  1,000  shares  or  less  For  trades  between  1.001  and 
4,999  shares  pay  $28  95  plus  $.03  per  share  over  1 ,000  For  trades  of  5,000  or  more  shares,  pay  $28  95  plus  $  02  per  share  over  1 ,000.  For  stocks  pnced  under 
$1,  maximum  charge  will  not  exceed  3%  of  principal  amount.  Minimum  commission  $28.95.  Effective  October  1,  1997,  limit  and  stop  orders  will  be  charged 
an  additional  $3  premium  per  trade  'Orders  placed  through  www.  fidelity  com  arc  sent  directly  lo  the  markets  Fidelity's  computer  system  thai  venfies  thai 
ihe  orders  pass  standard  trading  and  account  requirements  Fidelity  Brokerage  Services,  Inc  Member  NYSE,  SIPC  4b/3'J48Q  001 
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POLITICS 


WILL  WASHINGTON  BE  DRAGGED 
INTO  CAMPAIGN  REFORM? 

Pols  may  be  trapped  into  backing  it  by  their  own  rhetoric 

In  early  September,  Senate  Majority 
Leader  Ti-ent  Lott  and  House  Speak- 
er Newt  Gingiich  convened  a  pow- 
wow with  Republican  National  Com- 
mittee officials.  They  were  wonied 
about  the  gi"o\\ang  clamor  for  re- 
vamping the  nation's  corruption- 
plagued  system  for  campaign  financ- 
ing.   What    should    they    do?  The 
conclusion:  Senous  refonn  could  weaken 
(M^P  prospects  in  the  1998  elections.  End 
of  discussion.  "They  agi-eed  there  would 
be  no  refonn,"  says  a  source  close  to 
the  talks. 

Days  later,  Lott,  a  withering  critic  of 
campaign-finance  legislation,  staitled  his 
colleagues  with  an  impromptu  vei"sion  of 
the  Mississippi  two-step.  On  Sept. 
18,  with  pressure  building  within 
Republican  ranks  for  action  on  a 
bipailisan  campaign-refoiTn  bill  and 
with  millions  of  Americans  watching 
oilman  Roger  Tamraz  tell  a  Senate 
hearing  matter-of-factly  how  he 
bought  access  to  the  President  with  a 
$300,000   donation,    Lott  changed 
course.  He  announced  his  wiUingness 
to  schedule  floor  debate  on  campaign-fi- 
nance i-eform. 

YEARS  STILL  REQUIRED.  The  following 
week,  with  more  revelations  spilling 
from  the  Donorgate  committee  hearings 
and  new  reports  of  possible  White 
House  \iolations  of  fund-raising  inles. 
President  Clinton  showed  Lott  a  new 
step.  On  Sept.  23,  Clinton,  who  has  been 
calling      for      reform      even  as 
he  continues  to  rake  in  milhons  at  party 
fund-raisers,    put  campaign-finance 
refonn  back  on  Congress'  agenda.  He 
vowed  to  keep  Congi'ess  in  session 
until  GOP  leadei's  permit  a  vote  on  a 
bipailisan  refonn  bill.  Within  hoiu"s, 
a  unanimous  Senate  cleared  the 
way  for  action  as  early  as  October. 

Has  the  moment  finally  arrived 
to  refonn  money  politics  in  Washing- 
ton"? Like  balancing  the  budget, 
meaningful  campaign-finance  overhaul 
may  still  require  years  of  pushing  to 
overcome  self-interest  and  inertia.  But 
i  ven  now,  the  drive  to  reform  money 
politics  has  taken  on  a  momentum  that 
legislators  can't  ignore.  For  the  first 
time  in  years,  there  seems  to  be  an  op- 
portunity to  remove  some  of  the  most 


MONEY  POLITICS: 
NEW  PRESSURES 


RENO  UNBOUND  Attorney 
General  Janet  Reno  on  Sept.  20 
launched  an  inquiry  that  could 
lead  to  the  appointment  of  a  new 
independent  counsel  to  investigate 
President  Clinton's  fund-raising 
phone  calls  from  the  White  House. 

REVEALING  TESTIMONY  Sensa 
tional  revelations  at  Senator 
Fred  Thompson's  televised 
hearings  have  raised  public 
awareness.  Roger  Tamraz 
told  of  buying  access  to  the 
President  by  donating  $300,000 
to  the  Democratic  National 
Committee.  A  National  Security 
Council  staffer  recounted 
'q,    struggles  with  DNC  officials 
to  keep  Tamraz  away  from 
Clinton. 

A  SENATOR'S  CRUSADE 

Arizona  Republican  John  McCain 
has  been  pushing  reform  since 
1995  and  has  now  turned  up 
the  heat  on  Senate  Majority 
Leader  Trent  Lott  to 
schedule  floor  debate  on 
his  bipartisan  campaign- 
reform  bill. 

UNION  MOVEMENT  The  fund 
raising  scandal  that  has 
enveloped  Teamsters  President 
Ron  Carey  has  spread  to 
the  DNC  and  the  Clinton 
Administration  and  possibly  the 
AFL-CIO.  Any  campaign  reform 
would  be  more  likely  to 
restrict  union  activity. 


glaring  abuses,  such  as  um-estric 
"soft  money"  given  by  weal 
donors.  "I've  sensed  a  sea  cha: 
on  this  thing,"  says  freshman  Sent 
Max  Cleland  (D-Ga.). 

Until  late  September  it  looked 
Washington  could  continue  to  t 
about  refonn — and  keep  raising  rr 
ev  as  usual.  But  now^  Attornev  GT 
eral  Janet  Reno  is  considering  in 
pendent  counsels  to  look  into  Wl 
House  fund-raising  calls  by  b 
President  Clinton  and  \lce-Pi-esid 
Gore.  And  in  pleading  guilty  to  c 
spiracy  and  fraud  charges,  aides 
Teamsters  President  Ron  Carey  hi 
implicated  the  union  and  the  afl-ck 
questionable  Democratic  fund-rais 
schemes  (page  48). 

The  Donorgate  hearings  headed 
Senator  Fred  Tliompson  (R-Term.),  wi 
ly  ignored  all  summer,  also  sprang  to 
in  September  Tkmraz  and  ( 
ers  laid  bare  a  system 
^  cash-for-aceess  that  has 
come  routine  in  Washing! 
Business  consultant  R.  Wan 
Meddoff  testified  that  he  passed  CUnto 
business  cai'd  promising  millions  in  ci 
paign  donations — and  got  a  quick 
back  fi-om  a  top  Wliite  House  staffer 
FALLBACK  STRATEGIES.  The  continu 
revelations  have  helped  turn  the  tide 
wai'd  consideiing  a  bipartisan  reform 
this  term.  Still,  the  chance  for  the 
forms  proposed  by  Senators  J( 
McCain  (R-Ariz.)  and  Rusi 
Feingold  (D-Wis.)  to  be  enactec 
once  are  slim.  Top  Republic; 
and  Democrats  don't  want  to 
a  system  that  works  w^ell 
incumbents.  They  adamantly 
pose  McCain-Feingold's  key  p 
visions,  paiticulaiiy  its  ban  on 
dollai's.  "Despite  what  you  may 
on  the  suiface,  none  of  the  lead 
in  the  House,  Senate,  or  WY, 
House  actually  want  this  to  happ€ 
says  a  Hill  veteran. 

Forced  to  face  the  new  real 
however  all  sides  ai'e  drawing  up  f 
back  strategies.  Skeptical  Republic; 
are  hoping  to  toipedo  the  McCain-F( 
gold  reform  plan  by  attaching  "kil 
amendments"  that  curb  the  ability 
unions,  which  oveiwhebningly  favor  D( 
ocrats,  to  use  dues  money  for  politi 
causes.  If  enough  Democrats  defect, 
GOP  will  blame  them  for  refonn's  dem 
But  not  if  the  White  House  can  h 
it.  Stung  by  criticism  that  Chnton  h 
serious  about  a  fund-raising  overht 
the  Pi'esident's  strategists  decided  Sf 
22  to  challenge  Congi'ess  to  clean 
the  system — or  spend  Christmas  at 
Capitol.  "The  RepubUcans  will  eitl 
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DIRECT   MAIL  DELIVERS" 


Direct  Mail  is  a  smart  way  to  acquire  ciistoiners, 
promote  offers  and  sell  products  —  which,  no  doubt,  you 
alreaciv  know.  But  dicl  you  know  that  Direct  Mail  is  also 
ideal  tor  building  brand  awareness? 

Fact  is.  Direct  Mail  is  unsurpassed  at  delivering  specif- 
ically tailored  messages  to  a  range  ot  audiences.  So  vou  can 
reach  prospects  with  the  very 
relevant,  very  individualized 
benefits  of  your  brand.  And  reinforce  brand  benefits  to  cur- 
rent customers.  Direct  Mail  lets  you  tell  your  whole  story, 
and  differentiate  your  brand  from  the  others. 

While  Direct  Mail  helps  drive  sales,  it  also  enables  you 

to  establish  an  ongoing  dialogue  with  consumers.  And 

this  relationship  helps  you  to  build  customer  loyalt)-,  the 

cornerstone  of  a  strong  brand. 

For  a  free  kit  on  how  Direct  Mail  can  help  hiiild  hiisiiicss,  call 

1-800 -THE- USPS.  ext.  2044.         ^P=gf  UNITED  STATES 

POSTAL  SERVICE 

Tt.K^       I'I'iy  Un.Ii  J  Smu  -  I'c.m..!  Vim,  c- 
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pass  meaningful  campaign-finance  re- 
form or  wish  they  had,"  says  Presiden- 
tial counselor  Paul  E.  Begala. 

Wliat's  more,  the  White  House  sees  a 
wanning  campaign  issue  for  Democrats  in 
1998.  If  i-eform  passes,  Clinton  will  give 
Democrats  credit  for  prodding  Republi- 
cans. If  it  fails,  Democrats  can  blame 
the  GOP  for  killing  a  bill  that  many  of 


them  are  only  pretending  to  support. 

For  a  bill  to  pass,  McCain  concedes,  it 
will  take  substantial  compromise.  "The 
only  way  we  ai'e  going  to  get  meaning- 
ful reforni  is  sitting  down  in  a  bipartisan 
fashion,"  he  says.  Details  of  a  possible 
deal  are  sketchy.  But  leadership  soui'ces 
say  it  could  include  caps  on  soft-money 
contributions  (perhaps  at  $20,000),  reg- 


ulation of  issue-advocacy  campaigns  us 
by  business  and  labor,  and  stricter  ca: 
paign  disclosui'e  niles.  McCain-Feingc 
backers  say  opponents  underestima 
the  momentum  for  change.  Perhaps.  F 
now,  the  momentum  is  in  favor 
change.  And  that's  a  start. 

By  Richard  S.  Dunham,  with  Ar, 
Borrus,  in  Washington 


UNIONS 


w 


THE  TEAMSTERS  MESS  IS 
SPOILING  LABOR'S  COMEBACK 

A  string  of  wins-then  the  ugly  election-finance  scandal 

fith  his  unanimous  re- 
'  election  as  afl-cio 
president  at  the  fed- 
eration's biennial  convention 
in  Pittsburgh  on  Sept.  24, 
John  J.  Sweeney  should 
have  been  riding  high.  In 
his  fii'st  teiTn,  Sweeney  had 
made  impressive  progress 
in  putting  organized  labor 
on  a  comeback  path.  Unions 
are  making  headway  in  or- 
ganizing workers.  Union 
voter.s — and  campaign  mon- 
ey— were  a  major  force  in 
the  1996  congr-essional  elec- 
tions. The  capper:  the 
Teamsters'  August  victoi-y 
over  United  Parcel  Service 
Inc. 

But  labor's  new  day  in 
the  sun  is  suddenly  threat- 
ened by  the  shadow  of  a 


former  Democratic  Party  political  cc 
sultant  who  headed  Carey's  electi 
campaign  last  year,  told  a  New  Yo 
federal  judge  that  he  and  two  colleagu 
laundered  Teamsters  dues  men 
through  outside  liberal  gi-oups  to  he 
Carey's  election.  In  one  case,  they  ask 
the  Teamsters  to  get  Carey  to  appro 
$475,000  foi-  Citizen  Action,  "in  exchanj 
Citizen  Action  had  other  donors  gi 
money  to  Carey's  electii 
effort". 

A  VICTIM?  Because  of  t 
charges,  Barbara  Za 
Quindel,  the  official  w^ 
oversaw  the  '96  Teamste 
vote,  in  August  called  for 
i-ematch  early  ne.xt  year, 
a  bizaiTe  twist,  Quindel  qi 
on  Sept.  23  after  a  Cart 
campaign  aide  said  Car 
had  donated  money  to  a  j 
litical  group  to  which  s 
and  her  husband  belong. 

SWEENEY:  He  was  riding 
l/igh  after  the  UPS  win 


SUDDEN  IMPACT 

FUNDING  WOES  Campaign  officials  for  Teamsters  President 
Ron  Carey  plead  guilty  to  illegal  fund-raising,  increasing  the 
chances  that  Carey  may  be  barred  from  running  for  office 


Carey's    defense:  T 
union  gave  money  to  Cil 
zen    Action    and  othj 
groups  in  prior  years,  so 
had  no  reason  to  susp- 


widening  fund-raising  scan-    that  these  requests  we 


e  > 


dal  at  the  Teamsters.  On 
Sept.  18,  top  officials  of 
Teamsters  President  Ron 
Carey's  election  campaign 
pleaded  guilty  to  illegal 
fund-raising  schemes  that 
involve  the  Democratic 
National  Committee  and  of- 
ficials of  President  Bill 
Clinton's  and  Vice-Presi- 
dent Al  Gore's  reelection  teams. 

If  they  implicate  Carey,  he  could  be 
indicted  or  baiTed  from  running  in  the 
rematch  election  recently  ordered  by 
court  officials.  That  would  make  an  au- 
tomatic front-runner-  out  of  James  P. 
Hoffa,  son  of  the  infamous  Teamsters 
leader-.  A  Hoffa  victory  would  set  back 
Teamster  r-efor-m  and  revive  memories 
of  unions  as  hotbeds  of  corixiption,  even 
as  the  AFL-(::i()  embarks  on  a  national  TV 
ad  campaign  to  improve  labor's  image. 


BACK  TO  THE  FUTURE  If  Carey  is  barred  from  the  January 
election,  rival  James  P.  Hoffa  is  likely  to  win,  returning  old 
Teamsters  leadership  to  power. 

WIDER  NET?  The  AFL-CIO's  campaign  contributions  are 
under  scrutiny  because  some  federation  funds  were  allegedly 
diverted  to  Carey's  election  drive.  Probers  are  looking  into 
AFL-CIO  Secretary-Treasurer  Richard  Trumka's  role. 

DATA  BUSINESSWEEK 


The  spi'eading  campaign-finance  scan- 
dal may  r'each  into  the  afl-cio  and  oth- 
er unions,  too.  Prosecutors  are  looking 
into  whether-  funds  were  diver-ted  to 
C'ar-ey's  campaign  by  afl-cio  Secretary- 
Treasur-er-  Richar-d  L.  Trumka  and  other 
unions.  Car-ey  denies  wr-ongdoing.  The 
AFL-CIO  says  an  inter-nal  review  found 
no  evidence  of  violations  by  Trumka  or 
other  feder-ation  officials. 

It  won't  be  easy  for  union  leaders  to 
conduct  business  as  usual.  Jere  Nash,  a 


any  diffei-ent.  "If  there  is 
victim  her-e,  certainly  I  a 
the  victim,"  he  asserts. 

Ther-e's  another  potent 
victim:  If  Carey  or  Tiiim 
is  dr-agged  down,  Sweene; 
progress  in  reviving  tl 
union  movement  couk 
undermined. 

Ir-onically,  the  campaig 
finance  revelations  come  just  as  the  af 
CIO  is  launching  a  two-year  televisii  3 
adver-tising  campaign.  The  image  at 
on  which  the  feder-ation  plans  to  spei 
$20  million  a  year-  to  pr-oduce  and  ni 
ar-e  aimed  at  getting  Amer-icans  to  tliii 
mor-e  positively  about  labor  unions.  T 
ads,  however,  may  be  cr-owded  out  1 
reports  of  the  spreading  Teamste 
scandal. 

By  Aaro7i  Bernstein  in  Pittsburg, 
with  Paula  Dwyer  in  Washington 
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4  R  U  N  N  E  R 


the  call  of  the  wild 

The  wild  is  waiting.  And  so  is  the  4Runner,  ready  to  take  you  places  you've  only  dreamt  of 

whispers  your  name, 

before  —  and  to  some  you  never  knew  existed.  All  in  a  sophisticated,  roomy  comfort  that  will  embrace 

and  asks  if  you  can 

not  only  your  body,  but  your  sense  of  adventure.  The  1998  Toyota  4Runner.  Answer  the  call. 

come  out  and  play. 


TOYOTA 

1  800-GO-TOYOTA      w w w. 1 0 y 0 1 a . c 0 m 

©  1997  Toyota  Motor  Sales,  U.S.A.,  Inc.  Buckle  Upl  Do  it  for  those  who  love  you. 


COMMENTARY 

By  Paul  Magnusson 

WHY  FAST  TRACK  MAY  BE  GOING  NOWHERE 


Representative  Max- 
ine  Waters  (D-Calif.) 
was  angry.  As  head 
of  the  Congi'essional 
Black  Caucus,  she  had 
invited  White  House  rep- 
resentatives to  a  Sept.  4 
meeting  with  the  39- 
member  group  to  talk 
about  President  Clinton's 
upcoming  "fast-track" 
trade  bill.  But  Black 
Caucus  members  were 
incensed  when  U.  S. 
Trade  Representative 
Charlene  Barshefsky  and 
Labor  Secretary  Alexis 
M.  Herman  stood  them 
up.  That  gave  the  floor  to  TOO  LATE? 

AFL-cio  President  John   

J.  Sweeney,  who  was  supposed  to 
debate  fast  track  with  the  Adminis- 
tration's contingent.  Instead,  he 
railed  against  the  trade  initiative  as 
"a  step  backward"  for  working 
Americans. 

That  faux  pas  was  just  one  of  the 
many  tactical  blunders  that  have  all 
but  sunk  any  chance  of  getting  a 
trade  bill  through  Congi-ess  this 
year.  And  passing  a  bill  to  authorize 
the  President  to  negotiate  new  trade 
agi'eements  won't  get  any  easier 
next  year  during  the  congi-essional 
elections. 

LOCKSTEP.  The  fact  is,  the  Adminis- 
tration gi'ew  complacent  about  win- 
ning another  big  pohcy  battle.  It  as- 
sumed that  the  gop,  prodded 
by  business  lobby- 
ists, would  fall  into 
ideological  lockstep 
behind  anything  la- 
beled "free  trade." 
That  misplaced  confi- 
dence led  the  Clin- 
tonites  to  promise  a 
bill  last  spring — then 
dithei'  for  another  six 
months  before  producing 
it.  Meanwhile,  ceos  and 
lobbyists  at  the  Business 
Roundtable  and  the 
U.  S.  Chamber  of  Com- 
merce refused  through- 
out the  summer  to  en- 
dorse a  trade  bill  sight 
unseen.  They  feai-ed  it 


a  series  of  missteps 


would  call  for  new  environmental  and 
labor  regulations,  as  liberal  Democrats 
proposed.  Fast-track  opponents  such 
as  the  AFL-CIO  and  Sien-a  Club  used 
the  time  to  equate  trade  liberahzation 
with  stagnant  wages,  sweatshop  labor 
abroad,  and  a  rapidly  growing  U.  S. 
trade  deficit. 

At  the  same  time,  Chnton  hasn't 
given  Democrats  sufficient  reason  to 
buck  their  labor  and  environmental 
allies — and  hasn't  demonstrated  to 
Republicans  why  they  should  hand 
him  another  big  legislative  victoiy. 
To  do  a  fi'ee-trade  deal  with  Chile? 
So  that  Nike  Inc.  and  Boeing  Co.  can 
move  more  production  abroad? 
There's  a  bigger  point.  Without 

fast  track,  U.  S.  trade 
negotiators  could  be 
sidelined  during 
scheduled  negotia- 
tions in  Geneva  on 
world  agi'iculture, 
telecommunications, 
and  software,  three 
areas  where  U.  S. 
exporters  rule. 
With  Clinton 
largely  absent  from 
the  debate,  partisan 
bickering  has  flour- 
ished. GOP  leaders 
boycotted  Chnton's 
Sept.  10  fast-track 
kickoff  ceremony  at 
the  White  House  after 
learning  that  the  admin- 


istration's proposal  was 
still  being  rewiitten  to 
satisfy  last-minute  de- 
mands fi'om  Senate  Mi- 
nority Leader  Thomas  A. 
Daschle  (D-S.  D.)  for  pro- 
visions on  labor  rights, 
environmental  protection, 
and  agi-icultui'e.  When 
President  Chnton  strode 
into  the  East  Room — 35 
minutes  late — a  row  of 
chairs  reserved  for  con- 
gi-essional Repubhcans 
stood  empty.  Now,  even 
normally  fi'ee-trade  Re- 
publicans such  as  Senator 
Phil  Gramm  of  Texas  are 
attacking  the  White 
House  plan — finally  out- 
lined on  Sept.  16 — as  a  sellout  to  la- 
bor that  might  requii-e  states  to  droj) 
right-to-work  laws. 

By  the  time  Chnton  introduced  his 
proposal,  say  congi-essional  staffers 
of  both  parties,  the  draft  was  already 
on  a  resuscitator.  Now,  rather  than 
starting  with  the  Clinton  plan,  Sen- 
ate Finance  Chaimian  Wilham  V. 
Roth  Jn  (R-Del.)  and  House  Ways  & 
Means  Chainnan  Bill  Archer  (R-Tex.) 
are  drawing  up  their  own  bills.  Sub- 
committee and  other  hearings  on 
those  bills  hkely  will  take  up  most  of 
the  seven  weeks  remaining  before 
Congi'ess  recesses. 

The  Clinton  Administration  isn't 
conceding  defeat.  "We're  about 
where  we  thought  we'd  be,  and 
things  are  moving  forward,"  insists 
Barshefsky.  America  Leads  on 
Trade,  a  500-member  business  coali- 
tion backing  fast  track,  will  soon  be- 
gin airing  ft-ee-trade  television  ads 
in  103  congressional  districts.  "We 
have  suffered  gi-eatly  from  the  de- 
lay, but  we  still  hold  out  the  hope  of 
congressional  action  this  year,"  says 
the  gi'oup's  chairman,  James  T. 
Chi'isty,  a  vice-president  of  trw  Inc. 
But  unless  the  Administration  can 
pi'ovide  some  reasons  for  members 
of  both  parties  to  stick  their  necks 
out,  further  trade  deals  may  be 
years  away. 


i 


Magnusson  follows  trade  issues 
from  Washington. 
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Nobody  wants  to  finish  second.  That's  why  IKON  Office  Solutions'"  helps  you  compete  better.  By  offering  copier 
systems  and  integrated  computer  networking  solutions.  By  managing  your  company's  mailroom  and  copy  center. 
And  by  handling  your  imaging  and  file  conversion  needs.  We'll  use  the  latest  technology  from  companies  like 
Oce,  Canon,  Microsoft,  IBM,  Sharp,  Ricoh  and  Compaq.  All  backed  by  IKON's  custom  guarantee.  And  all 
designed  to  help  your  company  do  one  thing.  Win.  To  help  your  company  come  in  first,  call  us  at  1-888-ASK-IKON. 


Work 
to  Win. 


www.IKON.com 
1-888-275-4566 
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News:  Analysis  &  Commentary 


POLITICAL  FOOTBALL:  The  governor- 
ship of  Massachusetts  may  be  at  sta 


SPORTS  BUSINESS 


RUNNING  ALL  THE  WAY 
TO  PROVIDENCE? 

Boston  is  in  an  uproar  as  the  Patriots  threaten  to  bolt 


Few  cities  have  had  an  image  as  bad- 
ly tarnished  as  that  of  Providence. 
In  the  1980s,  with  one  of  America's 
most  derelict  downtowTis,  "this  was  a 
city  on  its  way  to  ultimate  doom,"  re- 
calls Mayor  \lncent  A.  "Buddy"  Cianci 
Jr.  In  1984,  the  mayor  contributed  to 
the  image  problem  when  he  was  ousted 
after  assaulting  a  man  for  seeing  his 
former  wife. 

But  since  then,  Pro\1dence  and  Cian- 
ci, reelected  in  1990,  have  staged  an  as- 
tonishing comeback.  And  now.  Provi- 
dence is  on  the  verge  of  stealing  the 
New  England  Patriots  away  from 
mighty  Massachusetts.  City  and  Rhode 
Island  officials  ai'e  liuing  the  Patriots 
with  plans  for  a  S250  million  stadium 
complex  in  Providence,  over  half  of 
which  would  be  publicly  financed.  If 
they  succeed,  it  "would  have  a  profound 
impact  on  people's  attitudes"  toward 
Pi'ovidence,  gushes  .John  S.  Swen,  exec- 
utive director  of  the  state's  Economic 
Development  Corp.  "It  would  be  a  huge, 
huge  win." 

Folks  in  Boston  are  finding  this  aw- 
fully hard  to  stomach.  "It's  a  disgi-ace," 
fumes  Michael  S.  Dukakis,  the  foitner 
Massachusetts  governor  and  Democrat- 
ic Presidential  candidate.  Pundits  say 
the  issue  is  siu'e  to  figiu'e  in  next  year's 
gubernatorial  race.  The  outciy  has  led 


to  a  plan,  unveiled  Sept.  24,  to  sink 
over  SlOO  million  into  renovating  the 
Patriots'  antiquated  digs  in  Foxboro,  a 
subtirb  30  miles  south  of  Boston. 

But  it  may  be  too  little,  too  late. 
Compared  with  new  facihties  such  as 
the  Washington  Redskins'  spanking  new- 
Jack  Kent  Cooke  Stadium.  Foxboro  Sta- 
dium is  an  anachronism.  Built  in  1971 
for  a  mere  86  milhon,  it  seats  just  over 
60,000,  making  it  one  of  the  league's 
smallest.  Foxboro  generates  S20  inilhon 
less  than  the  xfi.'s  top  stadiums  and.  as 


THE  PATRIOTS'  TOSS 

The  New  England  Patriots  are  deciding  whether 
to  move  to  a  new  stadium  in  Providence  or  reno- 
vate their  existing  digs  in  Foxboro,  Mass.  Key 
elements  of  each  proposal: 

PROVIDENCE  FOXBORO 

$250  million 


COST 
PUBLIC 

CONTRIBUTIOr 
STADIUM 


Up  to $140 
million 

New  state-of- 
the-art  facility 
with  58,000 
seats 


*From  state  and  local  governments 


a  result,  the  defending  American  Fo 
ball  Conference  champs  are  'iosing 
million  to  SIO  million  a  year,"  e\ 
though  every  home  game  is  sold  o 
says  a  team  spokesman.  No  worn 
owner  Robert  Ki-aft  has  been  sear 
ing  for  a  new  home  since  1994,  w^hen 
bought  the  club  for  $173  million. 

Kj'aft  has  long  wanted  to  move  ' 
team  from  exurban  Foxboro  to  Bosi 
to  gain  access  to  the  coi-porate  fans  m 
could  fill  ItLxuiy  boxes.  But  his  effo 
have  been  repeatedly  rebuffed,  most 
cently  in  1996,  by  locals  objecting 
the  congestion  a  stadium  would  crea 
That  gave  Cianci  and  Rhode  Isla 
Governor  Lincoln  Almond  an  openin 
Rhode  Island's  enticements  go  far 
yond  an\tliing  offered  by  Massachusel 
A  68,000-seat  stadium  would  be  erecl 
in  downtown  Providence.  The  Patri' 
would  get  all  the  revenue-raising 
vices  of  today's  nfl,  from  charging  fi 
for  the  right  to  buy  season  tickets 
finding  a  coi-poration  willing  to  pay  n 
lions  to  put  its  name  on  the  staditmi 
DUELING  PLANS.  Rhode  Island's  final  1 
could  approach  S140  million,  some 
wiiich  might  be  privately  financed.  1 
liigh  price  means  that  Providence  a 
Rhode  Island  would  be  hai'd  hit  if 
tendance  tapers  off.  Even  so.  "the  oc 
of  getting  it  through  the  state  legii 
tui'e  ai-e  veiy  good,"  reckons  DaiTell 
West,  a  political  science  professor 
BrowTi  University. 

Meanwhile,  Foxboro  and  Massac! 
setts  officials  are  scrambhng  to  bu 
support  for  a  competing  plan  unc 
which  they  would  invest  some  S50  n 
lion  in  the  siuroimding  area,  while  Kr 
would  sink  a  small  amount  into  the 
dium.  But  even  if  this  flies  poUticaUj 
hai'dly  a  siu'e  thing — it  woi 
be  no  match  for  a  new  stadiu 
Cianci  may  be  right  wh 
he  predicts  that  the  Patri( 
will  ultimately  decide  "to  mc 
up  to  Pi'ovidence."  As  he  not 
the  city  has  far  more  rests 
rants,  shopping,  and  other 
tractions — not  to  mention  b 
ter  road  access — than  Foxbo 
Moreover,  after  almost  $ 
bilhon  in  renovations  since  t 
early  '80s,  Providence  is  n( 
enjoving  a  ti-ue  downtowTi  ) 
naissance.  So  the  city  once  ( 
rided  as  the  pit  of  New  Er 
land  may  soon  be  known  as  t 
home  of  the  Pats. 

By  William  C.  Symon 
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$100  million 

$50  million 

Add  club  seats, 
more  luxury  box- 
es, better  seating 
to  antiquated 
facility 


'Thinking  about  making  changes 
in  your  mutual  fund  portfolio? 

Schwab  can  make  it  easy." 


Where  mutual  funds  are  con- 
;erned,  a  "buy  and  hold"  strategy  can 
produce  attractive  long-tenn  returns. 
3ut  since  there's  no  assurance  of  future 
"esults,  we  at  Schwab  encourage  cus- 
omers  to  review  their  portfolios  on  an 
mnual  basis  to  make  sure: 

»  That  they  are  sufficiently 

diversified 
►  That  their  funds  are  performing 

at  least  on  a  par  with  other  funds 

in  the  same  category 
»  That  their  investment  strategy 

continues  to  meet  their  needs 

If  your  portfolio  could  benefit 
rom  some  modification,  you  should 
<now  we  can  help. 

Schwabs  Mutual 
~und  OneSource® 
service  gives  you  a 
Nide  choice  of  funds 


from  many  of  Americas  most  respected 
fund  families.  We  also  offer  a  wide 
array  of  services  and  tools  that  can 
simplify  your  decision-makmg  process. 

They  include  our  Muituil  Fund 
Select  List,"'  a  Cjuarterly  summary  of 
historically  high-performing  funds 
available  from  Schwab.  A  Web  site, 
www.schwab.com,  that  has  been 
praised  as  an  invaluable  investment 
tool.  And  representatives  m  our 
branches,  who  are  ready  to  review 
your  asset  allocation  mi.x  with  you 
and  make  recommendations. 

If  the  company  you  depend  on  for 
mutual  funds  isn't  gnmg  you  all 
this,  give  Schwab  a  call. 


MUTUAL  FUND  ^ 


[ONESOURCEjl^ 


!  ROM    SC  HWA 


Look  fur  this  symbol  ivhen 
evaluacm^  mutual  funds. 


Schwab  Can  Help 
In  a  Number  Of  Ways. 


Help  You  Plan 

RL'/Trt^sc'^Ui^£^^'e^  in  tntr  more  than 
250  branches  natumwKk  am  help  yon 
construcr  your  mutual  fuml  port/olio 


mi' 


Help  You  Analyze 

Amitahle  at  wwui.schwiA.com, 
OneSource  C:)nline  lets  you  stTeen  for 
/und.s  tluil  meet  your  retjuirements 


Help  You  Diversify 

Sehu'tjli  Otie.Snuree  .AII/)Ldtinn 
Pnrt/(}|[()>  give  you  broad  diiersi/iLUtinn 
u'ltli  ii  sinj^le  mt'estment 


To  receive  a  free  copy  oj  out  Mutual 
Fund  Select  List,  visit  one  of  out  mote 
thati  250  binmltt's  nationwide  or  call 

1-800-5-NO-LOAD 


For  a  prospectus  that  contains  more  complete  inlormation  on  any  fund,  including 
fees  and  expenses,  call  Schwab.  Please  read  it  carefully  before  investing.  ©1997 
Charles  Schwab  &  Co  ,  Inc.  All  nghts  resen-ed  Member  SIPC/NYSE.  (9/97) 
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WAVING  A  RED  FUG 
BEFORE  REGUUTORS 

THE  FEDERAL  TRADE  COMMIS- 

sion  is  going  to  look  long  and 
hard  at  top  dnig  distributor 
McKesson's  Sept.  23  acquisi- 
tion of  AmeriSource  Health. 
The  deal,  for  .$2.2  billion  in 
stock,  would  give  the  com- 
bined com])anies  a  35%  share 
of  the  .$(iO  billion  market.  But 
scnitiny  won't  faze  McKesson 
CEO  Mark  Pulido,  analysts 
say.  He  all  but  sought  regu- 
lators' attention,  they  say. 
Wliy?  Because  if  they  nix  his 
deal,  they'd  likely  also  zap 
the  $2.62  billion  August 
merger  of  Cardinal  Health 
and  Bergen  Brunswig,  which 
gave  those  companies  a  simi- 
lar market  share.  The  ploy 
might  work.  Salomon  Broth- 
ers analyst  Lawi'ence  March 


CLOSING  BELL 


HIGHER  RISK 

Is  Aetna  having  growing 
pains?  Investors  are  wonder- 
ing after  its  shares  fell  more 
than  9%  to  93'Kg  on  Sept. 
23.  Rumors  circulated  that 
the  insurer,  in  the  midst  of  a 
merger  with  U.S.  Healthcare, 
would  report  disappointing 
third-quarter  earnmgs  on 
Nov.  5.  Aetna  officials 
wouldn't  comment.  Kenneth 
Abramowitz,  an  analyst  at 
Sanford  C.  Bernstein,  says 
that  while  the  market  over- 
reacted, Aetna  needs  a  plan 
for  consolidating  two  claims 
and  information  systems  and 
two  policies  on  reserves. 
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initially  figured  the  Cardinal- 
Bergen  Bninswig  deal  had  an 
80%  chance  of  FTC  approval. 
Now  he  gives  it  60%-  odds 
— the  same  as  McKesson's. 


UNIVERSAL  TUNES  IN 
TO  CABLE  

SEAGRAM'S  UNIVERSAL  STUDIOS 
may  go  on  a  shopping  spree 
soon.  On  Sept.  22,  it  settled 
long-running  litigation  by 
agreeing  to  pay  Viacom  $1.7 
billion  for  the  half  of  the  usA 
cable  network  it  doesn't  al- 
ready own.  Universal  is  now 
said  to  be  looking  at  buying 
other  cable  channels.  One 
possibility:  Cablevision  Sys- 
tem's Rainbow  Progi"amming 
Unit,  which  includes  Bravo 
and  American  Movie  Classics. 
That  would  give  Universal 
more  outlets  for  its  tv  and 
film  library.  Viacom  will  use 
the  proceeds  to  pay  down 
some  of  its  $10  billion  debt. 


A  CONSULTANT  TAKES 
CHARGE  AT  UNISYS 

THE  SEARCH  IS  OVER  FOR  A 

new  CEO  at  Unisys.  On  Sept. 
23,  the  struggling  computer 
maker  said  it  had  hired  for- 
mer Andersen  Worldwide 
Chief  Executive  Lawi'ence  A. 
Weinbach.  Weinbach,  who 
worked  for  3(j  years  at  the 
accounting  and  consulting  gi- 
ant, faces  challenges  at 
Unisys.  His  first  order  of 
business:  paring  the  compa- 
ny's $2.3  billion  in  debt  by  $1 
billion  in  the  next  thi*ee  yeai's. 
Investors  such  as  Alfred  D. 
Kingsley,  senior  managing  di- 
rector of  Greenway  Partners 
LP — which  holds  about  8  mil- 
lion Unisys  shares — were 
cheered  by  the  news.  "It 
looks  like  a  good  fit,"  he  says. 

WHY  GUCCI  LOOKS 
DOWN  AT  THE  HEELS 

CONSUMERS  IN  THE  U.S.  MAY 
be  flush  enough  to  keep  buy- 
ing high-end  clothing  and 


HEADLINER:  IBM'S  NEW  CHIP 


BIG  BLUE'S  COPPER  COUP 


IBM  has  a  booming  $3.5  bil 
lion  business  seUing  com- 
puter chips  to  other  com- 
panies. Sure,  it's  no  Intel. 
But  it  does  have  a  few 
techno-tricks  up 
its  silicon 
sleeve. 

On  Sept.  22, 
the  computer 
giant  sent  shock 
waves  through  the 
semiconductor  industry 
when  it  announced  it  had 
developed  a  less  costly 
way  to  make  more  power- 
ful microchips.  The  secret: 
copper,  a  better  conductor 
than  the  aluminum  cur- 
rently in  use. 

Chipmakers  have 
shunned  copper  because  it 
"corrupts"  the  sihcon  in 
chips.  But  IB.M  says  that 
after  10  years  of  work,  it 


has  developed  a  patented 
process  for  affixing  coppei 
to  the  silicon  without  cor 
rupting  it.  The  result: 
that  are  up  to 
40%  more  powerfu 
..^  and  up  to  20% 
cheaper.  Test 
chips  are 
already  in  pro- 
duction, and 
IBM  says  it  will 
have  the  chips  in  its  com- 
puters by  the  end  of  '98. 

Don't  expect  ibm  to  help 
other  chipmakers  catch  up. 
IBM  says  it  won't  hcense 
the  technology.  But  Big 
Blue  will  gladly  build  chips 
for  other  companies.  So  far, 
about  six  high-tech  compa- 
nies are  interested  in 
putting  some  ibm  inside 
their  machines. 

By  Ira  Sage 


shoes.  But  the  rich  of  Bang- 
kok, Tokyo,  and  Jakarta — bat- 
tered by  devalued  currencies 
and  spreading  economic  tur- 
moil— ai'en't  doing  theii'  shai'e. 
And  Italy's  Gucci  is  suffering 
from  the  region's  ebbing 
wealth  effect.  Gucci  an- 
nounced on  Sept.  24  that 
problems  in  Asia  had  slowed 
its  sales  gToxv^th  I'ate  to  22.6% 
fi'om  a  nearly  70%  clip  in  the 
second  half  of  1996.  Its  shai'es 
fell  17%'  in  trading  in  New 
York  and  Amsterdam.  Shares 
of  France's  Moet  Hennessy 
Louis  Vuitton  and  other  lux- 
ui-y  pui-veyors  also  have  been 
hit  by  earnings  fears. 

GRANT  GETS 
A  HILL  OF  MONEY 

he's  air  .JORDAN'S  HEIR  Ap- 
parent. Fila  USA  gave  bas- 
ketball star  Grant  Hill  a 
seven-year,  $80  million  en- 
dorsement deal  second  only 
to  Nike's  estimated  $20  mil- 
lion annual  contract  with 


Michael  Jordan.  Fila  tra 
Nike  and  Reebok  in  athlet 
shoe  sales,  but  Hill  h 
helped  close  the  gap  sin 
signing  on  three  years  aj 
The  Detroit  Pistons  fo 
ward's  clean-cut  image  a: 
sparkling  play  also  have  w 
him  deals  endorsing  McDo 
aid's,  CMC,  and  others.  T 
Sports  Marketing  Letter  i 
cently  ranked  Hill  seven 
among  athlete  endorsei 
with  earnings  this  year 
$15.5  million.  Jordan's  $ 
million  is  tops. 

ETCETERA... 


■  Warner-Lambert  agre^ 
to  pay  $3  million  for  violati] 
the  Clean  Water  Act. 

■  Informix  said  1996  reven 
could  be  .$200  million  low 
than  originally  reported. 

■  c,E  Capital  agreed  to  bi 
Woodchester  Investmen 
for  a  reported  $880  millioi 

■  Union  Carbide's  CEO  sa 
he'll  forego  a  year's  pay 
earnings  targets  aren't  me 


Pentium*!! 


Introducing  HP's  new  Kayal<  PC  Workstations. 
They  have  enough  processing  power  to  redesign  anything. 
Including  the  workstation  industry. 

It  isn't  merely  fast.  It  has  twice  the  graphics  performance  of  Sun's'"  Ultra'" 2 
UNIX"  Workstation.  (At  nearly  half  the  price.)  And  twice  the  graphics 
performance  of  any  Intel-based  machine.  In  fact,  Kayak  is  a  whole  family 
of  PC  Workstations,  starting  at  under  $3000.*  They  have  features  you 

  m 

won't  find  on  much  more  expensive 


  .   wBi'     machines.  Like  AGP  graphics  and        ■  :  ~— 

Kayak  XU  Kayak  XA 

FastRAID  SCSI  accelerators.  Imagine  rendering  3.4  million  25-pixel  triangles 
per  second.  Imagine  getting  home  on  time  for  a  change.  But  we're  not  just  a 
leader  in  speed;  we're  the  leader  in  Windows'  NT  P(J  Workstations.  And  don't 
forget  our  NT/UNIX  interoperability  backed  by  our  strong  UNIX  heritage. 
All  told,  it's  little  wonder  the  workstation  industry  will  never  be  the  same 
again.  For  a  quick  Kayak  preview,  visit  nnvw  lipresource.com/kajjnk 


EWLETT 
PACKARD 


facturer  s  suggested  retail  price,  TOn  select  models  only.  HP  FastRAID  is  based  on  Adaptec  RAIDport  technology  Intel  Pentium  ll-based  PC  Workstation  Sun  and  Ultra  are  trademarks  of  Sun  Microsystems, 
ttie  U.S.  and  ottier  countries  UNIX  is  a  registered  trademark  in  the  U  S  and  other  countries,  licensed  exclusively  through  X/Open  Co  Ltd.  The  Intel  Inside  logo  and  Pentium  are  registered  trademarks  and 


Finance 


MUTUAL  FUNDS 


TANNED,  RESTED, 
AND  RARING 


Mutual  funds  are  likely  to  make  their  best  quarterly  showings  in  more  than  a  year 


i 
fe 


If  the  wild  gyrations  of  the  stock 
market  make  your  stomach  queasy, 
try  this  remedy:  Take  a  look  at  the 
recent  returns  on  mutual  funds. 
Even  if  your  funds  are  only  average 
perfoiTners,  they've  been  trouncing  the 
blue  chips  since  midsummer  and  doing  it 
with  less  volatihty,  too. 

In  the  third  quarter,  mutual  funds 
are  likely  to  make  their  best  showing  in 
more  than  a  year.  U.  S.  diversified  equi- 
ty funds  earned  an  11.87%  total  re- 
turn— including  reinvestment  of  divi- 
dends and  capital  gains  (through  Sept. 
22) — according  to  Morningstar  Inc., 
which  prepares  fund  data  for  business 
WEEK.  That's  more  than  3.5  percentage 
points  higher  than  the  8.25%  return  of 
the  Standard  &  Poor's  500-stock  index 


for  the  same  period.  The  all-equity  av- 
erage, which  includes  the  negative  re- 
turns fi'om  some  overseas  funds,  was 
only  a  hairbreadth  behind  the  s&p.  And 
thanks  to  an  improving  bond  market, 
bond  funds  are  showing  some  pep  as 
well.  Taxable  bond  funds  gained  on  av- 
erage 2.81%,  and  tax-free  funds  2.5%. 
THINKING  SIVIALL.  No,  those  fimd  man- 
agers didn't  get  a  whole  lot  smarter 
over  the  summer.  What  happened  is 
that  Wall  Streeters,  waiy  of  the  high 
valuations  and  weakening  earnings  of 
multinational  giants  like  Coca-Cola, 
Gillette,  and  Eastman  Kodak,  began  un- 
loading their  s&p  500  stocks  and  buying 
long-ignored  mid-cap  and  small-cap 
shares.  That  played  right  into  the  hands 
of  mutual-fimd  managers,  who  typically 
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invest  more  in  those  secondaiy  stocjiin 
than  in  the  blue  chips. 

The  outlook  for  the  smaller  comp^ 
nies — and  for  the  funds  that  invest 
them — continues  to  be  bright.  Valulrcr, 
tions  are  still  reasonable.  "There's  i 
shortage  of  good,  solid  earnings  ii 
provement  stories  out  there,"  says  B 
Newman,  who  runs  Phoenix  Small  Ci 
A,  up  28.04%  for  the  quarter.  Ai 
there's  not  much  threat  from  sharp  w 
higher  interest  rates  or  recession, 
ther  of  which  would  send  smaller  coi 
panies  reeling.  The  new  capital-gaii 
tax  cuts  gives  investors  added  ince 
fives  to  seek  smaU-company  funds:  Th( 
pay  little  if  any  dividends,  and  most 
their  returns  are  in  the  form  of  capit 
gains.  All  told,  the  market's  turn 


THE 

BEST 

RETURNS 


TOTAL  RETURN* 

FIDELITY  SELECT  COMPUTERS  36.37% 
FIDELITY  SELECT  ENERGY  SERVICE  35.97 
DELAWARE  AGGRESSIVE  GROWTH  A  34.32 
DOMINION  INSIGHT  GROWTH  33.00 
ROBERTSON  STEPHENS  INFORM.  AGE  A  32.86 
BJURMAN  MICRO-CAP  GROWTH  32.01 

BRIDGEWAY  ULTRA-SMALL  COMPANY  _  _  JLOO  

FIDELITY  SELECT  ELECTRONICS  30.32 
GT  GLOBAL  NATURAL  RESOURCES  B  29.42 
O'SHAUGHNESSYCORNERSTONE  GROWTH   28.92  _ 

BT  INVESTMENT  SMALL  CAP   ^.A¥3.-^ 

PHOENIX  SMALL  CAP  A   28.04___ 

BERGER  NEW  GENERATION  27.34 
VAN  KAMPEN  AMER.  CAR  AGGR.  GRTH.  B  26^83 

SELIGMAN  COMM.  &  INFORM.  A   26.64_ 

INVESCO  STRATEGIC  ENERGY  _  _  26.32  _ 
WILLIAM  BLAIR  VALUE  DISCOVERY  26.04 
JOHN  HANCOCK  GLOBAL  TECHNOLOGY  A  25.84 
FEDERATED  AGGRESSIVE  GROWTH  B  25.78 
ROBERTSON  STEPHENS  MICROCAP  GR.  A  25^14_ 
KEY  SBSF  CAPITAL  GROWTH  25.07 
COUNTRYWIDE  AGGRESSIVE  GROWTH  A  25.05 


PBHG  MID  CAP  VALUE 

DAVIS  GROWTH  OPPORTUNITY  B 

PARNASSUS 


TOTAL  RETURN' 

24.36 
24.24 
24.12 


SMITH  BARNEY  AGGRESSIVE  GROWTH  A  23.91 
VICTORY  SPECIAL  GROWTH  _  23.69 

VISION  CAPITAL  APPRECIATION  23.65 

KEMPER  TECHNOLOGY  A  _^2349 

PERRin  CAPITAL  GROWTH  23.49 
OBERWEIS  MICRO-CAP  23.37 
STATE  STREET  RES.  GLOBAL  RESOURCES  A  23.35 
DEAN  WITTER  CAPITAL  APPRECIATION  B  23.34 


Nl  MICRO  CAP 
ALLIANCE  TECHNOLOGY  B 


23.28_ 
23.24 


In  addition 
to  small-cap 
funds,  those 
specializing 
in  technology! 
and  in  natura 
resources  j 
dominated 
the  top 
performers  j 


NORTHERN  TECHNOLOGY  _  ^^23^22_ 

CAPPIELLO-RUSHMORE  EMERGING  GR0WTH23.19 


ICON  TECHNOLOGY               _       _  23.12 

JUNDT  U  S.  EMERGING  GROWTH  B  22^92 

Nl  GROWTH  22.81 

OVERLAND  EXPRESS  STRATEGIC  GROWTH  A  22.51 

FIDELITY  SELECT  DEFENSE  &  AEROSPACE  22.46 

STATE  STREET  RES.  EMERGING  GROWTH  B  22.43 

STAGECOACH  AGGRESSIVE  GROWTH  A  22.41 


'"APPRECIATION  PLUS  REINVEST- 
MENT OF  DIVIDENDS  AND  CAPITAL 
GAINS  BEFORE  TAXES.  JULY  1 
THROUGH  SEPT.  22.  1997" 

DATA:  MORNINGSTAR  INC. 


SUNAMERICA  SMALL  COMPANY  GROVffH  A  24.83 
VAN  WAGONER  MID-CAP  24.52 
ROBERTSON  STEPHENS  DIVERS.  GROWTH  A  24.40 


UNITED  SERVICES  GLOBAL  RESOURCES  22.34_ 
VAN  WAGONER  POST-VENTURE  22.34 
JOHN  HANCOCK  DISCOVERY  B  22.27 


ller  companies  should  allow  the 
rage  fund  to  beat  the  h&p  500 
!X  for  the  entii'e  year.  That  has 
happened  since  1998. 
Certainly,  the  cash  pouring  into 
Is  is  heading  toward  the  ones 
;  invest  in  smaller  companies, 
lert  Adler  of  amg  Data  Sei-vices 
;  that  such  funds  took  in  more 
1  $1  billion  a  week  in  the  first 
!e  weeks  of  September.  "That's 
iwfully  large  weekly  flow,  con- 
ring  these  fimds  have  assets  of 
i  billion,"  says  Adler.  Equity 
Is  as  a  whole  are  now  taking  in 
•illion  per  week,  a  neat  bounce- 
i  from  August,  when  a  market 
Tidraft  caused  some  investors 
lose  their  checkbooks. 
iLAMOROUS.  Among  U.S.  di- 
iified  eciuity  funds  in  the  third 
iter,  the  small-cap  funds  beat  the 
-caps,  and  the  mid-caps  beat  the 
e  (table,  page  58).  Small-cap  gi'owth 
Is,  those  that  invest  in  the  less  sea- 
id  but  fastest-growing  companies, 
id  to  the  fore  with  a  16.72%  return, 
ill-cap  value  funds,  which  generally 
k  in  the  less  glamorous  industrial 
financial  sectors  of  the  small-com- 
y  universe,  showed  an  impressive 
5%  total  return. 

[anagers  of  large-cap  funds  still 
id  ways  to  stand  out.  Nimble  large- 
managers  who  were  able  to  over- 
?ht  technology  and  underweight 


FUND 

NET  ASSETS  TOTAL 
BILLIONS  RETURN* 

FIDELITY  MAGELLAN 

$60.1 

10.42% 

VANGUARD  INDEX  500 

43.9 

8.38 

INVESTMENT  COMPANY  OF  AMERICA 

37.4 

8.83 

WASHINGTON  MUTUAL  INVESTORS 

33.3 

8.33 

FIDELITY  GROWTH  &  INCOME 

32.7 

6.76 

FIDELITY  CONTRAFUNO 

28.9 

11.84 

AMERICAN  CENT.-20TH  CENT.  ULTRA  INV 

21.9 

10.86 

FIDELITY  PURITAN 

21.4 

4.94 

VANGUARD/WINDSOR  II 

21.3 

9.25 

VANGUARD/WINDSOR 

21.2 

10.96 

•APPRECIATION  PLUS  REINVESTMENT  OF  DIVIDENDS  AND  CAPITAL  GAINS  BEFORE  TAXES. 
JULY  1  THROUGH  SEPT.  22,  1997 

DATA  MORNINGSTAR  INC 


food,  tobacco,  cosmetics,  and  beverages 
found  they  could  beat  the  s&p  500  index 
as  well.  Large-cap  gi-owth  funds  eai'ned 
a  10.8%  retmni.  Even  managers  of  lai'ge- 
cap  blend  funds,  wliich  compete  head-on 
with  computei-iiin  s&p  500  index  funds, 
squeaked  past  the  index  with  a  9%  gain. 

Funds  big  in  assets  also  fared  nicely. 
After  several  years  of  market-trailing 
performance,  the  $60.1  billion  Fidelity 
Magellan  Fund  delivered  a  plump 
10.42%-  retui-n  (table).  Magellan  was  set 
to  close  to  new  investors  on  Sept.  30, 
but  the  $28.9  billion  Fidelity  Contra- 
fimd,  up  11.84%'  for  the  quarter,  is  still 


open  for  business.  Out  of  the  10 
largest  equity  funds,  8  beat  the 
index,  including  Vanguai-d  Index 
500  Fund,  which  topped  its  bogey 
by  0.13  percentage  points. 

Each  bull-market  surge  in  small 
caps  also  produces  a  slew  of  new 
funds  to  lure  investors.  Among 
them   are   Bjurman  Micro-Cap 
Growth  Fimd,  the  fii-st  mutual-fund 
foray  of  George  D.  Bjumian  &  As- 
sociates, a  $2.3  billion  Los  Angeles 
institutional  investment  fii'm.  The 
fimd  is  up  32%'  for  the  quaiter  and 
58%'  since  its  Mar.  31  launch.  It 
screens  for  companies  with  mar- 
ket caps  between  $30  million  and 
$300  million,  choosing  those  with 
strong  earnings  growth  and  mod- 
erate price-eamings  and  price-to- 
cash-flow  ratios.  The  fund  is  also 
micro  in  size — less  than  $2  million.  But 
if  it  continues  to  post  numbers  of  that 
sort,  it  won't  be  for  long. 
CLOSED  DOOR.  Indeed,  the  biggest 
problem  facing  investors  is  a  dearth  of 
good  small-cap  fund  opportunities.  The 
best  ones  either  get  so  big  that  their 
performance  suffers  or  they  move  into 
mid-cap  stocks — which  become  a  differ- 
ent sort  of  investment  vehicle. 

Others  fight  to  maintain  performance 
and  their  investment  style  by  closing 
to  new  investors.  That's  what  has  hap- 
pened at  ni  Growth  and  ni  Micro  Cap, 
the  two  quantitatively  driven  fimds  nan 


TOTAL  RETURN* 

TOTAL  RETURN* 

LANDMARK  EMERGING  ASIAN  MKTS.  EQ.  A 

-38,34% 

NOMURA  PACIFIC  BASIN 

-15.71 

The  quarter's 

MERRILL  LYNCH  EMERGING  TIGERS  B 

-33,38 

GOVETT  PACIFIC  STRATEGY  A 

-15.55 

big  losers  all 

FIDELITY  EMERGING  MARKETS 
INVESCO  ASIAN  GROWTH 

-22,54 
-20,91 

GT  GLOBAL  NEW  PACIFIC  GROWTH  A 
VAN  ECK  ASIA  DYNASTY  A 

_  -15.32 
-15.14 

invest  in  the 
Far  East, 
where  market 
turmoil  and 

MORGAN  STANLEY  ASIAN  GROWTH  A 

-20,76 

T.  ROWE  PRICE  NEW  ASIA 

-15,04 

GOLDMAN  SACHS  ASIA  GROWTH  A 

-20,40 

VANGUARD  INTL.  EQUITY  INDEX  PACIFIC 

-14.59 

MERRILL  LYNCH  DRAGON  B 

-19.86 

STRONG  ASIA  PACIFIC 

-14.57 

FIDELITY  JAPAN  SMALL  COMPANIES 

-19.49 

SALOMON  BROTHERS  ASIA  GROWTH  A 

-14,29 

currency 

PILGRIM  AM.  MASTERS  ASIA-PAC.  EQ.  A 

-18.85 

ICON  ASIA  REGION 

-14,22 

devaluation 

GUINNESS  FLIGHT  ASIA  BLUE  CHIP 

-18.69 

INVESCO  STRATEGIC  GOLD 

-14.11 

proved 

ALLIANCE  ALL-ASIA  INVESTMENT  B 
VAN  ECK  ASIA  INFRASTRUCTURE  A 

-18.56 
-17.70 

IVY  NEW  CENTURY  A 

JOHN  HANCOCK  PACIFIC  BASIN  EQUITIES 

-14,07 
B-14.03 

devastating 

DEAN  WinER  PACIFIC  GROWTH  B 

-17.59 

EXCELSIOR  PACIFIC/ASIA 

-14.02 

INVESCO  PACIFIC  BASIN 

-17.29 

MAnHEWS  PACIFIC  TIGER 

-13.98 

PAINEWEBBER  ASIA  PACIFIC  GROWTH  8 

-17.16 

CAPSTONE  NIKKO  JAPAN 

-13.83 

TOCQUEVILLE  INTERNATIONAL  VALUE 

-17.13 

MIDAS 

-13.74 

PRUDENTIAL  PACIFIC  GROWTH  B 

-17.01 

PEREGRINE  ASIA  PACIFIC  GROWTH 

-13,55 

BT  INVESTMENT  PACIFIC  BASIN  EQUITY 

-16.93 

FEDERATED  ASIA  PACIFIC  GROWTH  A 

-13.10 

LEXINGTON  CROSBY  SMALL  CAP  ASIA  GR. 

-16.64 

T.  ROWE  PRICE  JAPAN 

-13.06 

DELAWARE  NEW  PACIFIC  A 

-16.49 

PHOENIX-ABERDEEN  NEW  ASIA  A 

-12,81 

SCUDDER  PACIFIC  OPPORTUNITIES 

-16.41 

TEMPLETON  PACIFIC  GROWTH  1 

-12.67 

FIDELITY  SOUTHEAST  ASIA 

-16.40 

CAPPIELLO-RUSHMORE  GOLD 

-12.39 

COLONIAL  NEWPORT  TIGER  B 

-16,29 

FONTAINE  GLOBAL  GROWTH 

-12.22 

GABELLI  GOLD 

-16,04 

BLANCHARD  PRECIOUS  METALS 

-12,04 

GAM  PACIFIC  BASIN  A 

-15.98 

MONTGOMERY  EMERGING  ASIA  R 

-12.01 

HE 
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BOND-FUND  LEADERS 


by  John  C.  Bogle  Jr.,  son  of  \anguard 
Group's  founder  and  chairman.  Bogle 
launched  the  funds  16  months  ago  and 
shut  the  doors  on  Aug.  8.  "That's  the 
only  way  to  prevent  capitalization 
creep,"  he  says.  Portfolio  manager  John 
Montgomen-  of  Biidgeway  Ultra-Small 
Company  Fund  said  "no  thanks"  to  new- 
investors  when  it  reached  $27  million 
in  June.  The  fimd  invests  in  companies 
fi'om  the  bottom  lO^c  in  market  capital- 
ization, a  difficult  ai'ea  iji  wliich  to  invest 
large  siuns.  The  bottom  line:  If  you  find 
an  attractive  new  small-cap  offering  for 
your  portfolio,  don't  wait  too  long. 

Besides  small  caps,  funds  specializ- 
ing in  technology  and  in  natural  re- 
sources dominated  the  top  peifoiTners. 
In  the  No.  1  slot,  FideUty  Select  Com- 
puters Portfoho  may  not  be  much  of  a 
surprise.  But  just  0.4  percentage  points 
behind  is  Fidelity  Select  Energy"  Senice 
Portfolio,  up  neai'ly  36'7f  for  the  quarter 
The  Si  billion  fimd  focuses  on  companies 
that  supply  equipment  and  senices  to 
energ\'  comi)ames.  "We're  nmning  out  of 
production  capacity,  and  incremental  de- 
mand will  have  to  be  met  by  new  pro- 
duction," says  portfolio  manager  Robert 
Ewing.  "We're  only  in  year  3  or  4  of  a 
15-year  energy  cycle." 
ASIAN  LOSERS.  A  broader-based  ap- 
proach to  energy  investing  is  Invesco 
Strategic  Portfolio  Energy  fund,  up 
26.32'7f  for  the  quarter  John  S.  Segiier, 
who  took  over  the  fimd  last  winter,  put 
one-third  of  its  $350  milhon  in  oil  ser- 
vices, but  he  also  invests  in  the  big  in- 
ternational oils  and  domestic  exploration 
and  production  companies. 

The  quarter's  big  losei's  all  invest  in 
the  Far  East,  where  market  turmoil 
and  cuirency  devaluation  proved  dev- 
astating, especially  for  those  investing  in 


TAXABLE  FUNDS 

TOTAL  RETURN* 


TAX-FREE  FUNDS 

TOTAL  RETURN* 

AMERICAN  CENT.-BENHAM  TARGET  2025  14.41%'  ALLIANCE  MUNI  INCOME  II  VA  B  4.32% 

AMERICAN  CENT-BENHAM  TARGET  2020  13.53  SELIGMAN  MUNICIPAL  NY  A  4.27  ' 

AMERICAN  CENT-BENHAM  TARGET  2015  1 0.64  SAFECO  OA  TAX-FREE  INCOME  NO  LOAD  4. 1 5~ " 

AMERICAN  CENT-BENHAM  TARGET  2010    7.76  EATON  VANCE  MUNICIPAL  BOND  4.13' 

DREYFUS  HIGH-YIELD  SECURITIES  7.69  EV  MARATHON  NATIONAL  MUNICIPALS  4.12  " 

PHOENIX  EMERGING  MARKETS  BOND  A      7.50  SMITH  BARNEY  CA  MUNICIPALS  A  4.10 

RYDEX  U.S.  GOVERNMENT  BOND  7.40  SMITH  BARNEY  MANAGED  MUNICIPALS  A  3.99  ' 

SMITH  BARNEY  INVESTMENT  GRADE  BOND  B  7.23  NUVEEN  FLAGSHIP  CO  MUNI.  BOND  A  3.99 

STATE  STREET  RESEARCH  HIGH-INCOME  A  7.04  DELAWARE-VOYAGEUR  TAX-FREE  CA  B  3.86 


WASATCH-HOISINGTON  U.S.  TREASURY      6.94      COLONIAL  Ml  TAX-EXEMPT  A 


3.85 


AVERAGE  OF  1,137  FUNDS 


2.81      AVERAGE  OF  1,392  FUNDS 


2.50 
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Malaysia  and  Thailand.  Richard  Fan'ell, 
who  runs  Guinness  Flight  Asia  Blue 
Chip  Fund,  doesn't  think  the  crises  are 
over,  but  he  is  willing  to  step  gingerly 
into  these  battered  markets.  Figuring 
the  domestic  economies  will  be  sluggish 
for  some  time,  he's  buying  stocks  of 
Malaysian  agiicultural  producers  and 
Thai  exporters.  Both  sectors,  he  says, 
should  benefit  fi-om  their  now-cheaper 
cuiTencies.  The  more  diversified  of  the 
emerging-markets  fimds  weathered  the 
crises  better,  down  only  ¥i.  compared 
with  a  13.5%  loss  for  diversified  Asian 
funds.  One  big  player,  Fidehty  Emerg- 
ing Markets  Fund,  apparently  got 
caught  in  the  wTong  places.  It's  down 
22.54'^''^  for  the  quarter 

The  quarter  has  been  a  good  one  for 
the  bond  funds.  Long-term  interest 
rates  came  down — a  big  plus  for  bond- 
fand  net  asset  values.  Not  sui-j^risingly, 


the  top-performing  taxable  funds  we: 
foiu'  zero-coupon  funds  mn  by  Americj 
Centiuy-Benham  (table).  Since  they  pi 
no  current  interest,  zeros  are  high. 
sensitive  to  changes  in  rates. 

Of  coui-se.  bond  fimds  have  had  son 
strong  quarters  in  recent  yeai's  that  i; 
vestors  ignored.  But  now  they're  star 
ing  to  pay  attention,  amg's  Adler  sa^ 
taxable  bond  funds  took  in  more  than 
bilHon  a  week  during  half  of  the  qua 
ter's  weeks,  a  rate  not  seen  since  befoi 
1994's  bond-fund  debacle.  And  the  mo: 
ey  is  going  not  only  to  high-.\ield  func 
but  also  to  investment-gi-ade  portfoKo 
Certainly,  it's  not  the  \ields  on  thei 
fimds  that  are  drawing  the  cash.  Pe 
haps  market  volatility  is  reminding  i 
vestors  that  diversification  is  just  got 
preventive  medicine. 

By  Jeffrey  M.  Lade)-rm 
in  New  Ym 
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TECHNOLOGY 

20.29% 

DOMESTIC  HYBRID 

7.03 

SMALL-CAP  GROWTH 

16.72 

UTILITIES 

4.80 

SMALL-CAP  BLEND 

15.50 

LATIN  AMERICA 

4.61 

MID-CAP  GROWTH 

14.28 

EUROPE 

4.49 

SMALL-CAP  VALUE 

13.95 

WORLD 

3.56 

NATURAL  RESOURCES 

13.14 

INTERNATIONAL  HYBRID 

1.44 

MID-CAP  BLEND 

12.82 

FOREIGN 

-0.66 

FINANCIAL 

12.75 

DIVERSIFIED  EMERGING  MARKETS 

-4.02 

UNALIGNED 

11.61 

PRECIOUS  METALS 

-8.20 

MID-CAP  VALUE 

11.06 

JAPAN 

-10.55 

LARGE-CAP  GROWTH 

10.80 

DIVERSIFIED  PACIFIC/ASIA 

-13.52 

COMMUNICATIONS 

9.93 

PACIFIC/ASIA  EX-JAPAN 

-14.14 

LARGE-CAP  VALUE 

9.25 

U.S.  DIVERSIFIED  EQUITY  FUNDS 

11.87 

REAL  ESTATE 

9.13 

ALL  EQUITY  FUNDS 

8.01 

LARGE-CAP  BLEND 

9.01 

S&P  500  INDEX 

8.25 

HEALTH 

8.58 

U.S.  equity  funds 
stand  to  beat 


entire  year.  That 
hasn't  happened 
since  1993 


( 


FASTTHE 
S&P  500 
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If  we  said  it,  you  probably 
wouldn't  believe  us. 


We've  been  getting  rave  reviews  about  tiie 
Xerox  DoenPrint  C55  color  laser  printer.  Alter 
all,  the  Xerox  DocuPrint  C55  is  the  first 
ully  featured  color  laser  printer  at  the 
)reakthrough  price  of  $5,500* 

No  wonder  IJvef  l  ire  said,  "Make  no  mis- 
ake,  the  C55  is  a  highly  competitive  product, 
^ow-cost  color  laser  printing  is  a  reality." 

Its  features  include  our  exclusive  Fax 
""riendly  '  option,  making  colors  readable 
vhen  faxed.  And  the  ability  to  remotely 
iccess  and  manage  printers  via  the  Internet. 


The 
smal 


'sIltTl.llril  siTCft  pi' 


footprint  of  the  DocuPrint  C55  is  up  to  40% 
l(>r  than  comparable  color  laser  printers.  This 
prompted  the  Hard  Copy  Observer  \o  say  this 
is  "the  first  product  for  which  the  name 
'desktop  color'  is  not  a  fib." 

Plus,  you  get  world-class  performance 
at  5  ppm  for  color,  and  12  ppm  for  black  & 
white,  all  at  600  dpi. 

With  posifive  press  like  this,  it's  a  good  time 
to  contact  your  local  computer  reseller,  or  call 
Xerox  at  1-800-54-XEROX,  ext.  2989.  Or  visit  our 
Web  site  at  www.xerox.netvvorkprintcrs.com 


THE  DOCUMENT  COMPANY 
XEROX 


Finance 


COMIVIENTARY 

By  Suzanne  WooUey 


DON'T  SWEAT  THOSE  MARKET  SWINGS 


Watching  the  stock  market  send 
portfolio  values  on  a  roller- 
coaster  ride  has  investors  in  a 
tizzy.  Indeed,  some  market  pros 
wai-n  that  increased  volatility  could 
be  a  sign  of  a  dovratum  in  the  mak- 
ing. But  while  it  is  undeniably  nei-ve- 
wi'acking,  the  market's  recent  pickup 
in  volatihty  is  neither  veiy  unusual — 
nor  all  that  wonisome  for  long-temi 
investors. 

Troie,  daily  swings  in  the  Dow 
Jones  industrial  average  are 
gi'eater  now  than  they  have 
been  for  years.  As  Edward 
M.  Kerschner,  chairman  of 
PaineWebber  Inc.'s  in- 
vestment policy  commit- 
tee, notes,  the  average 
of  absolute  daily  price 
changes  in  the  Dow 
since  1940  is  0.60%, 
and  has  been  0.68% 
since  1970.  Dming 
1997,  the  average  is 
0.83%.  But  "although  we 
are  above  the  historical 
average,  we  aren't  ap- 
proaching unprecedented 
levels,"  he  says.  "The  ciu-- 
rent  level  is  comparable  to 
the  volatihty  observed  duiing 
much  of  the  1980s.  This  is  tioily  not 
significant." 

"BACK  TO  NORMAL."  The  pickup  in 
the  market's  swings  feels  more  dras- 
tic than  it  is.  "One  reason  volatility 
is  getting  so  much  attention  now  is 
because  it's  back  to  normal,"  says 
Abby  Joseph  Cohen  of  Goldman, 
Sachs  &  Co.  "We  got  used  to  a  pen- 
od  of  abnormally  low  volatility  and 
abnonnally  high  returns.  Now,  we 
have  to  get  used  to  normal." 

A  jump  in  volatility  doesn't  shed 
light  on  what  the  market  is  likely  to 
do  next.  Says  Kerschner:  "There's  no 
correlation  between  absolute  volatili- 
ty and  market  direction.  High  volatil- 
ity years  don't  necessarily  produce 
high  or  low  returns."  Laszlo  Birinyi 
of  Birinyi  Associates  Inc.  says 
volatility  does  seem  to  go  up  during 
corrective  periods  in  the  market,  but 
it  doesn't  appear  to  tell  investors 
much  more  than  that.  He  notes  that, 
during  late  1989  and  1990,  there  was 
a  lot  of  volatility,  but  it  didn't  lead  to 


a  doMTiturn.  In  fact,  the  market  was 
up  20%  in  the  fii'st  half  of  1990. 

Therefore,  the  average  investor 
doesn't  have  a  sohd  reason  to  be 
worried  about  gi'eater  volatility.  "We 
don't  know  if  this  is  yet  translatable 
into  a  volatility  that  would  affect  the 
horizons  over  which  the  average  in- 
vestor should  b('  eoncemed,"  says  Je- 
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remy  J.  Siegel,  the  author  of  Stocks 
for  the  Long  Run  and  a  professor  of 
finance  at  the  Wharton  School  of  the 
University  of  Pennsylvania.  "It  most- 
ly plays  itself  out  on  a  daily  or  even 
intraday  basis."  What's  strange  about 
today's  mai'ket,  he  says,  is  that  his- 
torically, the  periods  of  highest 
volatility  are  usually  found  at  mai-ket 
lows,  not  highs,  and  they  usually  pre- 
cede a  period  of  rising  markets. 
Granted,  the  market  did  become 
more  volatile  at  the  top  of  the  mar- 
ket in  1929,  he  notes,  but  there  have 
been  other  peaks  when  there  hasn't 


Volatility  is 
above  average- 
but  by  no  means  at 
unprecedented  levels 


been  an  increase  in  volatility.  "It's 
very  hard  to  interpret,"  says  Siegel. 

There  may  be  a  simple  explanation 
for  the  increase  in  volatility  during 
the  late  summer  August  is  usually  a 
time  of  thinner  trading  volume,  so 
waves  of  progi'am  trading  have  a 
more  pronounced  effect.  "Sometimes 
these  50-to-lOO-point  swings  have  ht- 
tle  to  do  with  anything  else  but  pro- 
gi-am  trading,"  says  Eric 
Miller,  chief  investment 
officer  at  Donaldson, 
Lufkin  &  Jenrette  Secu- 
rities Corp.  Birinyi  notes 
that  the  level  of  pro- 
gram trading  in  August 
was  one  of  the  highest 
in  history. 

While  the  overall 
stock  market  may  not 
be  experiencing  an  un- 
usual level  of  volatility, 
some  individual  stocks 
are,  notes  Princeton 
University's  Burton  G. 
Malkiel,  author  of  the  in- 
fluential book  A  Random 
Walk  Down  Wall  Street. 
Take  Micron  Technology 
Inc.,  which  fell  about  10% 
after  not  meeting  its  earn- 
ings estimate  on  Sept.  23.  This  volatil- 
ity matters,  because  fund  managers 
are  concerned  about  having  to  go  in 
fi-ont  of  investment  committees  and 
explain  why  they  bought  a  stock  that 
has  taken  such  a  large  tumble,  says 
Malkiel.  "It  means  that,  to  the  extent 
that  individual  stocks  are  considered 
to  be  more  volatile,  there  may  be 
liighei'  risk  premiimis  attached  to 
them,"  he  says. 

Volatihty  in  individual  stock  prices 
shows  that  investors  are  absorbing 
and  reacting  to  news  far  more  quick- 
ly. Built  into  the  prices  of  stocks,  to 
a  gi'eater  degree  than  ever,  are  earn- 
ings estimates  and  a  host  of  other  fi- 
nancial infomiation — so  when  a  tar- 
get is  missed  or  exceeded,  the 
reaction  is  swift  and  strong.  We  will 
have  to  gi-ow  accustomed  to  larger 
swings  in  both  individual  stocks  and 
in  the  market.  And  that  in  itself  is 
not  such  a  bad  thing. 

Woolley  covers  the  markets. 
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Recruitment  Outsourcing  Is  What  We  Do. 
Simply  Outstanding  Is  How  It's  Done. 


re  concentrating  on 
•  core  competencies, 
ou  need  a  partner 
can  take  away 
ing  headaches  and 
:  responsibility  while 
re  doing  what  you 
)est.  That's  where 
agement  Recruiters 
rnational  comes  in. 


We're  your  search  and 
recruitment  outsourcing 
partner. 

We'll  put  together  a 
team  of  professionals 
with  the  resources  at 
their  fingertips  to  staff 
your  business  with  quali- 
fied, take-charge  people. 
You'll  decide  how  to 


market  your  product. 
We'll  find  the  sales  talent 
to  implement  the  plan. 
You've  got  a  successful 
production  process. 
We'll  develop  the  systems 
to  staff  it.  You  have  the 
latest  technology.  We 
know  the  people  who 
can  put  it  to  work  for 


you.  Whether  it's  a  team 
of  professionals  or  a  single 
key  manager,  MR!  can 
assemble  the  resources 
to  get  the  job  done  right. 

For  more  information, 
call  800-875-4000 
or  visit  our  website  at 
www.mrinet.com. 
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Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

REYNOLDS:  PEELING 
OFF  THE  WRAPPING? 

Shares  of  U.S.  aluminum  makers 
have  shone  in  recent  weeks,  thanks 
in  part  to  a  drop  in  inventories  and  a 
jump  in  metal  prices.  For  Edgar 
Wachenheim,  top  choice  in  the  sector  is 
Reynolds  Metals  (rlm),  the  No.  2  pro- 
ducer Another  reason  Wachenheim,  of 
Greenhaven  As- 
sociates in  Pur-  INCREASING 
chase,  N.  Y.,  is  LUSTER 
buying  now:  He 
thinks  Reynolds 
will  spin  off  its 
consumer-prod- 
ucts and  packag- 
ing division. 

The  unit  pro- 
duces Reynolds 
Wrap  aluminum 
foil,  Cut-Rite 
wax  paper,  and 
Reynolds  plastic 
wrap  and  sand- 
wich bags.  Wach- 
enheim estimates 
that  the  consumer  businesses  should 
earn  $100  miUion  aftertax  in  1997  and 
that  they  are  worth  15  to  20  times 
earnings,  or  $1.5  billion  to  $2  billion. 
That's  approximately  $20  to  $30  per 
Reynolds  share,  he  says. 

So  an  investor  buying  Reynolds 
shares,  now  at  72,  is  actually  paying 
only  42  to  52,  figures  Wachenheim. 
Reynolds  (minus  the  consumer-prod- 
ucts part)  should  earn  about  $12.90  a 
share,  he  figures.  On  that  basis,  stock 
in  the  streamhned  Reynolds  should  be 
selling  for  at  least  100  in  two  to  three 
years,  double  its  cuiTent  value. 

Wachenheim  pays  as  much  heed  to 
risk  as  to  upside  potential.  "Because 
of  the  quality  and  undervalued  assets 
of  Reynolds,  we  view  it  as  low-risk,"  he 
says.  Low-risk  stocks  that  may  dou- 
ble in  a  couple  of  years  are  scarce  in 
today's  i-obust  market,  he  says,  partic- 
ularly among  large-cap  stocks. 

Spinning  off  the  consumer  opera- 
tions (page  106)  will  be  part  of  the  re- 
structuring that  CEO  Jerry  Sheehan 
has  launched,  says  Wachenheim.  Shee- 
han announced  in  July  he  would  be 
selling  assets  valued  at  $900  million  as 
part  of  his  plan  to  boost  Reynolds'  per- 
formance and  stock  price. 

Right  now,  ingot  aluminum  fetches 
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75?  a  pound.  There's  a  chance,  Wachen- 
heim says,  that  prices  will  move  to- 
ward their  1988  level  of  $1.17.  He 
notes  that  demand  for  aluminimi  is  ex- 
pected to  increase  at  a  4%  rate,  and  ca- 
pacity at  only  2%. 

A  DULL  GLOW  ON 
THE  OTHER  IH' 

More  investors  are  paying  attention 
to  ITT  Industries  (IIN).  It's  the  core 
of  the  old  ITT  Corp.,  renamed  itt  In- 
dustries when  the  conglomerate  split 
into  three,  itt  Industries  is  involved 
mainly  in  auto  components,  defense, 
electronics,  and  fluid  technology. 

The  outfit  that  kept  the  itt  Corp. 
name  and  the  itt  symbol  runs  the 
flashy  businesses — hotels,  gambling, 
and  entertainment.  "The  other  itt," 
however,  is  being  rediscovered  by 
savvy  investors,  who  regard  it  as  an 
attractive  grovrth  and  value  play.  The 
stock  has  climbed  steadily  this  year — 
from  22  in  early  April  to  32  on  Sept. 
23.  Some  money  pros  put  the  intrin- 
sic— or  breakup — value  of  itt  Indus- 
tries at  45  to  50  a  share. 

Mario  Gabelli  has  accumulated  2.3 
million  shares,  about  $73  million  worth, 
for  the  Gabelli  funds.  He  thinks  itt 
Industries  is  getting  ready  for  "a  major 
acquisition."  He  says  the  company  buys 
in  fields  where  it  has  proven  exper- 


REAL  GAINS  SINCE 
THE  SPLIT-UP 


tise.  ITT  Industries 
is  No.  1  or  No.  2 
in  75%  of  the 
markets  it  serves. 
It's  a  leader,  for 
instance,  in  auto 
safety  gear,  se- 
cured digital  com- 
munications, and 
mobile  phones.  In 
April,  itt  Indus- 
tries purchased 
Goulds  Pumps  for 
$815  million,  cre- 
ating the  top 
pump-and-valve 
company. 

Analysts,  ini- 
tially skeptical  of  how  itt  Industries 
would  fare,  have  turned  bullish.  "It's 
making  real  progress  for  the  fii'st  time 
since  [the  split-up],"  says  James 
Samuels  of  Smith  Barney.  Despite  the 
stock's  recent  surge,  he  adds,  "these 
improvements  are  not  fully  reflected 
in  the  stock  price."  Earnings  have  been 
on  the  rise.  The  company  earned  $1.85 
a  share  last  year.  It  should  eam  $2.10 
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in  1997  and  2.39  in  1998,  according  t 
Zacks  Investment  Research. 


THIS  DRUGMAKER 
MAY  BE  ON  THE  MEND 


I 


nvestment  manager  Todd  Krie 
shook  his  head  sadly  as  he  looked 
a  stock  chart  showing  the  pert^omianc 
of  Teva  Pharmaceutical  Industrie 
(teviy).  Teva  is  one  of  Israel's  larges 
cboigmakers  and  a  worldvride  produce 
of  generic  drugs.  The  stock,  now  a 
57,  is  down  from  its  June  high  of  67. 

But  Krieg  isn't  giving  up.  "We  see  i 
Teva  what  long-term  investors  want, 
says  Kiieg  of  First  Star  Capital  in  Mil 
waukee.  He  says  Teva's  world  distrib 
ution  network  has 
helped  earnings       GETTING  THE 
grow  at  a  com-     DOSAGE  RIGHT? 
pounded  30%  rate  -jq 
for  the  past  10 
years. 

Recently,  Teva 
produced  a  pro- 
prietary drug 
called  Copaxone 
that  has  not  met 
expectations.  But 
Krieg  says  the 
patented  drug,  a 
treatment  for 
multiple  sclerosis, 
will  be  a  big  win- 
ner in  the  long 
mn.  Over-optimistic  projections  for  Co 
paxone,  exacerbated  by  huge  develop 
ment  costs,  led  to  the  disappointing 
results. 

But  with  Copaxone's  startup  costi 
behind  it,  and  with  revenues  coming 
on  stream  from  eight  generic  products 
Teva's  stock  is  poised  to  rocket,  saj' 
some  pros.  Teva  trades  on  both  th( 
NASDAQ  and  Israeli  stock  exchanges 
But  the  company  sells  70%  of  its  prod- 
ucts overseas,  mainly  in  the  U.  S.  I1 
makes  antibiotics  as  well  as  anti 
inflammatoiy  and  respiratory  agents 

"We  are  bullish  on  Teva  because  it'; 
in  a  better  position  to  gi'ow  in  a  $26f 
billion  generic  market,"  says  Davie 
Saks  of  Gruntal.  He  notes  that  Copax- 
one is  on  a  "fast  track,  with  4,000  pa- 
tients using  it  after  just  one  quarter  or 
the  market."  Saks  has  raised  his  1991 
earnings  estimate  to  $2.42  a  share  (up 
from  last  year's  $1.44),  partly  because 
of  Copaxone's  approval  in  Canada.  The 
estimate  excludes  any  payments  frorr 
its  marketing  partner,  Hoechst  Marior 
Roussel,  for  approval  in  Eui'ope 
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V. 


Be  sailed 

through  law  school. 


Vavigated  his  way  to  a  successful  career.  Now,  thanks  to  the  financial  sldlls  of  his 


Vew  England  representatiA  C,  hes  I  ready  to  launch  the  charter  senice  he  dways  A\anted. 


Success  is  fleeting.  Unless,  of  course,  you  continually  find  ways  to  harbor  it  safely.  At  The  I  juw  Lnyianu,  /vu  >/e 
Deen  showing  people  the  way  through  exceptional  insurance  and  financial  advice  for  over  160  years.  They're 
attracted  to  us  not  just  because  we're  a  financially  strong  company  that  sells  insurance  and  investments,  but 
DGcause  we  study  what  makes  each  of  them  an  individual  success  and  then  advise  accordingly 


For  your  free  financial  analysis  with  no  obligation,  call  1-800-955-1079. 


mi 


The  New  England 

Insurance  and  Investment 


A  MetLife  Affiliate 


PLANNING    FOR:    EDUCATION    •    RETIREMENT    •    DISABILITY    •    BUSINESS  CONTINUATION 

E-mail  us  at:  asktne@tne.com  or  visit  our  Website:  http://www.tne.com      New  England  Life  Insurance  Co..  Boston,  MA       Securities  products  offered  through  New  England  Securities  Corp  ,  Boston.  MA 


HCR  helps  Wal-Mart 

h  uy  jjh  arter. 


PENTIUM  PRO 

PROCESSOR 


Knowledge  Colony  is  a  trademark  of  Wal-Man  Stores.  Inc  Ail  WorldMark  servers  shown  feature  Intel  Pentium  Pro 
processors.  Tfie  Intel  Inside  Logo  and  Pentium  are  registered  trademarks  of  Intel  Corporation.  Teradata  is  a  registered 
l.-ademark  and  WorldMark  is  a  trademark  of  NCR  Corporation.  ©1997  NCR  Corporation.  All  rights  reserved. 


"The  reason  we  chose  NCR  is  pretty  simple. 
When  you  need  to  build  a  data  warehouse  that  can 
grow  to  almost  any  size,  only  the  NCR  Teradata® 
database  can  handle  the  job." 

m... ■  — ,-    It's  no  secret  that  the  world's  leading 

WAL-MART 

retailer  uses  its  vast  amount  or  detailed 
data  to  gain  a  competitive  edge.  But  even  Wal-Mart's 
mammoth  7-terabyte  NCR  data  warehouse  (known  within 
Wal-Mart  as  the  "Knowledge  Colony™")  was  approaching 
capacity  due  to  all  the  captured  and  stored  data  from 
65  weeks  of  sales  in  over  3,000  stores  worldwide.  So  they 
called  on  NCR,  the  world  leader  in  data  warehousing,  to 
prove  that  our  data  warehouse  is,  in  fact,  as  scalable  and 
manageable  as  we  say  it  is. 

The  result?  A  world  record,  24-terabyte  NCR  Teradata 
data  warehouse.  NCR  Services  professionals  helped  achieve 
this  milestone,  running  our  NCR  Teradata  database  on  our 
highly  scalable  NCR  World  Mark'"  servers. 

Now  Wal-Mart  buyers  and  suppliers  can  use  ad  hoc,  complex 
business  questions  to  analyze  and  interpret  information  to  make 
informed,  market  basket  decisions  on  replenishment,  buying 
trends,  store  placement  and  pricing  -  ensuring  that  Wal-Mart 
shoppers  always  get  the  right  product  at  the  right  price. 

NCR  Teradata  is  the  only  parallel  database  reliable  and 
robust  enough  to  handle  this  kind  of  load.  And  our  NCR 
WorldMark  servers  are  the  only  platform 
that  scales  from  SMP  to  MPP,  allowing 
businesses  to  start  their  data  warehouse 
small  and  grow  it  to  any  size. 

To  learn  more  about  how  NCR  can 
help  you  set  up  a  scalable  data  warehouse  that's  perfect 
for  your  business  needs,  call  1  800  CALL-NCR,  ext.  3000. 
Or  visit  us  on  the  web  at  www.ncr.com.To  learn  more 
about  Wal-Mart,  visit  www.wal-mart.com. 


Transactions  in  the  Age  of  the  Consumer 
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TESTING 


the  nation  really  doesn't  need  it." 

Albeits  is  one  of  a  gi'O'n'ing  number 
of  critics  of  ■widespread  standardized 
testing.  For  yeai's.  opponents  have  ar- 
gued  that  the  exams  don't  actually  mea- 
siu-e  anything  important  to  students' 
eventual  success,  either  in  academia  or 
later  life.  Now,  there's  increasing  e\-i- 
dence  to  back  them  up.  A  study  pub- 
hshed  in  -June  bv  Wendv  M.  Wllhams. 


EVERYONE  KNOWS  E=MC2 
-NOW  WHO  CAN  EXPLAIN  IT? 

A  science  guru  wants  students  to  interpret  data,  not  parrot  it 

BiTJce  Alberts'  quest  to  refom  sci- 
ence testing  began  more  than  a 
decade  ago.  Teaching  biochemistiy 
to  medical  students  at  the  Univei-sity  of 
California  at  San  Francisco,  he  was  ap- 
palled to  find  they  "were  not  really 
leaiTiing  an\thing."  The  future  doctors 
easily  paiToted  back  biochemical  tei-ms 
but  failed  to  gi*asp  the  concepts.  The 
culprit'?  Multiple-choice  tests.  Alberts 
charges,  similar  to  those  that 
foiTn  the  backbone  of  America's 
vast  standai"dized  testing  tndus- 
tiy.  Only  when  he  and  UCSF  col- 
league Diane  S.  Colby  turned  to 
essay  questions  were  they  able 
to  boost  students'  imderstanding 
of  biochemistiy — and  theii-  inter- 
est in  it.  "It  showed  the  power  of 
tests  to  shape  what  students 
learn  and  how  they  study."  says 
-Alberts. 

Now.  as  president  of  the  Na- 
tional Academy  of  Sciences,  the 
59-yeai*-old  Alberts  is  using  his 
prestigious  post  to  tiy  to  end  re- 
hance  on  standai-dized  multiple- 
choice  tests.  He's  especiaUy  tak- 
ing aim  at  the  biolog}'  s.at  n  test, 
taken  by  50.000  high  schoolers 
each  yeai'.  By  emphasizing  mem- 
orization and  word  association 
over  conceptual  knowledge,  these 
tests  ai-e  poor  judges  of  students'  abili- 
ties, he  ai-gues.  Worse,  the  relentless 
obsession  vriih  scores  has  had  a  perni- 
cious effect  on  education:  Teachers  pre- 
pare students  to  be  good  test-takers 
but  not  necessaiily  good  thinkers.  And 
imivemties  contribute  to  the  \icious  cy- 
cle by  depending  on  test  scores  for  ad- 
missions decision?. 

CRmCAL  THINKING.  The  toll  is  immense. 
Alberts  beheves.  Ow  cmTent  science 
education  system  has  tiuTied  off  coimt- 
less  youths  to  the  thi-ill  of  science — and 
left  too  many  people  bereft  of  the  ana- 
htical  skills  needed  to.  say.  intei-pret 
claims  of  global  wanning  or  to  exercise 
the  kind  of  critical  thinking  that  is  valu- 
able in  many  aspects  of  life — such  as 
aj"ial\-zing  financial  data,  "^^e're  wasting 
everyone's  time."  Alberts  warns.  "We're 
saving  science  is  some  boiing  chore  and 


pi-ofessor  of  himian  development  at  Cor- 
nell University,  and  Yale  University 
psychologist  Robert  J.  Sternberg,  com- 
pai-ed  students'  scores  on  the  psycholo- 
gy" Graduate  Recoiti  Examination  (gre) 
to  the  students'  later  accomplishments. 
VCith  one  small  exception,  they  foimd 
no  link  between  scores  and  any  mea- 
stu-e  of  perfoi-mance.  except  for  first- 
year  gi-ades.  And  even  that  coiTelation 
was  weak.  "It's  ob^ious  that  the  tests 
are  not  coiTesponding  to  real  perfor- 
mance." concludes  Williams.  ("The  ex- 
ception was  a  weak  link  between  a  part 
of  the  GRE  designed  to  test  analytical 
reasoning  and  the  quality  of  disserta- 
tions in  male  students  only.) 

Meanwhile,  physicists  have  been  i-ais- 
ing  similar  concerns.  "The  GRE  physics 
subject  test  may  do  more  hami  than 
good."  says  Hai-\"ai-d  University  physi- 


cist Howard  Georgi.  Many  top  gi-adua 
progi'ams  rai'ely  accept  anyone  who 
score  falls  below  a  certain  level.  Th 
slams  the  door  on  students  who  mig 
be  better  scientists  than  some  who  a 
the  tests.  For  instance,  among  his  o-w 
graduate  students.  "I've  obsen^ed  th 
women  did  surprisingly  poorly  on  tl 
GRE  consideiing  what  good  physicis 
they  ai-e."  Georgi  says.  When  he  ask< 
one  outstanding  student  why  her  sea 
was  so  low.  "she  told  me  that  tl 
physics  GRE  was  simply  too  lierdv" 
be  taken  seriously  by  an  intelUgei 
woman."  he  recalls. 

Pi'omising  physicists  and  psychol 
gists  aren't  the  only  ones  huit  by  tl 
standai'dized  gatekeepers.  Ban-ed  by 
board  of  regents  from  considering  rai 
or  gender  in  admissions  decisions,  tl 
Univei-sity  of  California  system  nc 
faces  dramatic  declines  in  black  ai 


a  W^'re  wasting 
everyone's  time. 
We're  saying 
science  is  some 
boring  chore 
and  the  nation 
reallv  doesn't 
need  it 

—  BRUCE  ALBERTS. 
Xational  Academv  of  Scienc( 


Hispanic  students.  Of  196  Afiican-Ame 
ican  students  who  apphed  to  the  Ue 
versity  of  California  at  San  Diego  me< 
ical  school,  for  example,  not  one  ws 
admitted.  The  reason:  Test  scores  wei 
used  as  a  key  criterion.  That's  a  serioi 
misuse  of  the  exams,  critics  say.  "If  tl 
tests  don't  predict  anything  importari|f 
then  why  are  we  using  them?"  as! 
CoiTieU's  WUHams. 

^^"hat's  ironic  is  that  standardize 
testing  once  played  a  veiy  different  i-ol 
The  field  sprang  out  of  a  need  duiir 
\^'orld  War  I  to  quickly  evaluate  hu^ 
numbers  of  potential  soldiers.  "Fc 
rapid,  crude  selection,  these  tests  ai 
the  best  you  can  do,"  explains  Pai 
Black,  professor  emeritus  of  science  e( 
ucation  at  King's  College  London.  A 
cording  to  the  critics,  that's  precisel 
the  problem:  the  tests  aren't  good  f( 
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t)a  Specialty  Chemicals  is  rising  to  the  challenge. 

rorld  leader  in  additives  we 
ilise  in  optimising  the  durability, 
;th  and  appearance  of  everything 
cars  to  compact  discs.  Our  additives 
:t  products  against  ageing, 
5ion  and  wear  in  even  the  most 
Tie  conditions.  So  the  products  our 
mers  make,  perform  the  way  their 
mers  expect. 

igh  such  innovations,  Ciba  Specialty 
licals  is  already  generating  sales  in 
lobal  markets.  Yet  it  also  has  the 
ility  to  react  instantly  to  changing 
P 

i 

I' 
'f 


customer  needs.  As  a  company 
constantly  transforming  ourselves 
and  our  portfolio  of  products,  we 
deliver  the  brightest  solutions  to 
every  fresh  challenge. 
We're  investing  more  and  more  in 
research  and  development  so  expect 
to  see  new  heights  of  chemical 
innovation  wherever  you  see  the  sign 
of  the  butterfly.  Meanwhile  for  more 
information  on  Ciba  Specialty 
Chemicals,  fax  +1  914  785  2211  or  visit 
our  Website  at  http://www.cibasc.com 


Ciba 


Value  beyond  chemistry 


Science  &  Technology 


much  beyond  crude  screening.  Later, 
the  tests  helped  students  from  public 
high  schools  open  the  doors  to  snobbish 
private  universities.  "Originally,  people 
looked  on  the  tests  as  an  opportunity 
rather  than  as  a  gatekeeper,"  explains 
Hessy  Taft,  senior  examiner  for  Educa- 
tional Testing  Service  Inc.  (ETS),  which 
develops  the  sat  and  other  tests. 
OPPORTUNITIES?  But  now,  the  whole  ed- 
ucational establishment  has  come  to  rely 
on  the  tests.  Scores  even  affect  proper- 
ty values,  as  affluent  parents  choose 
homes  in  school  districts  with  high  test 
scores.  "It's  almost  a  crime  the  way  our 
society  is  fixated  on  scores,"  says  Yale's 
Sternberg.  People  increasingly  look  at 
the  tests  as  gatekeepers,  not  opportu- 
nities. That's  a  fact  that  no  one  but  ad- 
missions officers  really  likes.  "We  use 
the  tests  in  the  wi-ong  way,"  says  Har- 
vard's Georgi.  Instead,  he  envisions  a 
test  that's  pretty  easy,  so  every  compe- 
tent person  would  do  well,  but  those 
who  really  couldn't  handle  graduate 
school  would  be  identified.  In  other 
words,  return  to  the  idea  of  a  very 
crude  selection.  Even  ets  cautions  that 
scoi-es  predict  little  more  than  fij-st-yeai- 
grades.  "No  rational  person  would  tell 
you  that  you  should  base  admission  only 


THE  GREAT  TESTING  DEBATE 

Critics  such  as  Bruce  Alberts  have  taken  aim  at  standardized  tests, 
especially  in  the  sciences.  Here  are  the  main  arguments  for  and  against: 


CRITICS 


DEFENDERS 


•Tests  don't  predict  anything 
about  future  success  except  for 
first-year  grades. 


•May  be  true,  but  it's  useful  for 
colleges  to  know  who  will  do  well 
in  the  first  year. 


•Because  they  are  poor  predictors, 
tests  shouldn't  be  used  as  the 
basis  for  admission  to  college 
or  graduate  school. 


•Scores  shouldn't  be  the  sole 
criteria,  but  they  are  useful. 
Besides,  there's  nothing  better 
— grades  and  recommendations 
aren't  enough. 


•Tests  are  turning  thousands 
off  to  science  because  curricula 
aimed  at  test  preparation 
emphasize  rote  memorization, 
neglecting  concepts  and  the 
thrill  of  discovery. 


•Tests  are  being  improved  to 
emphasize  understanding 
of  scientific  concepts 
rather  than  memorization  and 
word  association. 


•An  alternative  exists  in  the 

form  of  essay-type  tests 

more  like  those  used  in  Britain. 


•Such  tests  would  be  too  expen- 
sive to  grade,  and  comparing 
scores  from  year  to  year  would 
be  too  difficult. 


Short-term  fever? 


5     h\  B.Gnidx 


Oh  you've  got  it  alright.  Between  the 
sandwich  you  downed  on  the  freeway 
to  make  that  meeting  on  the  opposite 
side  of  the  city,  and  the  mad  dash  home 
to  catch  enough  of  Tommy's  soccer 
game  so  as  not  to  be  late  for  Bridget's 
ballet  recital,  you're  knee-deep  in  it. 
^elc()t7ie'"  the  ^^oil  .^eni^  v^ov\i-\. 


thinking  that  powers  every  other  facet 
of  your  life  has  finally  driven  into  your 
investment  psyche.  But  let's  remember 
why  you  invested  in  the  first  place:  for 
tomorrow.  It's  a  long-temi  goal.  Tliat's 
why  there's  a  straightforwiud  long-temi 
discipline  behind  every  Kemper  Fund. 
So  shorr-temi 


HERE'S  A  LONG-TERM 
BREAKTHROUGH. 


fever 


V^\,oa'.    "^^^'^^^  N^'^^^  v\A'^^^.> 

\^  hy  it's  that  Kemper  Funds  long-term 
line  again,  llh...  where  were  we?  Oh 
yeah.  Well,  with  experts  nei"vous  about 
how  the  market  can  continue  to  hit  new 
highs,  it's  no  wonder  the  short-term 

"I  couldn't  sit  through  my 
favorite  sitcom  for  more  than 
five  minutes...!  couldn't  even 

bring  myself  to  order  slow- 
roasted  chicken."  l 


ride 


out 


He\p^^'^& 

of  an  active  market  is  what  Kemper's 
been  doing  for  nearly  50  years  now  — 
in  a  world  that's  become  increasingly 
short-tenn  focused.  If  their  long-temi 
discipline  can  cut  through  an  everyday 
scenario  this  easily,  imagine  what 
Kenij^er  Funds  can  do  for  your  poittblicx 
Ask  your  financial  advisor  about 
the  long-temi  thinking  behind  Kemper 
Funds.  Or  call  1  -888-Kemper-7  ext.  9 1 6 
or  visit  www.keniper.coni 


puv. 


do 


^%  KEMPER  FUNI 

Long-term  investing  in  a  short-term  wi 

For  a  prospectus  containing  more  complete  inform 
including  management  fees  and  expenses,  call  Ker 
Please  read  it  carefully  before  investing  or  sen 
money.  ©  1997  Zurich  Kemper  Distributors, 
A  member  of  the@zuRiCHGroup  103' 
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NSIDER  THIS  A  TRIPLE  SHOT  DF  IRON 
ADRENALINE,   HEADED   RIGHT   FDR  THE 

RT   DF  YOUR   COMPANY'S  INFORMATION 

TEMS.  It's  CALLED  THE  ADAPTIVE 
PDNENT  ARCHITECTUReV  FROM  SYBASE® 
A   COMPLETE,    INTEGRATED,  END-TD-END 

HITECTURE  FOR  HANDLING  ALL  YOUR 
RMATION  NEEDS,  FROM  HIGH  PERFOR- 
CE DATABASE  SERVERS  TO  LEADING 
E    MIDDLEWARE    AND  ENTERPRISE 

ELOPMENT  TOOLS. 

IS  ARCHITECTURE 
ESIGNED    TO  WORK 
EVERYTHING  IN  YOUR 

RPRISE     NO     M  ATT  E  R  

T  PLATFORM  OR  VENDOR  YOU  USE. 
LL  BE  ABLE  TO  CREATE  NEWCUSTOMER- 

TRic   Computing  applications  that 

STANDARD    COMPONENTS  DEPLOYED 
WAY  YOU   WANT  ON   ANY  TIER,  ACCESS- 
ANY   DATA.   And   you'll   be  open 
he  advantages  of  the  internet 
future  technology.  ►  to  learn 
e,  call  today  for  our  white  paper 
-SDD-BSYBASE  (ref.#acbu). And  visit 
at  www.sybase.com/success. 


INTRODUCING 

ADAPTIVE 

COMPONENT 
ARCHITECTURE 


i Sybase 


FUTURE      IS      WIDE  OPEN, 
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OF  YD  URBUSINESS, 
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Science  &  Technology 


on  test  scores,"  says  ets'  Taft.  And  yet 
the  reality  is  that  many  admissions 
committees  for  eHte  universities — fac- 
ing many  more  qualified  candidates  than 
they  can  handle — do  just  that. 

That's  why  Bruce  Alberts  has  been 
pushing  for  change  on  two  fronts.  One  is 
pressuring  universities  to  place  less  re- 
liance on  the  tests.  Alberts'  dream  is 
for  top  universities  to  tell  high  school 
students  not  to  take  the  biology  sat 
exam  at  all.  The  universities  would  rely 
instead  on  criteria  such  as  hands-on  ex- 
perience doing  science. 

Some  university  presidents,  including 
Stanford  University's  Gerhard  Casper, 
have  been  supportive  of  the  idea.  But 
change  has  been  slow.  Alberts  hopes  to 
force  the  issue  during  the  annual  meet- 
ing of  the  Association  of  American  Uni- 
versities in  mid-October.  His  effort  may 
get  a  boost  from  a  recent  University  of 
CalifoiTiia  task  force.  Worried  about  the 
huge  di-op  in  ininority  admissions,  the 
task  force  recommended  that  the  sat 
and  other  standai-dized  tests  be  dropped 
as  recjuirements. 

At  the  same  time,  Alberts  has  been 
toiling  on  another  front — tr\ing  to  make 
changes  in  the  actual  biology-  SAT.  Here, 
with  the  help  of  like-minded  educators  at 


ETS  and  the  College  Board,  which  over- 
sees the  exam,  he  has  helped  biing  about 
modest  progress.  His  chief  ally  is  Indiana 
Univereity  biology  professor  J.  Jose  Bon- 
ner. Like  Alberts,  Bonner  decries  the 
way  science  teaching — and  testing — has 
come  to  focus  on  facts  and  conclusions 
rather  than  the  process  of  science. 
ROOTING  OUT  ROTE.  With  Alberts  push- 
ing from  the  outside  and  Bonner  and 
ETS's  Taft  from  the  inside,  ets  has  made 
two  changes  to  the  biology  sat  that  will 
take  effect  this  fall.  One  is  fewer  ques- 
tions (80  instead  of  95)  with  a  higher 
percentage  that  ask  students  to  inter- 
pret data  rather  than  to  regurgitate 
facts  (30%  instead  of  20%  to  25%).  "By 
increasing  the  part  that's  reasoning-ori- 
ented, well  give  teachei-s  the  freedom  to 
back  off  requiring  so  much  memoriza- 
tion," Bonner  explains.  The  other  change 
is  offering  students  a  choice  of  two  ver- 
sions of  the  exam,  one  concentrating  on 
ecology'  and  one  focusing  on  molecular 
biologj'.  That  way,  students  won't  have 
to  learn  so  many  facts. 

For  the  testing  industry,  these 
changes  "were  so  dramatic  they  almost 
didn't  go  through,"  says  Bonner.  The 
major  hiu-dle:  ets  statisticians  who  wor- 
ried that  they  wouldn't  be  able  to  en- 


sure that,  say,  a  600  score  meant  tb 
same  thing  year  after  year 

But  to  Alberts,  the  changes  are  frus 
tratingly  small  and  slow  in  coming.  Wh; 
care  if  a  600  score  always  means  th' 
same  thing  if  it  doesn't  measure  any 
thing  important,  he  asks.  It's  far  bette 
to  substitute  essay  tests,  which  tap  stu 
dents'  creative  juices — and  encourag 
teachers  to  teach  real  problem-solvin 
skills.  Such  tests  already  exist.  Britaii 
for  instance,  firnily  resisted  jumping  o 
the  multiple-choice  bandwagon.  Here  a 
home,  ETS  has  added  an  essay  section  t 
the  Advanced  Placement  tests.  At  Coi 
nell,  Williams  is  producing  a  new  psj 
chologv'  test  she  hopes  could  replace  th 
psychology'  GRE.  And  in  Alberts'  old  bic 
chemistry  course  at  UCSF,  the  tests  hi 
and  Colby  developed  have  even  had 
remarkable  effect:  Some  students  rt 
port  that  the  exams'  problem-solvin 
puzzles  stimulate  them  to  want  to  lear 
more  biochemistrv' — instead  of  viewin 
the  course  as  yet  another  dull  hurdle  o 
their  way  to  their  M.  D.s.  That's  th 
kind  of  testing,  says  Alberts,  that  ca 
lift  education  out  of  its  doldnams  an 
"bring  both  science  and  business  whj 
they  need:  people  who  think."  , 
By  John  Carey  in  Washingto 
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Build  Business 
Through  Communication 

Profit  from  the  explosive  growth  in 
customer  communications  technology. 
Explore  coll  centers  and  the  Internet  as 
customer  channels  that  challenge 
traditional  marketing  methods  and 
liberate  new  revenue  enhancing  strotejpes. 

Please  join  industry  leoders  at  the  North 
American  Call  Center  Summit,  a  meeting  for 
executives  and  senior  manogers  forging  new 
directions  in  customer  communicotions. 

North  American  Call  CmER  Smsn 
November  17-19, 1997 
Sheraton  Poioce  Hotel 
San  FtoikIsco,  CA 


V[  CUARANTEE  YOU'll 
GET  YOUR  PACE : 


IF  rOOR  PAGER  K  TURNfll  OFF. 

IFYOUItEllltTONNEUUBWIirORPUNE. 

IF  rOOR  BATTERn  DEAD.    ^  v 

ROiUnERWHAT.  \ 

Introducing  Guaranteed  Messaging. 


SkyWord®  Plus  is  the  first  alphanumeric  paging  service  that  stores 
^our  messages  when  you  go  out  of  range  and  automatically  delivers  them  when  you  get  back.  Plus  each  pager  comes 
with  an  e-mail  address,  a  toll-free  access  number  and  MessageMender "  to  correct  any  garbled  messages.  So  get 
SkyWord  Plus.  And  get  the  message.  Guaranteed.  Limited  time  offer:  Call  now  and  get  a  personal  800/  888  #  for  FREE. 


SkKTel^ 


Call  1-800-239-0844  or  visit  www.skytel.com 
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The  Principal®  and  Principal  Health  Care™  provide  an 
irresistible  variety  of  group  benefits,  including  traditional 
health,  life,  disability  and  dental  insurance.  Even  PPO 
networks  and  HMOs. 

Our  flexible  package  provides  employees  with  benefit 
choices.  Expect  excellent  reporting  capabilities,  timely 
claims  examination  and  payment,  as  well 
as  excellent  customer  service.  Plus,  our 
group  products  leave  out  one  common 
i ngredient — adn ) i n i  strati  ve  headaches . 


the; 


savings.  Through  superior  medical  claims  management, 
The  Principal  saved  employers  and  employees  $2.27 
billion  in  1996  alone.  That's  38.7%  of  the  $6  billion 
submitted  to  us.* 

Start  with  one  product  and,  before  you  know  it,  you  start  cravii|as 
our  total  line  of  group  products  and  support  services,  backed 
by  over  a  century  of  financial  expertise. 

For  more  information,  visit 
The  Principal  Financial  Group®  on  the 
Internet  at  www.principal.com  or 
call  l-8()0-986-EDGE. 


Financial 
Group 


Here's  something  more  to  savor — 

Life,  Health,  Dental  and  Disability  Insurance  •  Annuities  •  Mutual  Funds 
401(k)  and  Pension  •  Securities  •  HMO/PPO  •  Home  Mortgages 

©1997  Pnncipal  Mutual  Life  insurance  Company.  Des  Moines.  lA  50392.  *Figurcs  represent  all  1996  medical  claims  paid  by  Principal  Mutual  Life  Insurance  Company 
Products  and  services  offered  through  Principal  Mutual  Life  Insurance  Company  (The  Pnncipal)  and  its  subsidiaries.  Mutual  funds  distributed  through  Pnnct)r  Financial  Services  Corporati 
(member  SIPC).  Secunties  through  Principal  Financial  Securities,  Inc.  Securities  and  health  care  products  not  available  m  all  states. 
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velopments  to  Watch 


ED  BY  CATHERINE  ARNST 


GSTHAT 
)DOWN 
lORY  UNE 


RLY   SUFFERERS  OF 

ntia  and  Alzheimer's 
56  may  seem  to  have 
leir  memories.  But  the 
iries  themselves  are  not 
Doctors  believe  that  it 
e  ability  to  retrieve 
that  is  damaged.  And 
may  be  a  cure.  A  study 
d  by  the  New 
State  Health  — 

and  pre-  H;^'  " 
ed  at  a 
n  1 0 1 0  g  y 
rence  in 
dde,  Aus- 
a,  found 

dementia 
its  could  recall 
term  memories 
hearing  familiar 

rty  elderly  residents 
•ing  from  dementia  at 
Abraham  Health  Ser- 


vices, a  New  York  nursing 
home,  were  randomly  placed 
in  a  musical  or  verbal  remi- 
niscence group.  They  were 
encoui'aged  to  I'ecall  informa- 
tion when  stimulated  by 
theme-based  music  such  as 
love  songs,  or  to  verbal  sug- 
gestions, during  30-minute 
sessions  held  twice  a  week 
for  10  months.  Music  group 
participants,  unlike  those  in 
the  verbal  gi'oup,  showed  sig- 
nificant improvement  in 
memory  recall  and  recogni- 
tion and  a  marked 
decrease  in  agita- 
tion, says  Con- 
cetta  M.  To- 
maino,  Beth 
Abraham's  di- 
rector of  mu- 
sic therapy. 
The  results 
show  that  "music 
therapy  is  a  valu- 
able tool  to  help  enhance 
quality  of  life"  for  dementia 
patients,  she  says.  Maybe  Hs- 
tening  to  classic  rock  is  actu- 
ally good  for  the  mind.  □ 


READS  TO  SNAG  COUNTERFEITERS 

'HE  LATE  1970S,  SCIENTISTS  AT  OAK  RIDGE  NATIONAL 

(oratory  developed  a  technique  for  permanently 
■king  paper  or  cash  currency  so  it  could  be  positive- 
uthentieated.  It  involved  embedding  in  the  paper  a 
are-inch  tag  made  of  fluorescent  nylon  fibers  of 
ying  lengths  and  with  different  light-absorbing 
perties.  The  pattern  of  fibers  in  each  tag  is  generat- 
it  random,  and  each  one  creates  a  unique  optical 
lature  when  exposed  to  light.  But  Oak  Ridge  never 
tid  a  commercial  partner  to  develop  the  technology, 
iast  year,  researchers  showed  their  high-tech  tlireads 
ay  Fraser,  president  of  Tracer  Detection  Technology 
p.  in  Syosset,  N.  Y.,  which  is  developing  chemical 
3  for  tracking  narcotics  and  other  contraband.  Fraser 
nsed  the  fiber  technology  from  Lockheed  Martin  En- 
y  Research  Corp.,  manager  of  the  Oak  Ridge  lab.  He 
es  to  embed  tags  in  evei7yi;hing  from  compact  disks 
credit  cards  to  designer  clothes  and  accessories  to 
3  manufacturers  fight  counterfeiting, 
"irst,  Fraser  hopes  to  enlist  a  large  merchandiser  to 
)  develop  an  optical  scanner  that  can  read  the  pat- 
is.  Then,  he  says,  customs  agents  or  retailers  will  be 
;  to  verify  goods  by  i-unning  the  scanner  over  the 
r  tag  and  matching  the  results  with  values  stored  on 
ny  bar  code  or  in  a  central  database.         Neil  Gross 


AFTERMATH:  A  California  quake 


EARTH'S  POST-SEiSMIC  STRESS 

RESIDENTS  OF  AREAS 

prone  to  earth- 
quakes would  give 
a  lot  to  know  when 
and  where  the  next 
one  will  hit.  Scien- 
tists haven't  had 
much  luck  predict- 
ing when  quakes 
will  strike,  but  a 
study  published  in 

the  journal  Science  suggests  that  the  likely  locations  of 
future  quakes  can  be  figured  out  by  studying  the  epi- 
centers of  earlier  ones. 

Using  a  wealth  of  data  gleaned  from  measurements 
made  by  lasers  and  satelhte  tracking  systems,  geo- 
physicists  from  the  University  of  California  at  Los  An- 
geles have  found  that  regions  of  highest  stress  were 
not  on  the  major  faults  in  California,  as  expected,  but 
in  the  regions  surrounding  previous  earthquakes.  After 
a  quake,  says  Li-yu  Sung,  an  assistant  researcher  at 
UCLA  and  co-author  of  the  report,  the  Earth's  crust 
continues  to  deform  as  the  energy  trapped  in  the  rocks 
is  pushed  deeper  into  the  ground.  "People  don't  ob- 
serve these  post-seismic  effects,"  says  Sung,  "because 
there  are  no  surface  ruptures." 

While  the  notion  that  past  earthquakes  disturb  a 
larger  area  is  not  new,  the  researchers  say  they  were 
"stunned"  by  the  dominance  of  these  post-seismic 
strains.  By  examining  these  areas  more  closely,  the  re- 
searchers say  they  could  better  understand  the  potential 
for  a  quake  in  a  given  area.  Scott  LaFee 


ABEHER  SCREEN 
FOR  SKIN 

CANCER  

SOME  40,000  PEOPLE  WILL  HE 

diagnosed  with  malignant 
melanoma  this  year;  at  least 
7,000  are  expected  to  die.  The 
mortality  rate  for  this  mys- 
terious skin  cancer  is  rising 
4%  a  year  in  the  U.  S.,  even 
though  melanoma  is  usually 
curable  if  found  and  treated 
early.  But  early-stage  lesions 
are  almost  impossible  to  see 
with  the  naked  eye,  and 
imaging  devices  called  der- 
moscopes  require  extensive 
training  to  interpret  the 
I'esults.  Consequently,  only  a 
small  fraction  of  U.  S.  der- 
matologists use  the  machines. 


Electro-Optical  Sciences  in 
Irvington,  N.  Y.,  has  devel- 
oped a  digital  image  deirno- 
scope  that  it  says  lets  der- 
matologists easily  discern 
subtle  differences  between 
benign  and  malignant  mela- 
noma skin  lesions,  without 
special  training.  The  device 
uses  a  digital  imaging  cam- 
era to  take  10  multicolored 
pictui'es  of  skin  lesions  in  sec- 
onds. A  built-in  computer  an- 
alyzes the  images  and  is  able 
to  detect  lesions  too  small  for 
the  eye  to  see.  Dr.  Marek  El- 
baum,  Electro-Optical's  pres- 
ident, says  the  digital  dermo- 
scope  could  both  detect  early 
cancers  and  reduce  unneces- 
sary biopsies.  The  company 
plans  to  offer  a  $15,000  com- 
mercial version  next  year. 
Johanna  Knapschaefer 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwoct@businessweek.com 
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Virtually  maintenance-free. 
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TROUBLESHOOTERS 


KEEPING  THE 
HARD  ROCK  ROLLING 

Ex-teacher  Jim  Berk  drills  the  chain  on  the  ABCs  of  fun  J 


Clad  in  black,  look- 
ing every  bit  the 
late-night  roue, 
Jim  Berk  cruises 
through  New  York's 
Hard  Rock  Cafe,  on  a 
lunchtime  inspection 
tour.  Bursting  with  his 
customary  good  cheer, 
Chief  Executive  Berk, 
in  town  from  Hard 
Rock's  Orlando  head- 
quarters, hkes  how  the 
sound  system  pumps 
out  Madonna's  Holiday. 
He's  pleased  with  the 
mounting  of  the  memo- 
rabiha — Elvis  Presley's 
white  jumpsuit,  Michael 
Jackson's  rhinestone 
jacket,  Axl  Rose's  shiny 
guitar — on  the  walls. 
Then  Berk  spots  a  flaw. 
"The  lights  are  way  too 
bright,  man,"  he  tells  a 
manager. 

Like  the  dedicated 
high  school  educator  he 
was  until  five  years  ago, 
James  G.  Berk,  38,  is  a 

stickler  for  details.  The  Berk  is  a  bUSVbodv, 
former  pedagogue  cor-       sloppV-memO  " 
rects,  m  pen,  his  execu- 

fives'  draft  memos  and  Writers  Can  attCSt 
letters.  He  goes  over 
the  music  playlists  to  ensui'e  that  there 
are  sufficient  numbers  of  tunes  from 
each  decade  to  please  everyone  who 
gi'ew  up  on  rock  'n'  roll.  And  he  regu- 
larly samples  the  high-calorie  chow, 
washing  it  down  with  a  chocolate  shake. 
DANGEROUS  DEFECTORS.  It's  not  every 
day  that  a  fonner  teacher  ends  up  head- 
ing a  $400  million  company.  But  the 
Hard  Rock  is  an  unusual  enterprise, 
with  unusual  troubles.  So  it  has  turned 
to  Berk,  who  won  acclaim  by  founding 
an  innovative  music  academy  in  the  Los 
Angeles  school  system  and  then  revi- 
talizing the  Grammy  awards.  London- 
based  Rank  Group  PLC,  which  owns  the 
Hard  Rock  chain,  hired  him  in  April, 


DETAILS  FIEND 
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iy9G.  Says  Rank  Chairm 
Andrew  Teare:  "Jim  kno 
music  and  gets  things  don 
Foimded  in  London  m  1^ 
by  Isaac  Tigrett  and  Pel 
Morton,  two  American  ex) 
triates  who  loved  rock  a 
missed  hamburgers.  Hard  Rock  ori 
nated  the  mass-mai-ket  theme-restaurf 
concept.  Hard  Rock  Cafes  popped  up 
ovei-  the  globe  in  the  1970s  and  198 
Unfortunately,  the  chain  faltered  afl 
Tigi-ett  and  Morton  split  their  holdings 
1985.  Tigi-ett's  70%  stake  ended  up 
Rank's  hands  in  1990. 

Worse,  in  the  1990s,  Hard  Rock  ( 
countered  competition  in  the  "eat^ 
tainment"  arena  it  pioneered.  Rob< 
Earl,  who  once  headed  Rank's  Ha 
Rock  Cafes,  started  the  movie-theni 
Planet  Hollywood  International  Ir 
while  Hard  Rock  co-founder  Tign 
reemerged  to  start  House  of  Blues. 
Enter  Berk,  whose  relentless  ener 


copious  ideas  have 
n  wowing  people 
:e  he  ftfst  wiilked  into 
lassroom  in  Los  An- 
3S  in  1982.  A  trum- 
player  in  high 
ool.  Berk  yeamed  to 
;h  music.  Four  years 
ir,  he  talked  a  reluc- 
t  city  school  board 
)  creating  a  music 
demy  within  Ale.xan- 
Hamilton  High 
lool,  whose  enroll- 
it  was  dwindling  as 
Idle-class  parents 
led  their  kids  out. 
n's  enthusiasm  was 
tagious,"  says  then- 
icipal  Betty  Maltby. 
en  student  enroU- 
ni  surged.  Berk,  at 
became  one  of  the 
's  youngest  piincipals 
r,  overseeing  all  of 
)0-student  Hamilton. 
Vhile  Berk  plays 
m  his  ambitious  side, 
nds  saw  a  man  ea- 

to  advance.  "This 
!  no  mild-mannered 
cher,"  says  Mark 
i^kin,  foiTner  Los  An- 
5S  school  board  pres- 
et. Berk  made  cen- 
ts when  he  got 
llywood  studios  to 
ate  equipment  to  his 
gram.  His  break 
le  in  1988  when  the 
tional  Academy  of 
wording  Ai'ts  &  Sci- 
es  held  its  Grammy 
irds  in  Los  Angeles, 
'k  persuaded  orga- 
irs  to  let  him  put  on  a  "Grammys  in 

Schools"  show  at  Hamilton  that  fea- 
ed  composer  Hemy  Mancini  and  jazz 
at  Al  JaiTeau. 

mpressed,  naras  officials  brought 
1  aboard  to  head  marketing  for  the 
immys,  whose  TV  ratings  were  fiag- 
g.  Says  Joel  A.  Katz,  an  Atlanta  en- 
tainment  lawyer  who  chaired  the  or- 
lization  then:  "We  needed  someone 
0  was  good  at  relating  to  young  peo- 
."  As  cliief  of  the  naras  Foundation, 
marketing  arm,  Berk  attracted  view- 
by  such  youth-oriented  moves  as 
ling  a  rap-artist  categoiy. 
rhat  success  brought  him  to  the  at- 
tion  of  Rank  executives.  Wlien  they 
de  him  ceo  18  months  ago,  he  quick- 
ixed  scores  of  flaws,  such  as  skimpy 
d  portions.  More  important,  he  re- 
ted  all  Hard  Rock  Cafes  imdei-  Rank, 
■nding  $4.50  million  to  buy  co-founder 
rton's  eateries  and  others. 
Berk's  improvements  appear  to  be 


lacking  in.  Menill  Lynch 
&  Co.  predicts  that  after 
yeai's  of  flat  perfor- 
mance. Hard  Rock's  op- 
erating earnings  will 
leap  24%,  to  $98  million, 
on  .$392  million  in  rev- 
enue, in  1997.  And  now. 
Berk  is  embarking  on  a 
majoi'  expansion.  He  is 
spending  $50  million 
yearly  to  add  a  new 
restaurant    a  month 

,    ,        .   .      ,  through    2000.  Then 

school  music  teacher   ^j^^,.^  ^^.^  ^j.^,^^, 

1986-90  Assistant  principal, 
Hamilton  Academy  of 
Music  &  Performing  Arts, 


JAMES  G.  BERK 

BORN  1959;  Brockton, 
Mass. 

EDUCATION  B A,  music, 
California  State  University- 
Northridge,  1981:  MS  in 
public  administration, 
California  Lutheran  Univer- 
sity, 1985 

CAREER  1982-86  High 


tensions:    Hard  Rock 
oldies  albums  through 
the  Rhino  Records  label 
Los  Angeles  ^  televised  concert 

  show  on  VHi, //of'rf /^of^: 

1990-92  Principal,  Alexan- 
der Hamilton  High  Schools 
Complex,  Los  Angeles 


1992-96  Executive  director, 
National  Academy  of 
Recording  Arts  &  Sciences 
Foundation 

1996-present  CEO,  Hard 
Rock  Cafe  International 

MADE  HIS  MARK  Berk's 
development  of  innovative 
high  school  music  pro- 
grams helped  win  him  a 
job  at  NARAS.  There,  his 
marketing  drives  boosted 
lagging  TV  ratings  of  the 
Grammy  awards 

FAMILY  Married  for  13 


Live.  Next  is  a  series  of 
Hai'd  Rock  resoit  hotels, 
in  partnership  with  Sin- 
gapore investor  Ong 
Beng  Seng.  And  Berk 
has  also  begim  negotia- 
tions with  the  National 
Basketball  Assn.  to  stait 
a  separate  line  of  nba- 
themed  restaurants  to 
rival  Planet  Hollywood's 
Official  All  Star  Cafe 
unit.  Says  Berk:  "We're 
really  gonna  rock  'n'  roll 
here." 

Not  everyone  is  as 
big  a  fan.  Ronald  N. 
Paul,  president  of 
restaurant  consultant 
Technomic  Inc.,  says 
that   Hard   Rock  de- 


pends on  toiu-ist  dollars, 
y^^L^i.^y^o.^aughters   expansion  is 

HOBBIES  Playing  trumpet  "largely  in  nontoiuist  ar- 
eas; the  most  recent 
opening  was  in  Sacramento.  Competi- 
tion from  fast-growing  Planet  Holly- 
wood, which  has  61  outlets  vs.  Hard 
Rock's  81,  will  likely  stiffen.  And  rivals 
are  waiting  to  see  if  Berk  has  the  abili- 
ty to  manage  his  ambitious  plans.  Plan- 
et Hollywood  CEO  Earl  dismisses  him 
as  "some  schoolteacher  Rank  liired  with 
no  experience  in  the  industry." 

Berk,  who  relaxes  at  home  by  playing 
the  tiumpet,  shnigs  off  the  perils  posed 
by  his  rapid  ascent.  He  insists  he  was 
having  such  fim  in  each  of  his  jobs  that 
he  left  them  reluctantly,  enticed  by  a 
new  challenge.  This  one  is  no  different. 
Sitting  at  a  table  in  the  Atlanta  Hard 
Rock  on  a  recent  evening,  snapping  his 
fingers  to  the  music.  Berk  trades  banter 
with  a  waiter.  Wliile  Van  Halen's  Hot 
for  Teacher  plays.  Berk  jumps  up  to 
check  out  the  kitchen,  a  teacher  intent 
on  making  Hard  Rock  hot  again. 

By  Larry  Light  in  New  York, 
with  Heidi  Dawley  in  London 
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NEWSPAPERS 


THE  GRAY  LADY  SHOWS 
A  HEALTHY  FLUSH 

New  presses  and  new  plans  have  New  York  Times  Co.  investors  smiling  at  last 


How  many  times 
have  you  heard 
some  variant  of  this 
stoiy?  A  venei'able 
old  company  Ls  tightly  con- 
ti'olled  by  one  family.  It's 
nm  by  a  septuagenarian 
who  hasn't  named  a  suc- 
cessor and  has  been  disin- 
clined over  the  years  to 
run  the  company  in  a 
manner  that  makes  public 
shareholders  happy — or 
rich.  Customers  have 
been  abandoning  its  main 
product  for  years.  The 
company  said  goodbye  to 
an  ambitious  president — 
the  first  nonfamily  mem- 
ber to  hold  that  post — 
with  Little  explanation  and 
a  fat  severance  check. 

Despite  all  these  por- 
tents of  coiporate  distress, 
the  New  York  Times  Co. 
finds  itself  the  darling  of  Wall  Street.  Its 
long-laggai'd  stock,  whose  pre\ious  high 
of  49  was  set  back  in  1987,  is  now  at 
around  54,  up  65%  in  the  past  year 
(chart).  On  Sept.  15,  the  flagship*  T/ie 
New  York  Times  showed  off  a  10-yeai', 
$800  million  face-lift  with  a  new,  six-sec- 
tion color  paper  that  publisher  Arthur 
0.  Sulzber-ger  Jr.  says  will  finally  lift  the 
paper  out  of  a  prxjlonged  ciix-ulation  de- 
cline. More  subtle,  but  significant,  have 
been  the  changes  wTought  in  the  past 
year  by  new  President  and  Chief  Oper- 
ating Officer  Russell  T.  Lewis,  who  re- 
placed Lance  R.  Piimis  last  September 
Lewis,  49,  the  foiTner  president  of  the 
Times,  has  redefined  the  company's  mis- 
sion, pulled  the  plug  on  a  string  of  loopy 
diver-sification  schemes — Like  a  golf  com-se 
next  to  Florida's  Loxahatchee  Slough  and 
a  cable  networ'k  devoted  to  mo\ie  theater' 
Listings — and  is  talking  buUishly  about  "a 
lai-ge,  str-ategic  acquisition"  that  the  com- 
pany is  pi'eparing  to  make,  perhaps  as 
early  as  next  year  (table,  page  82). 

Indeed,  the  New  York  Times  Co.  has 
undergone  a  startling  transfomiation  in 


THE  SULZBERGERS:  Trying  to  reverse  years  of  declining  circulation 


the  past  few  year-s.  The  company's 
changed  fortimes  ai'e  due  to  a  confluence 
of  luck,  good  timing,  sawy  planning,  and 
shaipened  focus.  Newsprint  prices  have 
dropped,  the  ad  climate  is  robust,  and 
local  economies  in  New  York  and  other 
cities  where  the  company  owns  paper's 
and  TV  stations  ai-e  booming.  It  still  must 
gi'apple  with  prolonged  circulation  de- 
clines, and  succession  issues  r'emain  un- 
r'esolved.  But  these  are 
shaping  up  as  the  best  of 
times  on  Manhattan's 
West  43r'd  Street. 

Part  of  the  company's 
tr'ansforrnation  was  long 
planned — the  new  ])lants 
were  approved  for  con- 
struction a  decade  ago. 
But  its  newfound  popu- 
larity with  Wall  Str'eet 
coincides  with  a  shakeup 
in  how  the  company 
does  things.  Starting 
with  the  hiring  in  late 
1995  of  Chief  Financial 
Officer  Diane  P.  Baker,  a 


THE  TIMES  DELIVERS 


NEW  YORK  TIMES  CO. 

STOCK  PRICE   ^  f 
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former  Salomon  Brothe 
Inc.  banker,  the  comp 
n/s  financial  peifoman 
and  its  relations  with  tl 
financial  commurrity  ha 
improved  di'amaticall 
Baker  has  held  compar 
managers'  feet  to  the  fr 
to  meet  pr'ofitability  goa 
and  has  offered  analys 
and  investors  far  moi 
detailed  financial  info 
mation  on  operations. 

And  W'hile  longtin 
Chief  Executive  Arthi 
Ochs  Sulzberger,  7 
shows  no  outward  sign 
preparing  to  step  dow 
his  new  No.  2  is  having 
substantial  impact.  Th 
genial  and  soft-spoke 
Lewis,  a  Times  lifer,  spei 
much  of  the  fii'st  montl 
of  his  new  job  getting  tl 
company  to  come  t 
ter-ms  with  what  it  did  well  and  what 
didn't.  After  a  methodical  process  of  cor 
suiting  with  top  executives,  Lewis  i 
sued  a  mission  statement  that  definf 
the  company  as  "the  premier'  high-qual 
ty  media  company."  By  going  into  ne 
businesses,  acquiring  other's,  and  bai'gin 
into  new  mar'kets  with  existing  propel 
ties,  the  company  expects  to  add  $1  bi 
lion  to  revenues  by  2001.  In  1996,  re^ 
enues  stood  at 
billion. 

So  far,  investors  ar 
delighted  with  the  turr 
ar'ound.  "This  has  gon 
from  a  situation  wher 
ever-yone  accepted  th 
fact  that  the  compan 
was  not  well-riin  [to  th 
company  being]  so  o 
track,  it's  like  a  who 
new  company,"  sa 
hedge  fund  manage 
James  Cr'amer;  who  too 
a  "huge  position"  in  th 
company  ear'lier'  this  yeaj 
befor-e  selling  at  a  quici 


The  world's  best  AS/400  experts  are  waiting  online  to  help  you. 


Tlie  AS/400experl  online  Weh  site  is  a  professional  support  center  at  your  fingertips. 
Log  on  and  you  can  get  advice  on  upgrading,  configuration,  or  do  status  checks  on 
orders.  And  even  subscribe  to  graphical  PM/4()0  reports  on  the  status  of  your  system's 

performance.  Tliere's  also  a  technical  forum  where  you  can  share  information  and  =  =-r'iEiE' 

solutions  with  other  AS/400e  oivners.  See  for  yourself.  Visit  www.as400.ibm.com,  ==r=T=:„ 

or  for  more  information  on  the  new  AS/400e,  call  1  800  IBM-7777,  ext.  BA221.  Solutions  for  a  small  plan<-i~ 

IBM  logo.  SoUitmns  for  ti  ■^nitiU pltmet.  .4S/4O0  imd  .4S/400e  are  eilfwr  trademarks  or  regiMerefl  Iradeimtrhs  of  InlcrnoUonol  liii\mr\\  Uar/um-s  Corporatiim  in  llip  Vmh'd  Sutti".  nnd/nr  ndiiT  i  ininlrii's.  Ccj  /'V97 IHM  C^iqmrolion. 


Insurance  &  Investment 


t  made  us  a  world  leader 

It  helps  you  anticipate 
your  own  future. 

AXA  is  a  world  leader  in  insurance  and 
investment,  with  $450  billion  in  assets  under 
management  and  business  operations  in 
more  than  50  countries.  Here  in  the  US, 
where  we  manage  $230  billion  in  assets,  we 
have  been  serving  clients  for  over  137  years. 
You  know  us  as  Equitable,  Alliance  Capital 
and  Donaldson,  Lufkin  &  Jenrette.  The  breadth 
of  our  experience  gives  us  the  knowledge 
and  vision  to  spot  opportunities.  It  helps  us 
design  innovative  insurance  and  investment 
solutions  that  meet  your  financial  goals. 
That's  why,  more  than  ever,  we  can  say: 

Go  ahead  you  can  rely  on  us 


INSURANCE  &  INVESTMENT 

WITH  OUR  US  MEMBER,  EQUITABLE  COMPANIES 

Please  visit  our  Web  site:  httD://www.axa.com 
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25%  profit  over  the  summer.  "The  new 
New  York  Times  [Co.]  continues  to  amaze 
me  with  how  good  it  has  become." 

Still,  the  core  of  the  company  remains 
The  New  York  Times,  which  generates 
half  the  company's  revenue.  Under 
Sulzberger  Jr.  and  Lewis,  costs  were 
trimmed  and  long-inefficient  practices 
hke  subcontracting  distribution  in  New 
York  City  were  changed.  The  new  color 
printing  plants,  in  Edison,  N.J.,  and 
College  Point,  Queens,  also  give  the 
newspaper  later  deadlines.  With  the 
new,  coloiful  Times,  the  company  hopes 
to  reverse  years  of  circulation  losses  in 
New  Yoi'k  and  vastly  improve  the  cir- 
culation of  its  national  edition.  It  also 
hopes  to  snai"e  more  national  advertisers 
who  prefer  more  specialized  sections 
and  color  capabilities.  "This  is  a  gi'owth 
strategy,"  says  Sulzberger  Jr.  "Oui"  cir- 
culation will  gi'ow  because  of  this." 

That  would  be  news.  The  Times'  daily 
ciiTulation  in  New  York  has  been  dvrai- 
dhng  for  years — down  12%  as  of  Mar. 
31,  to  683,000  since  March,  1991.  Part  of 
the  decline  is  because  of  price  increases, 
as  the  daily  paper  went  fi'om  50?  to  60? 
in  1994  and  the  Sunday  paper  went  fi"om 
$2  to  $2.50  in  1995.  But  Sulzberger  Jr 
says  he's  vdlling  to  Uve  with  what  he 
terms  a  "temporary  trade-off  between 
readership  and  revenues." 

The  company  is  now  testing  the  upper 
limits  of  just  how  much  more  readers 
are  willing  to  pay.  The  national  edition  as 
of  Mar.  31  had  a  circulation  of  424,000. 
But  it  comes  at  a  high  price:  The  cost  of 
a  home-delivered  subscription  of  the  na- 


President  Lewis  expects  to  ad 
$1  billion  to  revenues  by 
starting  new  businesses, 
entering  new  markets  with 
existing  properties,  and 
hitting  the  acquisition  trail 


tional  edition  is  a  hefty  $500  a  year. 
That's  double  what  the  Los  Angeles 
Times  chai'ges  in  its  home  mai-ket,  three 
times  The  Washington  Posfs  cost,  and 
more  than  double  the  price  of  The  Wall 
Street  Journal.  With  its  more  compre- 
hensive and  attractive  product,  the  Times 
aspires  to  be  indispensable  to  a  national 
audience.  If  it  can  do  that,  especially  at 
such  a  high  subsciiption  price,  the  Times 
can  spread  the  huge  cost  of  nmning  such 
a  large  and  ambitious  news  organization 
across  many  more  readers.  Indeed,  the 
Times  has  been  adding  staff  and  news 
pages  in  recent  years  as  many  other  pa- 
pers have  cut  back.  Says  Menill  Lynch 
&  Co.  analyst  Laui'en  Rich  Fine:  They 
are  "making  the  New  York  Times  a  na- 
tional publication  with  a  vengeance.  It's  a 
bold  and  brilliant  strategy." 

The  Times  currently  sells  about 
244,000  home-deU"ered  subscriptions  to 
the  national  edition.  Sulzberger  Jr. 
seems  to  regard  the  paper's  high  price 
as  part  of  its  cachet.  "We  are  an  ex- 
pensive paper.  There's  no  question  about 


Out  With  The  Old,  In  With  The  News 

The  New  York  Times  Co.  is  tabling  some  of  its  odder  ventures  in  favor  of  its 
core  business — providing  information  through  its  newspaper,  magazine, 
and  television  properties 


LOXAHATCHEE  SLOUGH  A  planned  golf  course  and  residential  develop- 
ment that  was  to  have  capitalized  on  its  Golf  Digest  magazine. 

VIDEO  NEWS  INTERNATIONAL  A  fledgling  venture,  which  had  newspaper 
reporters  toting  video  cameras  along  on  interviews,  was  drastically 
scaled  back. 

THE  POPCORN  CHANNEL  A  cable  network,  launched  in  1995,  that 
showed  movie  previews  and  local  movie  listings.  It  was  shuttered  a  year 
later.  The  Times  owned  a  40%  stake. 


ACQUISITIONS  With  the  company's  rich  free  cash  flow  of  about  $265  mil- 
lion, the  Times  will  hit  the  acquisition  trail  in  the  coming  year  or  two. 

PRINTING  After  10  years  and  $800  million,  the  two  new  printing  plants 
give  the  T/'mes  color,  more  sections,  and  later  deadlines. 


DAIA  COMPANY  REPORTS.  BUSINESS  WEEK 


that,"  he  says.  "[But]  in  an  era  that 
fines  itself  as  the  Information  Age . . .  t 
highest-quality  infoiTnation  has  high  v, 
ue.  Our  whole  philosophy  is  premiu 
quality  equals  premium  price."  B' 
while  Times  executives  are  convino 
that  an  improved  product  will  almc 
automatically  mean  more  sales,  othe 
worry  about  circulation  trends,  esp 
cially  in  the  face  of  higher  prices.  "Nol 
ing  is  impervious  to  price  pressui 
That's  reflected  [ah-eady]  in  the  Tim 
circulation  perfonnance,"  says  analy 
John  Morton  of  Morton  Researc 
"That's  a  foiTnula  for  disaster  eventu; 
ly.  [At  a  higher  price,  a  publisher]  e 
always  sell  fewer  papers  and  make 
look  good  for  a  while.  For  the  long  ru 
it's  not  a  wise  strategy." 
BREATHING  SPACE.  But  life  at  the  Nf 
York  Times  Co.  is  flush  right  now,  and 
has  plenty  of  time  and  money  to  ho: 
its  strategy.  Now  that  the  huge  capit 
investments  in  new  plants  are  behind 
Menill  Lynch's  Fine  estimates  that  tl 
company  will  generate  $265  million 
free  cash  flow  in  1998,  up  from  $1: 
million  this  year.  That,  coupled  with  tl 
company's  low  debt  load,  could  suppo 
an  acquisition  of  up  to  $2  billion. 

With  the  financial  perfonnance  of  t 
company  humming  along  so  nicely,  W; 
Street  is  neivous  that  the  Times  will  u 
dertake  a  cUvei-sification  debacle  similar 
Dow  Jones  &  Co.'s  experience  with  T 
erate.  But  Lewis  vows  to  stick  to  ve 
tures  close  to  the  Hmes'  core  expertise 
gathering  and  disseminating  news,  infc 
mation,  and  entertainment.  "It  vdU 
something  that  viill  inci'ease  the  comp 
ny's  size  and  scope  so  that  we  are  in 
even  better  position  in  the  future,"  Lev 
says.  Sulzberger,  who  like  Lewis  joirn 
the  company's  board  this  year,  is  a  1 
more  effiisive:  "There  ai'e  things  we  nei 
at  this  company  that  we  would  not  g 
by  just  purchasing  another  newspap 
There's  a  digital  world  out  there.  [Tl 
coming  acquisition  must]  not  only  fit  b 
also  take  us  into  a  new  interesting  dirf 
tion."  That's  the  new  New  York  Tim 
Co.  for  you,  cocky  in  its  fighting  trim, 
By  Elizabeth  Lesly  in  New  Yo 


when  you  can  count 
on  a  telecom  company 
to  improve  business, 
that's  news. 


With  Sprint  on  your  side,  you'll  get  professionals  w  ho 
not  only  understand  your  small  business,  but  come 
up  with  new  ideas  to  help  it  perform  even  better.  The 
Sprint  Business  Solutions  Center  offers  a  Specialist 
who  knows  ycKi,  and  stays  in  touch  with  your 
business  to  put  enhanced  ccMiimunications  to  work  for 
yfui.  They'll  even  stay  ahead  of  your  needs  and  resj^ond  to 
your  challenges  with  custom  solutions.  In  today's  world, 
that  s  news,    www.sprint.com     1-888  SPRINT  BIZ 


Sprint 


We  help  your  business  do  more  business  " 
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low  Cable  Systems  International  connects  with  customers  twice  as  fast. 

/hen  Cable  Systems  International  (CSI)  was  formed  from  a  unit  of  AT&T,  it  needed  a  system  that 
'ould  help  get  its  telecommunications  products  to  customers  quickly.  CSI  chose  R/3 " 
)ftware  from  SAP.  R/3  cut  order  delivery  tmres  m  half  in  CSI's  connectorized 
roducts  division.  Now,  customers  can  expect  their  products  in  two  weeks 
istead  of  four.  And  when  requested,  CSI  can  often  deliver  in 
4  hours  or  less.  In  fact,  the  connectorized  products  team  has 
itablished  a  near  perfect  shipping  record.  For  CSI, 
./3  was  definitely  a  valuable  connection, 
or  more  information,  visit  us  at 
ttp://www.sap.com  or 
all  1-800-283- 
S  A  P. 


Government 
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SAVINGS 


HELP  FOR  CLUELESS 
BABY  BOOMERS 

Forgot  you'll  need  money  to  retire?  Congress  has  an  answer 

Every  day,  .10,000  baby 
boomers  turn  50 — and 
find  retirement  looming 
closer  and  closer  Even  with  a 
raging  stock  market,  many 
feel  twinges  of  regi'et  about 
all  those  years  when  saving 
took  a  back  seat  to  spending. 
But  where  there's  voter 
angst,  there  are  sure  to  be 
politicians  waving  a  solution. 

Republicans  in  Congress 
have  an  answer  for  boomers' 
fears:  catch-up  contributions 
to  let  laggaixl  savers  make  up 
for  years  when  they  didn't 
put  jnoney  into  their  employ- 
ers' 401(k)  or  similar  pension 
plans.  In  a  pitch  to  parents, 
the  GOP  would  give  those  retiuTiing  from 
maternity  or  paternity  leave  thi-ee  yeai's 
to  make  up  the  tax-defen-ed  contribu- 
tions they  missed. 

A  second,  moi'e  ambitious  idea  would 
allow  parents  who  didn't  work  or  didn't 
paiticipate  in  a  401(k)  wMle  raising  kids 
to  make  double  the  tax-favored  contri- 
bution now  permitted  by  employers,  up 
to  $11,400  a  year.  With  child-rearing 
behind  them,  parents  could  put  extra 
savings  into  a  ])ension  for  as  long  as 
18  years. 

AIMING  FOR  WOMEN.  Republican  leaders 
figure  that  their  pension  scheme — 
dubbed  the  Women's  Investment  &  Sav- 
ings Equity  (wise)  Act — will  appeal  to 
elusive  female  voters.  The 
GOP  ali-eady  championed  Wgh- 
er  limits  on  contributions  to 
individual  retii-ement  accounts 
for  nonworking  spouses  in 
this    year's    tax-cut  law. 
"Women  have  really  gotten 
the  short  end  of  the  pension 
stick,"  says  Senator  Judd 


MARRIED  WITH  CHILDREN:  Laggards  have  a  friend  in  the  GOP 

ity  to  save,"  says  James  A.  Klein,  pres- 
ident of  the  Association  of  Private  Pen- 
sion &  Welfare  Plans.  The  benefits 
group  advocates  raising  the  limits  for 
tax-favored  saving  for  all  woi'kers  over 
50,  even  those  who  have  saved  steadily. 
Companies  Like  to  boost  401(k)s  because 
the  tax  breaks  are  popular  with  man- 
agers and  don't  cost  companies  much. 

Such  an  expansion  could  raise  the  na- 
tion's anemic  savings  rate.  But  the  tax 
break  could  blow  a  big  hole  in  the  fed- 
eral budget:  Salaiy  that's  deposited  into 
401(k)s  isn't  taxed,  and  earnings  gi'ow 
tax-free  until  they're  withdrawn!. 

The  Republican  plan  holds  down  ex- 
penses by  targeting  pai'ents.  Congi'ess' 

SECOND  CHANCE  TO  SAVE 

A  Republican-backed  bill  would  let  parents  catch  up 
on  missed  401(k)  contributioTis  in  two  ways: 

AFTER  FAMILY  LEAVE,  a  parent  would  have  three  years 
to  make  up  savings  missed  during  the  leave,  regardless 
of  employer  limits  on  annual  contributions 

AFTER  KIDS  GROW  UP,  a  parent  could  make  annual 
contributions  at  twice  the  level  an  employer  normally 
allows,  up  to  a  federal  limit  of  $11,400,  for  each  year 
the  parent  was  raising  children  and  didn't  work  or  didn't 
participate  in  a  401(k).  A  parent  could  claim  up  to  18 
catch-up  years. 

DATA:  SENATE  REPUBLICAN  RETIREMENT  TASK  FORCE 


Joint  Committee  on  Taxation  estimat 
that  catch-up  contiibutions  after  fam; 
leave  would  cost  less  than  $1  billion  ov 
five  years.  Although  there's  no  offic; 
estimate  for  the  18-year  catch-up,  i 
bound  to  cost  more.  StOl,  it  isn't  as  ge 
erous  as  it  might  seem:  If  parents 
posited  even  a  token  amount  in  a  401( 
diuing  a  yeai;  they'd  be  baired  fi-om  h 
er  making  catch-up  savings  for  that  ye, 
In  fact,  most  workers  who  quali 
for  401(k)  plans  do  contribute.  Benef 
consultant  Watson  Wy 
Worldwide  finds  that  77.5 
of  male  workers  in  their  4 
and  77.1%  of  females  parti( 
pate.  But  contributions  tei 
to  fall  far  short  of  curre 
limits:  Only  12%  of  fortysom 
thing  men,  and  7.8% 
women,  put  away  the  ma: 
mum  $9,500.  "What  you  ne( 
is  a  plan  that  lets  people  cs 
ry  forward  their  unused  co 
tributions,"  says  Sylvester 
Schieber,  dii'ector  of  resear* 
at  Watson  Wyatt. 
WHOSE  BREAK?  That  could  1 
hard  to  administer.  Jo 
switcliing  workers  would  ha 
trouble  keeping  track  of  co 
tributions.  And  opponents  also  argi 
that  only  upper-income  families  co 
take  advantage  of  higher  401(k)  hmi 
The  Clinton  Administration  hasn't 
taken  a  stand  on  the  catch-up  idea,  b 
officials  say  they'd  frown  on  funneli 
bigger  tax  breaks  to  the  better-off. 

Advocates  aren't  deteiTed.  While  sa 
ings  tax  breaks  cost  the  Treasury 
the  short  nan,  pension  investments  mo 
than  repay  the  loss  by  spurring  ec 
nomic  gi'owth,  argues  Dallas  L.  Sal 
bury,  president  of  Employee  Benefit  R 
search  Institute.  And  pension  eamin 
yield  more  revenue  later  because  they' 
taxed  as  ordinary  income,  vs.  the  low 
capital-gains  rates  other  investmen 
enjoy.  Instead  of  fretting  ov 
near-term   revenue  loss€ 
says  Salisbury,  Washingt( 
should  aim  for  a  flexible  poll 
of  "hfetime  savings." 

The  fii'st  test  of  that  grai 
concept  will  come  next  ye 
as  Republicans  push  the 
catch-up  plan  for  parent 


Gregg  (R-N.H.),  who  wrote   —  —   7  7  7 —     The  idea  will  face  stiff  opp 

the  WISE  bill. 

Business  groups  see  the 
germ  of  a  bigger  idea:  catch- 
up plans  for  all  workers.  An- 
nual limits  on  401  (k)s  "don't 
recognize  the  economic  reali- 
ty: There  are  times  in  your 
life  when  you  have  more  abU- 


sition.  But  all  of  those  50-ca 
die  birthday  cakes  are  su 
to  turn  up  the  heat  as  polii 
dans  search  for  new  ways 
help  baby  boomers  bui 
their  nest  eggs. 

By  Mike  McNam 
in  Washingti 
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To  jump-start  your  vacation  break,  keep  these  rips  in  mind. 

Travel  regions  are  seasonal  —  for  instance,  the  Caribbean  Ls 
on  half-price  sale,  more  or  less,  from  late  April  to  Thanksgiving. 

It  can  take  take  a  little  extra  time  to  get  to  some  of  the  best 
resorts  because  they're  off  by  themselves  and  very  private. 

Virtually  all  top  resorts  worldwide,  except  ones  strictly 
known  for  their  beaches  or  slopes,  now  have  golf  courses 
attached  or  nearby. 

Most  resorts  and  hotels  offer  special  long-weekend 
packages  —  they've  caught  on  to  the  executive  vacation. 
Use  your  American  Express  Platinum  Card  or  Visa  and 
MasterCard  Gold  Cards  for  upgrades  to  the  better  rooms. 

Resorts  for  the  well-off  are  often  tough  about  reservations, 
cancellations,  and  payinents  —  with  minimum  stays  of,  say, 
three  days  and  even  one  week  at  Christmas  and  no  return  of 
deposits  unless  requested  almost  a  month  in  advance. 

Simplifyng  your  final  bill?  Both  cruise  ships  and  land 
resorts  are  rapidly  moving  toward  all-inclusive  rates. 

Using  your  frequent-flier  miles  to  fly  to  a  getaway  is  tricki- 
er than  ever,  what  with  blackouts  and  other  restrictions  and 
flights  on  unfamiliar  regional  airlines. 

Top  travel  agents  are  still  more  helpfril  and  efficient  than 
web  browsing  hir  buying  into  a  fabulous  little  vacation. 

Most  major  hotel  chains,  such  as  Four  Seasons,  Hilton, 
Hyatt,  Marriott,  Regent,  and  Sheraton,  are  going  global 
and  providing  resorts  everif'where,  so  your  frequent-stay 
points  can  cut  expenses. 

GOING  FOR  GOLF  ABROAD 

The  great  game  has  spread  overseas  at  Indy  500  speed. 
Britain  has  l.SOO  courses  (460  in  Scotland  alone);  Ireland, 
3S();  France,  600;  Spain,  180,  and  Portugal,  38. 

Shop  around  for  quickie  weekend  golf  packages  through 
specialized  agencies  such  as  Golf  International  (800-833-1 38'^). 

(]ount  on  playing  European  courses  almost  year-round. 
"It's  a  much  milder  climate,"  says  GI's  David  Brice. 

Rent  clubs,  generally  $25  to  S3 5  per  bag.  "Most  execu- 
tives have  pangs  of  conscience  about  going  off  on  a  business 
trip  w  ith  a  bag  along,"  notes  Brice. 

Brace  yourself  for  hea\y  greens  fees.  The  average  in 
Britain  is  S60  to  $70;  on  the  Continent,  $40  to  $60. 

Take  along  your  own  balls.  They  cost  three  to  five  times 


more  in  Europe  than  here. 


Many  top  resorts 
such  as  the  Hyatt 
Regency  Grand 
Cayman  have  their 
own  golf  courses. 


SKIING  THE  SLOPES 

.American  vs.  European  ski- 
ing —  it's  always  a  tradeoff. 
"There's  nothing  like  the 
majesty  of  the  .\lps,"  says  a 

woman  who  has  skiied  both  continents  and  considers  the 
Three  Valleys  in  the  French  Alps  the  best  in  Europe. 
"But,"  she  adds,  "the  snow  is  more  reliable  at  .\spen.  Vail, 
Telluride,  .-Vita  and  Taos." 

Many  Europeans  apparently  agree.  They're  swarming 
all  over  American  slopes,  if  only  because  the  dollar  exchange 
rates  are  so  favorable  and  places  like  Aspen  are  so  chic. 

Equipment?  The  expert  advice  is  take  your  own  skiis  — 
or  boards  —  along  in  the  U.S.  But  rent  in  Europe  where 
most  resorts  provide  a  full  range  of  sizes  and  styles.  On  bal- 
ance, say  veteran  skiiers,  European  ski  packages  are  less 
expensive  than  those  at  .American  resorts. 

ON  THE  SAFE  SIDE 

If  you  like  action  and  adventure,  be  advised  that  most 
soft-adventure  sports  require  careful  preparation,  including 
training  and  wannups. 

Check  to  be  sure  you  have  proper  medical  insurance. 
The  high-end  cards  of  the  major  charge  companies  —  Visa, 
iMasterCard,  American  Express  and  Diners  Club  —  all  pro- 
vide some  coverage.  .\mex's  platinum  card,  for  example,  will 
take  you  to  the  nearest  hospital  by  helicopter  if  necessarv'. 
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Whether  you  enjoy  skiing  or  lazing  by  a  crackling  fire 
or  golfing  or  relaxing  by  a  poolside,  here  are  some 
quick  escapes  among  the  major  U.S.  business  centers. 

ATLANTA 

One  of  America's  best  golfing  enclaves,  HILTON  HEAD 
ISLAND  in  South  Carolina  has  two  dozen  courses.  Newest 
of  the  many  places  to  stay  is  Disney's  Hilton  Head  Island 
Resort  (800/647-7900).  Golfers  flock  to  the  Harbour 
Town  Golf  Links,  a  public  course  in  Sea  Pines  designed  by 
Pete  Dye  with  Jack  Nicklaus  consulting.  Among  the  choicest 
resorts  to  book  is  the  Hyatt  Regency  (803/785-1234),  which 
caters  to  golfaholics  by  providing  90  holes  to  play.  An  hour's 
flight  to  Savannah,  then  45  minutes  to  HH  by  limo. 

Only  an  hour's  flight  from  Atlanta,  ORLANDO  has  more 
than  Disney  —  in  fact,  the  Hyatt  Regency  Grand  Cypress 
(407/239-1234)  comes  with  a  Nicklaus  course  and  an 
ambiance  devoted  to  forgetting  business.  For  the  full  DIS- 
NEY WORLD  treatment,  stay  at  the  Edwardian-st\'le  Grand 
Floridian  (407/824-3000)  or  -  in  the  new  resort  area  adjoin- 
mg  Epcot  —  die  Beach  Club  (407/934-8000)  or  Yacht 
Club  (407/934-7000). 

BOSTON 

\^acationers  from  as  far  away  as  Te.xas  and  Italy  book 
Wauwinet  (800/426-8718)  to  savor  the  beaches,  dunes,  wild 
life  and  tranquility  of  NANTUCKET,  the  smallish  island 
"beyond  Martha's  \'ineyard."  Fly  in  from  Boston's  Logan 
Airjiort  or  LaGuardia  in  New  York.  Sail,  bike,  whet  your 
appetite  with  Cape  Codders,  and  dine  on  lobster  crab  cakes. 

New  England's  premier  ski  resort  is  still  STOWE,  VER- 
MONT, the  Currier  &  Ives  town  a  four-hour  drive  from 
Boston  or  one-hour  flight  to  Burlington  Airport,  plus  a 
45-minute  taxi  ride.  Book  the  Topnotch  Resort  and  Spa 
(800/45 1  -8686). 

DALLAS 

If  you're  doing  business  in  the  Dallas  area,  add  on  a  few- 
days  of  relaxation  and  exercise  at  the  Four  Seasons  Resort 
and  Club  (972/717-0700)  just  outside  die  city  in  LAS  COLl- 
NAS.  It  has  the  works:  pools,  tennis,  golf,  fitness  facilities  with 


The  lobby  at  the 
Four  Seasons 
Biltmore, 
Santa  Barbara, 
California. 


pleasant  accommoda- 
tions, and  an  above- 
average  kitchen. 


DENVER 

From  Denver's  new 
tent-style  airport,  fly 
United  Express  or 
regional  carriers  to  the 
ski  slopes.  Resorts  are 
getting  to  be  equally 
popular  for  spring- 
through-fall  mountain 
biking,  hiking,  swim- 
ming, and  golfing. 
At  ASPEN,  still  the  kingpin  with 
vacation  homes  owned  by  the  likes  of 
Disney's  ^Michael  Eisner,  Little  NeU 
(800/525-6200),  a  modem  lodge,  offers 
superbly  equipped  rooms  and  an  imbeat- 
able  location  next  to  Aspen  Mountain's 
Lift  #1.  For  the  authentic  flavor  of  the  Old  West,  antiques 
and  all,  book  the  Hotel  Jerome  (800/331-7213)  where  the 
rooms  transport  you  a  century  back  and  the  action  at  the 
J-Bar  is  upscale  raucous. 

Closer  to  Denver  on  1-70  is  the  Lodge  at  Vail  (800/237- 
1236),  an  Orient-Express  property  at  Lift  #1  in  VAIL.  The 
decor  is  Ralph  Lauren  blended  with  Laura  Ashley,  and 
apres-ski  -  or  apres-board  -  includes  dimier  at  the  superior 
Wildflower.  Another  top  skiing  site  is  the  Hyatt  Regency 
Beaver  Creek  (800/223-1234),  a  kind  of  hunting  lodge  with 
enviable  ski-in,  ski-out  service. 

Off  die  beaten  path,  the  Peaks  at  TeUuride  (800/789- 
2220)  boasts  a  one-acre-size  spa  as  good  for  your  health  as 
the  slopes  are  for  recreation  -  and  the  helicopter  skiing,  snow 
shoeing,  snowmobiling,  and  sleigh  rides  are  superbly  scenic. 

LOS  ANGELES 

The  Ritz-Carlton,  Laguna  Niguel  (800/241-3333), 
an  hour  south  of  LAX,  is  getting  to  be  a  landmark  resort 
because  of  its  blue-blazer  styling  and  clifftop  outlook. 


BUSINESS  WEEK  •  OCTOBER  6.  1997 


O         R  L  D 


BUSINESS 


CLASS 


Imagine  the  perfect  space 


More 
personal  space 
to  more  places 
worldwide 
than  any 
other  airline. 


-Shin  Takamatsti 
Architect 
Kyoto.  Japan 


United  States 


Architecture  is  like  calligraphy. 
The  power  isn't  in  the  structure, 
it's  in  the  space  around  it. 

"Which  is  why  I  appreciate  the 
space  in  World  Business  Class"" 
On  Northwest  Airlines,  space 
has  a  very  simple  and  direct 
relationship  to  the  human  body 
It  feels  like  it's  spreading 


'■/^i^.  out. .  .stretchmg  out 
toward  the  sky. 

Normally  I  can't  sleep  on 
airplanes,  but  in  Wodd  Business 
Class  I  sleep  very  well. 

Architects  earn  a  living  by 
sitting  in  small  chairs  10  hours  at 
a  time.  So  compared  tc^  working, 
flying  has  become  a  pleasure! 


1 


1  I  D  (i  I  N  G     ©'997  Northwest  Airlines.  Inc. 

PACIFIC     Northwest  recycles  enough  paper  products  in  one  year  to  save  over  16.000  trees.  O 


NORTHWEST 


|«800'447'4747  www.nwa.com 


 .here  was  a  time  when 

travel  was  still  an  adventure  to  yon. 
It  opened  your  eyes.  Inspired  you.  And 
always  gave  you  a  fresh  perspective  on  the  world. 

Fortunately,  there's  a  place  where  it  still  does. 
Step  into  any  Hyatt  hotel  or  resort,  and  discover 
again  the  joy  of  reaching  a  unique  destination. 

You  might  see  a  magnificent,  23-story  atrium 
in  our  lobby.  Or  a  panoramic  city  view  through 
the  windows  of  one  of  our  meeting  rooms. 

Or  Romanesque  arches  towering 
above  you  in  a  hotel  created  ^^^'^^"^'^ 
from  a  historic  train  station. 
And  everything  we  do,  from 
the  fine  art  we  commission  ^ 
to  the  exceptional  cup  of  coffee  we 
serve,  will  help  make  your  next  trip  a 
delightfully  new  experience. 

So  come  stay  with  the  people  of  Hyatt. 
Things  could  start  looking  up  from  the  moment 
you  check  in.  For  reservations,  contact  your  travel 
planner  or  call  Hyatt  at  1-800-233-1234. 


HYATT 


Feel  the  Hyatt  Touch 
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There's  the  Monarch  Beach  below,  with  a  splendid  golf 
course  nearby  and  classv  social  diversions,  from  afternoon 
tea  to  cocktails  to  fine  cuisine. 

A  top  resort  in  the  PALM  SPRINGS  area.  La  Quinta 
(800/854-1271)  sits  in  an  amphitheater  of  rocks,  with  individual 
casitas,  30  tennis  courts  and  four  championship  golf  courses. 

Al^  hour  and  a  half  up  the  coast  from  L.A.,  SANTA 
Barbara's  premier  showcase  is  the  Four  Seasons 
Biltmore  (800/332-3442),  complete  with  very  private  cot- 
tages, complimentary  luxury  services  and  gorgeous  views  of 
the  Pacific  and  the  Channel  Islands. 

Fly  south  of  LAX  to  Mexico's  CABOS  SAN  LUCAS,  an 
oasis  of  fim  at  the  tip  of  Baja  California,  and  you  can't  find 
a  better  springboard  for  snorkeling,  fishing  (especially 

tuna),  hunting,  horseback  riding, 
golf  and  tennis  than  the  new 
Westin  Regina  (800/228-3000). 


DONNA  KARAN, 

chairman  of  Donna 
Karan  International, 
one  of  the  tfor/t)',f  lead- 
ing fa.ihion  de^iign 
hon.ie^',  heaih  for  her 
Hampton  hoiwe  on 
Garduier  '^i  Bay  when 
iihe  \i  not  commuting  to 
Lonclon,  Milan, 
Flivence  —  or  travel- 
ing to  Bali  and  other 
Pacific  Rini  locale^'  — 
on  InunneM.  She  lofcj 
walking  on  the  beach 
and  hrowjing  in  flea 
market,!.  Twice  a  year 
jhe  duiappeaiM  to 
Tiicjon  [i  Canyon 
Ranch  where  ,ihe  like<i 
hiking  the  be<it  of  all 
the  jpa  \i  revitalizing 
acticitte.i. 


MIAMI 

The  South  Seas  are  at  your 
doorstep  if  you  fly  to  KEY  WEST 
and  hole  up  at  Little  Palm  Island 

(800/343-8567).  Surrounded  by 
turquoise  water,  graced  with  palm 
trees  and  gorgeous  flora,  the  tinv 
resort  is  so  lovely  and  secure  that 
the  Secret  Service  has  parked 
Presidents  on  the  premises  for  a 
few  days  of  relaxation.  There's 
plent\-  of  snorkeling  and  scuba 
diving  in  the  vicinitv. 


NEW  YORK 

Never  forget  it  —  BERMUDA  is 
onlv  an  hour  and  a  half  bv  air  from 
the  Big  Apple.  The  out):)ost  of 
Britain's  disappearing  empire, 
where  shorts  are  long,  boasts 
superb  golf  at  the  Marriott's 
Castle  Harbour  Resort  (800/228- 
9290)  and  the  Southampton  Princess  (800/223-1818). 

If  more  than  $1,000  a  night  doesn't  stiui  \  ou,  take 
L'S.^iruays,  a  charter  or  your  own  plane  to  The  Point 
(800/255-3530),  the  rustic  x^dirondack  camp  built  by  the 
Rockefellers  at  SARANAC  LAKE.  Boating,  hiking  and  bik- 
ing in  warm  months,  skiing  and  snowmoiiiling  in  the  win- 
ter. The  cuisine  is  tops. 

What  are  those  celebrit}'-packed  (Alec  Baldwin,  Steven 
Spielberg)  HAMPTONS  you've  heard  all  about?  Take  the 
Hamilton  Jitney  (800/936-0440)  from  42nd  Street  -  or  rent 
a  car  -  and  use  Gumey's  Inn  (800/848-7639),  perched 
high  above  the  Atlantic  Ocean  in  iMontauk,  as  your  base  tor 
exploring  this  enclave  100  miles  east  of  the  Big  Apple. 
Spring  and  fall  are  the  best  seasons. 


A  poolside  view  of 
the  Westin  Regina 
in  Cabo  San  Lucas 
in  Mexico. 


PHOENIX 

One  of  the  best  resorts  is  the 
Phoenician  (800/888-8234),  near 
Camelback  Mountain,  which  pro- 
vides extra-large  rooms,  poolside 
cabanas,  a  first-rate  spa  (The  Center 
For  Weil-Being)  and  excellent  casu- 
al and  formal  restaurants.  Another  is  the  venerable  but  still 
sprightly  Arizona  Biltmore  (800/950-0086),  with  Frank 
Lloyd  Wright  touches  and  a  celebrity  clientele.  Or  go  30 
minutes  up  the  road  to  the  Boulders  (800/553-1717),  a 
class  act  in  aptly  named  CAREFREE. 

About  a  two-hour  drive  northwest  of  Phoenix,  SEDONA 
is  the  New  Age  rage  among  vacationers.  Book  the 
Enchantment  Resort  (800/826-4180),  which  lives  up  to 
its  name.  Along  with  golf  and  tennis,  you  can  take  Jeep 
treks  through  Sedona's  red  rock  canyons. 

SAN  FRANCISCO 

On  the  rock-strewn  MONTEREY  COAST,  settle  into 
the  Lodge  at  Pebble  Beach  (408/624-38 11)  and  test  your 
handicap  at  the  world-famous  Pebble  Beach  course,  dotted 
with  pine  trees,  that  borders  the  Pacific.  The  eighth  hole  is 
the  demanding  one:  shoot  too  far  right,  over  a  chasm,  and 
you're  waterlogged.  A  45 -minute  flight  to  Monterey 
Airport. 

Silverado  Country  Club  &  Resort  (800/532-0500),  an 
hour  north  of  S.  F.,  has  just  about  the  best  golf  in  NAPA 
VALLEY,  and  along  with  the  two  courses,  plus  23  tennis 
courts  and  nine  pools,  you  can  enjoy  fine  dining  and  wining. 

SEATTLE 

If  you're  doing  business  at  Microsoft,  Boeing  or  other 
corporate  residents  in  the  winter,  spend  a  few  days  across 
the  Canadian  border  at  the  Chateau  Whistler  (604/938- 
8000),  75  miles  fi-om  Vancouver  in  BRITISH  COLUMBIA. 
The  12 -story  gothic  resort,  complete  with  picture  win- 
dows, a  huge  fireplace  and  dramatic  vertical  drops,  won't 
disappoint  you.  E.xpert  skiers  love  Blackcomb's  Couloir 
Extreme,  a  double-black  diamond. 


MCI  and  United  Airlines  are  proud  to  announce 
our  new  Mileage  Plus  partnership. 


:  waiting's  over.  Introducing  the  MCI/Mileage  Plus  Program.  For  a 
ted  time,  you'll  receive  3,000  Mileage  Plus®  bonus  miles  when  you 
up  for  long  distance.  Then  earn  another  5  miles  for  every  dollar* 
spend  on  long  distance  and  many  other  MCI  services.  The 
;s  are  automatically  posted  to  your  Mileage  Plus  account.  And  there's 
nonthly  spending  requirement  to  earn  miles,  so  every  dollar  counts, 
gine,  now  you  can  earn  miles  for  something  you're  already  doing. 

Earn  3,000  bonus  miles. 
Simply  call  1-888-MCI-UNITED 


United  Airlines 

Mileage  Plus 


MCI 
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EXECUTIVE  ESCAPES:  Best  Resorts  and  Sports 


Most  Bahamian  and  Caribbean  resorts  —  and  the  airhnes 
that  serve  them  —  now  feature  quick,  all-inclusive  three-to- 
four-day  "executive  escapes."  And  there  are  now  far  better 
air  connections  from  inland  U.S. 
cities  as  far  away  as  Chicago. 

Through  its  San  Juan  hub  or 
from  Ft.  Lauderdale,  Miami,  and 
other  Florida  cities,  American 
Airiines  (800/433-7.^00)  virtually 
blankets  the  Caribbean  with  tur- 
boprop or  jet  flights,  many  on 
American  Eagle,  to  islands  as  dis- 
tant as  Aioiba.  In  some  cases.  Air 
Jamaica,  Bahamasair,  LIAT,  and 
other  smaller  carriers  provide  the 
most  frequent  service. 

When  booking  a  resort,  phone 
direcdv  for  inside  advice  -  some 
have  toll-free  numbers  to  their  front 
desks  —  or  use  a  well-informed 
travel  agent.  The  Bahamas'  new 
area  code,  by  the  way,  is  242. 
If  you  want  to  take  a  quick  break  on  a  boat  —  on  a  liberal 
budget  —  here's  a  rough  estimate  of  the  major  a  la  carte 
expenses,  based  on  a  New  York  departure:  $200  one-way  to 
Ft.  Lauderdale,  $800  for  a  chartered  plane  to  a  Bahamian 
island  (only  $200  apiece  if  you  split  it  among  four  people  or 
two  couples),  $1,000  per  day  for  a  sizable  Bertram  or 
Hatteras  yacht,  food,  drinks,  fishing  gear,  snorkel,  and  scuba 


RICHARD  BRANSON 

chairman  of  the  Vinjin 
Group  of  Companiej, 
and  accompluihed  bal- 
loonu't,  retreaUi  with 
tanidy  to  hut  own 
Caribbean  report  — 
Necker  hland  —  for 
about  dix  weekx)  every 
iHtmrner  where  he  ri>e<> 
early,  playj  tennuu  anc) 
reach  or  aruwer^  up  to 
1 00 f axe.)  daily.  He 
occad  'wnally  calL  in  a 
helieopter  to  hover  over 
the  one-and-only  tennu< 
court  and  "jweep"  it. 


gear  and,  of  course,  sleeping  quarters  included. 

For  bareboat  chartering  for  four  to  seven  days  of  sailing 
in  the  British  \^irgin  Islands,  the  best  and  easiest  locale  for 
sailing  in  the  Caribbean,  figure  —  again  —  $1,000  a  day  split 
four  or  more  ways.  Phone  Moorings  (800/535-7289),  one  of 
the  most  reliable  charters,  for  rates  and  details. 

Here's  a  cross  section  of  some  top  Bahamian  and 
Caribbean  resorts  and  sports. 

FUN-ANIX-SUN:  Retreat  to  Chris  Black-well's  Pink  Sands 
Hotel  (800/688-7678)  on  channing  Harbour  Island,  next  to 
ELEUTHERA.  The  cottages,  on  high  jungle  ground,  are  deco- 
rated in  Blackwell  chic,  from  bits  of  whimsical  deco  and  Milan 
modem  to  shamanistic  artifacts.  The  beach  is  straightforward: 
magnificently  wide  and  long  and  made  of  pink  sand.  Exotic 
dining  al  fresco  amidst  flora  or  at  the  beachfront  Blue  Bar. 

From  Charlotte  .\malie  on  St.  Thomas,  take  a  Cessna, 
helicopter  or  boat  to  Richard  Branson's  Necker  Island 
(888/238-3926),  a  hilly  74-acre  resort  in  the  BRITISH  'VIR- 
GIN ISLANDS,  opposite  Virgin  Gorda,  where  the  decor  is 
Balinese,  the  pool  is  shimmering  and  the  sense  of  separation  - 
ft"om  anything  stressful  -  is  awesome.  Though  an  executive 
retreat,  the  1 0-bedroom  resort  (with  two  Bali  temple-style 
guest  quarters)  welcomes  leisure  guests.  Good  food,  too. 

On  PARADISE  ISLAND  in  Nassau,  South  African  impre 
sario  Sol  Kerzner  has  turned  the  former  Merv  Griffith 
property  into  Atlantis  (800/32 1-3000),  a  giant  aquarium  of 
grottoes  and  lagoons  with  guest  rooms  and  the  huge  casino 
attached.  But  the  class  act  is  the  rejuvenated  Ocean  Club 
(800/32 1-3000),  with  terraces  and  gardens  created  with 
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Huntington  Hartford  money  and  buffets  set  up  out  on  the 
lawn  Gatsby-style. 

On  ST.  BARTS,  a  classy  Caribbean  corner  of  France 
tiiat  has  always  been  an  island  apart,  the  Guanahani 
(800/223-6800)  is  an  array  of  colorful  cottages  with  white 
interiors  accented  in  tasteful  pastels,  covered  verandas 
and  secluded  gardens.  Dining  in  the  open-air  L'Indigo 
and  more  formal  Bartolomeo  is  stylish  (and,  like  just 
about  everything  on  St.  Bart,  expensive).  Swimming 
pools,  private  plunge  pools,  Jacuzzis,  tennis,  snorkeling. 


neighbor,  the  Hyatt  Regency  Cerromar  (800/233-1234), 
wind  through  a  lovely  plantation,  which  Laurance  Rockefeller 
bought  when  he  built  Dorado.  Both  resorts  are  a  half  hour's 
drive  west  of  SAN  JUAN  -  and  easily  reachable  in  minutes  by 
commuter  lines  based  at  San  Juan  International  Airport. 

On  a  three-or-four-day  cruise  out  of  San  Juan  aboard 
Royal  Caribbean's  Nordic  Empress  (800/327-6700),  play 
the  zigzag  18-holer  at  Mahogany  Run  during  the  port  visit 
to  ST.THOMAS.  The  shipboard  excursion  desk  can  make  all 
the  arrangements. 

nSHING:  Only  48  miles  off  die  Florida  coast,  BIMINI  is 
the  nominal  capiuil  of  Bahamian  fishing  with  catches  in  the  Gulf 
Stream  ranging  from  a  record  1,060-lb.  marlin  to  more  mod- 
est fry.  Fly  in  on  one  of  the  Pan  Am  Air  Bridge's  vintage 
seaplanes  -  or  go  by  boat  -  to  the  Bimini  Big  Game  Fishing 
Club  (242/347-3391)  where  platters  of  conch,  grouper  and 
chicken  laced  with  Kalik  beer  enhance  your  moments  of  relax- 
ation at  the  mezzanine  sports  bar  overlooking  the  macho  mari- 
na. Down  the  road  is  the  Compleat  Angler,  a  fish-and-jazz 
bar,  and  -  for  hero  worship  -  a  truly  neat  Ernest  Hemingway 
Museum  wallpapered  with  pictures  of  "papa"  during  his  mid- 
193  Os  love  affair  with  Bimini. 

For  bonefishing,  the  hottest  new  recreation  for  the  rod- 
and-reel  set  (including  President  Bush),  fly  out  of  Miami  to 


Chris  Blackwell's 
Pink  Sands  Hotel 
(far  left)  and 
Richard  Branson's 
Necker  Island 
Resort  (center) 
offer  serene 
environments  for 
executive  escapes. 
St.  Bart's  Hotel 
Guanahani (above) 
has  stylish 
accommodations. 


scuba,  windsurfing,  and  horseback 
riding.  Fly  there  by  way  of  St. 
Martin  —  four  hours  from  New 
York,  three  from  Miami  —  with  a 
10-minute  flight  by  plane  or  heli- 
copter on  the  final  leg. 

Don't  expect  tennis  or  golf,  but 
simply  forget  it  all  in  a  beautifully 
decorated  room  with  private  plunge 
pool  -  up  against  the  Caribbean  Sea 
-  at  the  cozy  Homed  Dorset 
Primavera  (800/735-2478)  on  the 
west  coast  of  PUERTO  RICO,  near 
Mayaguez.  Lovely  neo-classical 
pool,  superior  cuisine,  balconies  at 
waterside,  and  a  staff  that  pampers.  A  30-mmute  flight 
from  San  Juan  Airport. 

GOLF:  Head  for  the  Hyatt  Regency  Grand  Cayman 
(800/233-1234),  a  classy  countrj'-club  outpost  on  a  British 
island  that  doubles  as  a  tourist  and  tax  haven.  The  course  is 
a  Jack  Nicklaus  creation.  The  CAYMANS  have  world-class 
dive  sites. 

The  roller-coaster  mountain  course  on  NEVIS  -  at  the 
Four  Seasons  Resort  (800/332-3442)  -  challenges  even 
veteran  golfers.  Unless  you  fly  in  on  your  own,  allow  time 
for  plane  changes  -  to  fly  to  St.  Kitt's,  where  you  take  a 
launch  to  the  snazzy  resort. 

Familiar  but  still  fabulous,  the  champion  golf  courses  at 
Puerto  Rico's  Hyatt  Dorado  Beach  and  its  more  casual 


George  Town  on  EXUMA,  another 
Bahamian  "Out"  island.  Hole  up  at 
the  Peace  &  Plenty  Bonefish 
Lodge  (242/336-2551),  a  laid-back 
hotel  with  waterside  rooms,  shuttles 
to  Stocking  Island  beach  and  a  mini- 
straw  market.  Race  through  the 
turquoise  waters  on  a  Boston  whaler 
fish  grounds  where  you  wade  and  fly 
your  guide  and  throwing  the  bony  3- 
Have  a  Bahama  Mama  afterwards  to 


Executives  enjoy 
playing  golf 
at  the  Hyatt 
Regency 
Cerromar  in 
Puerto  Rico. 

to  the  wonderful  bone- 
-fish  -  taking  cues  fi"om 
lb.  (average)  catch  back, 
chill  out. 


This  text  was  written  by  Paul  Burnham  Finney.  Mr.  Finney  is  a  well-known 
journalist  with  expertise  in  worldwide  travel. 
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Contact  us  at  800-321-2211  or  www.courtyard.com.  Or  see  your  travel  agent. 


he  Corporation 


Ie  wears  work  shirts  and  totes 
his  business  papers  in  a  plastic 
bag.  He  bounces  around  Europe 
checking  on  stores,  quizzing  star- 
sales  clerks  on  product  details,  and 
ing  out  memos  wi-itten  on  paper 
dns.  Although  he's  71,  the  founder 
kea,  Sweden's  $5.8  billion  home- 
ishings  giant,  has  no  intention  of 
ing  down.  Ingvar  Kamprad,  who 
controls  the  company,  wants  to 
g  his  retailing  innovations  and  af- 
able  furniture  to  customers  as  long 
e  can.  "People  have  very  thin  wal- 
We  should  take  care  of  their  in- 
3ts,"  he  says. 

hese  days,  Kamprad  is  brimming 
a  new  sense  of  mission.  Forty  yeai"s 
r  pioneering  Ikea's  distinctive  as- 
ble-it-yourself  furniture,  he  has 
:hed  his  company  on  a  big  exj^ansion 
new  products  and  mai-kets.  This  fall, 
is  rolling  out  a  major  new  line  of 
Iren's  fumitm-e  and  toys.  Not  con- 
with  his  traditional  Western  Euro- 


pean base,  Kamprad  is  oiiening  up  eight 
new  stores — fi'om  Shanghai  to  Warsaw 
to  Schaumberg,  111.  Kamprad  envisions 
an  Ikea  that  gi-abs  customers  in  child- 
hood and  holds  on  to  them  for  life. 

Since  Ikea's  founder  is  getting  on,  an 
inevitable  question  looms:  What  will 
happen  after  Kamprad?  After  all,  he 
has  involved  himself  in  eveiy  detail  of 
Ikea's  gi'owth  and  expansion,  down  to 
the  recipe  for  Swedish  meatballs  served 
at  every  outlet's  restaurant.  Says 
Christopher  A.  Baillett,  a  Hai-vai'd  busi- 
ness school  professor  who  has  studied 
the  company:  "Kamprad  is  not  only 
Ikea's  chief  strategy  officer.  He  also  em- 


Kamprad  modeled  Ikea 
on  the  spartan  values 
of  his  native  village 


bodies  the  company's  values  and 
vision." 

Given  the  challenges  that  Ikea 
faces,  Kamprad's  eventual  retire- 
ment is  an  even  more  pressing  is- 
sue. The  company  is  fighting  ri- 
vals on  its  European  home  turf 
and  in  the  U.  S.,  where  it  has 
struggled  since  1985  to  set  up  a 
viable  business.  From  the  start, 
the  company  has  run  into  prob- 
lems— after  it  failed  to  tailor  prod- 
ucts to  U.  S.  tastes.  Now,  com- 
petitors such  as  Wal-Mart  Stores 
and  Target  Stores  are  gi-abbing 
market  share  ft'om  Ikea. 
GUT  FEELING.  Kamprad  is  pusliing 
ahead  with  the  same  zeal  that  has 
long  propelled  his  business.  Never 
using  mai'ket  studies,  Kamprad  re- 
lies on  his  instincts  to  expand.  In 
the  past  two  decades,  it  has  gi'own 
moi-e  than  tenfold,  to  139  outlets  in 
28  countries.  In  a  recent  bet  based 
on  gut  feelings,  Kamprad  decided 
to  go  ahead  with  Ikea's  China  ven- 
tui'e  after  managers  spent  little 
more  than  two  weeks  in  Shanghai 
and  Beijing. 

As  he  hustles  to  expand  his 
empire,  Kamprad  is  also  acting  to 
protect  it  from  his  own  family.  He 
decided  long  ago  that  none  of  his 
sons — Peter,  32,  Jonas,  31,  or 
Mathias,  28 — would  ever  control 
the  company. 
Although  all 
three  work  as 
Ikea  managers, 
Kamprad  was 
worried  that 
they  might  scjuabble  over  control  of  the 
company,  thus  destroying  it. 

So  Kamprad  transfeiTed  100%  of  his 
Ikea  equity  to  a  Dutch-based  chaiitable 
foundation  as  an  irrevocable  gift  in  1984. 
The  move  was  aimed  at  blocking  his 
sons  from  inheriting  the  company.  "My 
family  [will]  never  [have]  the  chance  to 
sell  or  destroy  the  company,"  Kamprad 
says  firmly.  If  it  weren't  for  its  com- 
plex structui'e,  Ikea  could  probably  fetch 
at  least  $6.1  billion,  or  18  times  last 
year's  aftertax  earnings  of  $340  million, 
analysts  figiu'e. 

Kamprad  looked  carefully  inside  the 
company  for  his  successor.  He  settled 
on  Anders  Moberg,  a  genial  Swede  who 
dropped  out  of  college  to  join  Ikea's 
mail-order  department  in  1970.  Moberg 
became  president  in  1986  and  now  iiins 
Ikea's  day-to-day  operations.  But  Kam- 
prad's evangelical  approach  to  business 
means  that,  in  practice,  he  watches 
every  step  Moberg  makes.  "I  put 
my  fingers  in  too  much,"  Kamprad  ad- 


FURNITURE 
FOR  KIDS 
PUTS  IKEA  ON 
TURF  WHERE 
FEW  RIVALS 
HAVE  TROD 


Yeah,  your  Web  site's  working  great. 
It's  stilL  taking  orders  for  a  product 
youVe  been  out  of  for  weeks. 


www.pandesic.com/info/inventory 


To  take  real  advantage  of  tlie  WeL's  potential,  you  need  to  lie  sure  your  site  is  more  tkan 
just  anotker  "order  taker.  "  It  needs  to  he  a  Rdly  integrated  fidfillment  macliine.  And  now 
wi  tk  tke  Pand  esic™  internet  kusiness  solution,  yours  can  ke.  It  automates  evei-ytking  Irom 
kilkng  and  accounting  to  skipping  and  kJfdlment — even  inventory  management  and 
financial  reporting.  Everyone  gets  tke  information  tkey  need — simultaneously  and 
automaticaOy — witk  realtime  reporting.  So  you  alwavs  know  tke  status  of  an  order. 
And  your  site  will  never  take  an  order  for  sometking  you  don  t  kave.  Visit  our  site  for 
more.  Or  call  1-888-349-ekiz,  e.xt.  200.  Your  site  will  never  come  up  skort  again. 


how  a  business  does  ©business 
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mits.  Deadpans  the  47-year-okl  Moberg: 
"Nobody  can  replace  Mr.  Kamprad." 

Moberg  doesn't  seem  to  mind  the 
meddhng.  But  he  woiries  about  the  fu- 
ture. "What's  good  for  yesterday  won't 
necessaiily  be  good  for  tomoiTow,"  he 
frets.  Two  years  ago,  he  warned  em- 
ployees that  Ikea  was  "in  crisis."  He 
explains:  "I  wanted  to  wake  the  organi- 
zation up." 

Moberg's  effort  to  shake  Ikea  out  of 
complacency  seems  to  be 
working.  For  the  year 
ended  Aug.  31,  1997, 
Ikea's  sales  jumped  21%. 
Although  its  furniture, 
toys,  and  housewai'es  are 
piiced  20%  to  30%  below 
rivals',  analysts  estimate 
that  Ikea's  sales  per 
square  foot  are  three 
times  the  industry  aver- 
age. Ikea's  estimated  8%- 
to-10%  pretax  margin  is 
twice  as  high. 

But  Kamprad  and 
Moberg  are  keeping  the 
pressure  on  Ikea's  35,000 
employees.  Kamprad 
shows  up  without  warn- 
ing at  Ikea's  design  cen- 
ter in  Almhult,  Sweden, 
to  check  on  the  new  chil- 
dren's line.  Kamprad 
dreamed  up  the  concept 
in  1994,  explaining  it  to 
managers  in  a  handwrit- 
ten memo.  An  Ikea  team 
recioiited  psychologists  to 
help  create  600  new 
products,  from  egg- 
shaped  cribs  to  fabric 
dolls.  "It  is  Ikea's  most 
important  project  in 
modem  times,"  Kamprad 
says. 

PENNY-PINCHER.  Tlie  l  oll- 
out  has  mn  into  glitch- 
es, though.  Ikea  has  re- 
called some  140,000 
stuffed  animals  because  they  failed  safe- 
ty tests.  Moberg  admits  quality  control 
fell  short.  "We're  examining  our  way  of 
doing  things,"  he  says.  Even  so,  firnii- 
ture  consultants  such  as  C.  Britt 
Beemer,  chaimian  of  America's  Reseai'ch 
Grou]),  predict  Ikea  will  score  with  its 
new  Hne  because  few  of  its  competitors 
specialize  in  children's  furniture. 

Froi!i  his  earliest  years  in  business, 
Kamprad  has  modeled  the  company  to 
fit  the  spartan  values  of  his  village  of 
Agunnaryd,  Sweden,  as  well  as  miiTor 
his  brand  of  offbeat  innovation.  At  17, 
Kamprad  began  selUng  magazines  from 
his  family's  faiTO,  called  Elmtaryd.  He 


set  up  Ikea — an  acronym  for  Ingvar 
Kamprad  Elmtaryd  Agunnaryd — in 
1943.  When  he  moved  into  fumitm-e  in 
the  1950s,  Kamprad  upset  his  rivals 
with  unorthodox  practices.  CaUing  his 
nonhierarchical  worldview  "the  Ikea 
way,"  he  beheves  Ikea  helps  "democra- 
tization" around  the  world  by  selling 
well-designed  furniture  at  low  prices. 
He's  a  notorious  penny-pincher,  forbid- 
ding Ikea  executives  to  fly  fii-st  class 


THE  STRATEGY:  WHAT  IKEA  MUST  DO 

ASSURE  SUCCESSION  Founder  Ingvar  Kamprad,  71, 
needs  to  loosen  his  reins  and  let  his  designated  successor 
manage  freely. 

MEET  COMPETITION  Beat  back  me-too  rivals  that  have 
swarmed  into  value-priced  furniture  and  furnishings  retailing. 

GO  GLOBAL  Expand  from  saturated  and  mature  European 
markets  into  fast-growing  Asia.  Secure  U.S.  profitability. 

INNOVATE  MORE  Create  a  stable  of  new  ventures,  such 
as  Children's  Ikea,  to  nurture  future  sales  and  profits. 

DATE  BUSINESS  WEEK 


and  shaiing  hotel  rooms  vrith  liis  sons  to 
save  money  on  business  trips. 

Kamprad's  frugal  values,  while  ex- 
treme to  some,  are  a  plus  in  a  world  of 
cutthroat  competition.  In  another  bid 
to  beat  its  rivals,  Ikea  is  investing  heav- 
ily in  new  stores.  Apart  from  its  new 
push  in  Central  Europe  and  Asia,  Ikea 
is  spending  $50  milHon  on  a  new 
Schaumberg  (111.)  superstore,  the  fu'st 
in  a  chain  of  much  larger  outlets.  Since 
Ikea's  history  in  America  has  been  woe- 
ful, that's  a  major  bet  on  a  turnaround. 
"We  have  had  so  many  fiascoes,"  Kam- 
prad says  with  a  sigh.  Wlien  the  fii-st 
Ikea  store  opened  in  Philadelphia  in 


1985,  it  sold  European-size  cuitains  t 
did  not  fit  American  windows.  "Am^ 
cans  just  woulcbi't  lower  their  ceilings 
fit  our  ciutains,"  Kamprad  jokes. 

Then,  in  1990,  Ikea  snapped  up  f 
stores  ovvnied  by  Stor  Furnishings 
ternational  in  California,  just  as 
economy  plunged  into  recession.  Wl 
the  new  stores  went  into  the  red, 
sobered  everybody  up,"  says  Joseph 
Rydberg-Dumant,  head  of  Ikea  cata 
services,  who  was  responsi 
for  launching  the  outk 
Notes  Isaac  Lagnado,  prii 
jml  at  Tactical  Retail  Soluti( 
Inc.  in  New  York:  "Ikea  ca 
in  with  a  certain  an"oganc( 
NO  DEBT.  The  company 
humbler  now.  In  the  past  t 
years,  Ikea  has  shaken  up 
North  American  operati 
shuttering  two  of  its  21  sto 
and  slashing  office  staff.  Th 
days,  Ikea  designs  about  o 
tliird  of  its  pr'oducts  especi 
for  the  U.  S.  Sofas  are  firr 
and  kitchen  cabinets  are  de 
er  to  match  American  ap 
ances.  Last  year,  the  No 
American  unit  turned  a  pr 
on  $859  million  in  sales,  s; 
the  division's  pr-esident, 
Kjellman,  but  he  won't 
close  ear-nings.  But,  Kjelln 
adds,  "I  am  not  satisfied." 
he  is  boosting  spending  on 
vertising  to  fight  competit 
fi'om  Ethan  Allen  Interi 
Inc.  and  Pier  1  Imports  In 
Can  Ikea  handle  all  thi: 
once?  Remar-kably,  expe 
say,  Kamprad  has  be 
str-apped  Ikea's  expansion 
far  with  almost  no  debt.  ^ 
its  strong  cash  flow,  II 
should  be  able  to  finance 
expansion,  analysts  figiu-e. 

  as  it  gr-ows,  Moberg  adn 

Ikea  must  improve  servic( 
existing  stores,  where 
tomer-s  complain  about  long  lines  an 
dearth  of  sales  help. 

The  crowds  at  Ikea  wareho 
stores  show  that  the  Swedish  ret 
er's  prices  and  pr-oducts  still  attr 
shoppers.  But  Kamprad  confesses: 
problem  for  me  is  how  long  I  stay 
our  or-ganization."  Like  many  an 
trepr-eneui'ial  startup  that  struggles 
succeed  beyond  the  founder-,  Swed« 
fur-nitur-e  giant  is  sure  to  miss  Ki 
prad's  dominating  presence  when  h( 
nally  retires. 

By  Julia  Flynn  in  Almhult,  Swec 
with  Lon  Bongionio  in  New  York  c 
bureau  reports 


How  do  you  really  ieel  about  technology? 


It  gives  you  power,  it  takes  it  away.  It  makes  your  life  easier,  it  makes  your  life 
miserable.  Of  course  you  have  mixed  feelings  about  technology.  You're  only  human. 

But  that's  okay,  we  can  help.  Because  as  an  integrated  technology  services 
provider  we  can  help  you  take  care  of  the  design,  acquisition,  management 
and  protection  of  your  corporation's  technology  infrastructure.  Centralized  or 
decentralized.  Enterprise  Server  or  PC.  All  manufacturers. 

We'll  make  sure  the  systems  and  networks  working  for  you  today  don't  work 
against  you  tomorrow. 

No  inflexible  commitments.  No  power  struggles.  No  dysfunction.  No  angst. 
Just  the  ongoing  feeling  that  technology  is  your  friend,  not  your  foe. 


COMDISCO 


A  TECHNOLOGY  S £ B ¥  IC  E  S  COMPANY 


To  learn  more,  visH  www.comdisco  com  or  call  T -800- 272-9792. 
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MEETINGwithaCALL 


A generation  ago,  long-distance  telephone  service  was 
widely  heralded  as  "the  next  best  thing  to  being  there." 
Now,  thanks  to  technological  advances  like  AT&T's 
audio,  video,  and  data  collaboration  teleconferencing  services, 
there's  a  whole  new  spin  on  the  "next  best  thing." 

AT&T  Teleconference  Services  is  a  clock  availability  and  the  ability  to 

business  innovation  that  AT&T  terms  make  standing  reservations  tor  teiecon- 

"meeting  with  a  call."  Nissan  Motor  ference  calls.  AT&T  also  otters  a  num- 

Corporation,  U.S.A.,  calls  it  "Innovative  ber  of  specialized  services,  including 

Marketing"  and  regularly  uses  state-of-  listening-only,  broadcasting,  recording, 


the-art  multipoint  videoconferencing 
from  AT&T  Teleconference  Services  to 
"have  very  timely  discussions  regarding 
issues  that  are  important  to  the  whole 
Nissan  family,"  comments  Dennis 
Welsh,  Information  Technology  man- 
ager for  Nissan.  "Videoconferencing 
allows  us  to  share  the  details  ot  infor- 
mation—  charts,  graphs  and  other 
documents  —  on  a  real-time  'face-to- 
face'  basis,  says  Welsh.  The  sessions 
"save  time,  and  we  can  quickly  imple- 
ment changes  that  are  decided  upon 
during  the  meetings." 

A  RANGE  OF  CALLING  OPTIONS 

Saving  time:  it's  |ust  one  ot  the 
ways  in  which  AT&T  Teleconference 
Services  are  benefitting  business  execu- 
tives around  the  world.  Convenience  is 
another.  What  once  was  a  relatively 
cumbersome  undertaking,  teleconfer- 
encing is  now  a  simple  and  streamlined 
matter. 

Among  the  numerous  callmg 
options,  the  most  straightforward  is 
Operator-Dialed  TeleConference  Service, 
in  which  an  AT&T  operator  handles  all 
of  the  arrangements  for  a  teleconference 
call,  phoning  each  participant  individu- 
ally Alternatively,  participants  can  be 
given  a  special  telephone  number  and 
access  code  that  permit  them  to  join  a 
teleconference  from  wherever  they 
are  —  from  domestic,  as  well  as  many 
international  locations. 

Along  with  these  multiple  calling 
options  come  benefits  like  round-tlie- 


transcription,  and  translation. 

Ir 


MAKING  BUSINESS  WORK  BETTER 

It's  all  designed  to  make  business 
work  better.  Tom  Lonsbury,  manager  of 
voice  communications  for  Caliber 
Technology,  Inc.,  the  information  tech- 
nology arm  of  Caliber  System,  Inc.,  a 
leading  transportation  and  logistics 
company,  is  sold  on  the  service.  "It's  one 
of  the  finest  products  that  AT&T  offers," 
he  says.  "We're  confident  that  call  details 
will  be  handled,  so  we  can  concentrate 
on  the  messages  to  be  delivered." 

He  should  know.  His  firm  partici- 
pates in  more  than  S, ()()()  teleconference 
calls  a  year.  One  particularly  memorable 


event  was  a  10-hour  call  that  involved 
1,300  employees  in  conference  rooms  in 
22  cities  throughout  the  country.  "It 
went  without  a  hitch,"  says  Mr. 
Lonsbury.  "And  the  best  part  was  the 
money  we  saved.  What  we  accom- 
plished on  that  call  would  have  taken 
four  and  a  half  days  of  meetings." 

A  TOOL  FOR  INNOVATION 

Other  subscribers  are  using  AT&T 
Teleconference  .Services  in  even  more 
innovative  ways.  Mark  Wapnick,  an 
attorney  in  Los  Angeles,  had  become 
frustrated  by  the  hours  he'd  spend  on 
the  road  going  to  and  from  court,  then 
waiting  endlessly  in  court- 
rooms for  his  cases  to  be 
called — often  for  a  proceeding 
lasting  five  minutes  or  less. 
And  so  he  and  his  partner, 
Robert  Alvarado  invented 
"CourtCall,"  a  service  that 
allows  attorneys  to  "appear" 
in  court  by  telephone  in  cer- 
tain non-evidentiary  pre-trial 
proceedings. 

CourtCall's  teleconferenc- 
^  ing  supplier?  According  to 
Mr.  Alvarado,  "We  decid- 
ed to  go  with  the  biggest 
and  the  best.  AT&T  had 
the  capacity  for  our  antici- 
pated call  volume,  as  well  as 
standardized  call-in  procedures  and  a 
fantastic  support  team." 

Whether  in  the  form  of  routine  busi- 
ness conferences  or  unique  court  pro- 
ceedings, AT&T  subscribers  around  the 
world  are  "meeting  with  a  call"  in  more 
ways  than  ever  before.  It  truly  has 
become  the  next  best  thing  to  being 
there. 

For  more  information  visit  AT&T  at 
http://www.att.com/teleconference  or 
call  1-800-232-12.^4. 


Kevin  R,  Hopkins,  who  heads  a  San  Diejjo-baied 
corpiiratc  communicaticins  tompany,  writes  frc- 
cjuently  about  technology  and  telecommunications 


AT&T 

Teleconference 

services 

Audio.     Video.      Document  Sharing. 

V  everyone  can  see  things  the  way  you  do.  With  AT&T  Teleconference  Services,  people  scattered  near 
far  can  see  and  hear  each  other.  And  thanks  to  document  sharing,  they  can  also  work  on  the  same 

uments  in  real-time.  All  from  their  desktops.  Desktop  conferencing  puts  everyone  on  the  same  page, 
you  on  the  road  to  success.  To  learn  more  about  AT&T  Teleconference  Services,  visit  us  at 

w.att. com/teleconference  or  call  I  800  232-1234  Ext. 400. 


It's      all      within      your  reach 


The  Corporation 


PACKAGING 


WHAT'S  FOILING 
THE  ALUMINUM  CAN 

The  new  fizz  is  in  glass  and  plastic,  and  makers  like  Alcoa  are  getting  flattened 


When  Ai-iZona  Beverages, 
the  iced-tea  company 
based  in  Lake  Success 
on  New  York's  Long  Island, 
decided  to  spice  up  its  offer- 
ings, it  didn't  tamper  with  its 
formula  of  water,  sugar,  tea, 
and  flavorings.  Instead,  the 
comjjany,  owned  by  Feroli- 
to,  Vultaggio  &  Sons,  put  its 
best  minds  to  work  dream- 
ing up  a  snazzier  container 
AiiZona's  elaborate,  squeez- 
able new  sports  bottle,  with 
a  nozzle  just  like  the  ones 
athletes  use  to  guzzle  on  the 
run,  is  about  to  hit  store 
shelves.  Of  the  $1.50  con- 
sumers will  pay,  a  full  28^  is 
for  the  bottle — substantially 
more  than  the  cost  of  the 
drink  inside  and  quadi-uple 
the  cost  of  JOLTIN'JOE: 
a  plain  alu-  STARBUCKS 
minum  can.    GETS  GLASSY 
It  may  be  the  most  expensive 
soft-drink  container  on  the 
market.  But  it  probably  won't 
be  the  priciest  for  long. 

Gone  are  the  days  when  al- 
most every  soda  and  beer 
product  on  store  shelves  came 
in  identical  aluminum  cans. 
Siu'e,  Coke  was  red  and  Pepsi 
was  blue,  but  underneath  the 
paint  was  the  same  sturdy, 
flip-top  container.  Today,  bev- 
erage makers,  looking  to 
ti-ump  rivals,  are  demanding 
new  shapes  and  features.  Just 
as  technical  advances  allowed 
the  aluminum  industry  to 
seize  the  can  business  from 

HOME  RUN? 
COORS  BEER 
IN  A  BAT 


COFFEE 


steel  in  the  1960s,  innovations 
from  plastic,  glass,  and  even 
^fc  good  old  steel,  are  undermin- 
ing aluminum's  hegemony. 

That's  a  problem  for  Alu- 
minum Co.  of  America  and  its 
competitors  in  the  aluminum 
industry.  Over  the  past  20 
years,  they  have  come  to 
dominate  the  $11  billion 
beverage-container  market. 
Cans  account  for  one-fifth  ^ 
of  the  aluminum  sold 
in   North   America,  ^ 
which  makes  it  the 
industiy's  biggest 
business — bigger 
than  airplane 
parts  or 


ia| 


THE  COMPETITION 


Glass  is  making  a 
comeback  with 
beermakers,  while 
elaborate  plastic 
bottles  swell  soft 
drink  sales 


siding  for 
houses.  The  $7  bil- 
lion worth  of  paper-thin 
can  sheet  produced  a  yeai\ 
one-tliird  of  it  by  Alcoa,  would 
Liffice  to  wrap  the  entire  island  of 
Manhattan  in  aluminiun,  Christo  style. 
Moreover,  the  can  business  has  been 
the  key  to  gi-owth  for  aluminum  compa- 
nies, which  scmTied  to  build  mills  in  the 
'80s.  Now  they  find  themselves  swamped 


with  capacity.  The  likely  upshot  is 
soUdation,  with  smaller  players,  incluc 
Reynolds  Metals  Co.,  exiting  the  b 
ness  and  giants  such  as  Alcoa  gobb' 
them  up.  But  even  if  Alcoa  picks  u 
few  mills,  the  flat  domestic  can  busit 
will  provide  little  of  the  growth  C 
man  Paul  H.  O'Neill  needs  to  push 
$13  billion  company  to  his  lofty  go; 
$20  billion  by  the  turn  of  the  century, 
stead,  the  company  will  have  to  i 
ahead  with  international  acquisitii 
push  its  metal  into  the  auto  b 
ness,  and  hook  the  Third  Work 
aluminum  cans. 
STILL  FLAT.  At  home,  Al 
No.  2  Alcan  Aluminum  L 
and  the  others  find  little  ( 
furt.  Although  the  indu; 
produces  a  staggering  100 
lion  cans  a  year,  that  nu 
has  been  flat  for  three  ye; 
Increasingly,  the  humble 
is  being  relegated  to  the  o 
modify  comers.  That  mean 
doesn't  show  up  often  in 
SQUEEZABLE:  and  m 
ARIZONA  ICED  gins 
TEA  IN  PLASTIC  lower. 

Aluminum  has  1 
been  marketed  on  j 
formance  and  pr 
But  these  days, 
gi'owth  Ues  in  the  gli 
new  designs  that  ot 
materials  do  better.  G\i 
bounced  ft-om  the  soda  market 
plastic  and  aluminum  over-  the  past 
decades,  is  staging  a  comeback  ami 
beermakers.  There,  spurred  by  mi( 
brews,  the  emphasis  is  on  a  premi 
look.  From  1985  to  1996,  glass  increa 
its  share  of  beer  packaging  from 
to  37%,  while  aluminiun's  portion  shr 
from  56%  to  51%.  Meanwhile,  in  soda, 
novations  such  as  Coke's  plastic  cont 
bottle  are  muscling  aluminum  asi 
Plastic  bottles  are  even  finding  t\ 
way  into  vending  machines,  where 
minum  was  once  invincible.  Now  plas 
industry  researchers  are  working 
come  up  with  a  nonporous  compel 
that  could  be  used  to  hold  beer. 
This  materials  war  has  forced  i 


you  to  a  world  of  system 
solutions  more  advanced  than  you  might  have 
imagined.  Everything  from  digital  systems 
that  connect  document  processing  to  your 
network,  to  America's  number  one  copier 
company  15  years  running.* 

And  while  others  may  try  to  impress  you  with 
their  name,  we  use  technological  leadership  to 
make  our  point. Take  the  NP  6085,  for  instance, 
A  high-volume  copier  that  introduces  both  central 
reproduction  and  departmental  users  to  a  new 
level  of  productivity  And  the  GP200R  the  most 
advanced  digital  solution  yet  for  copying, 
printing,  faxing  and  scanning  directly  on  your 
network.  Advanced  systems  the  competition 
would  prefer  you  not  know  about. 

So  if  you're  looking  for  the  right  solution 
for  your  office,  look  a  little  further  And  a 
little  higher  For  more  information,  call 
l-800-OK-CANON  anytime,  or  visit  us  on  the 
Web  at  http://www.usa.canon.com. 


AND 
AT  THE 
EDGE. 


Source:  Dataquest 

A  Gartner  Group  Company 
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minum  companies  to  rethink  the  plain 
aluminum  can  and  spend  more  on  eye- 
catching shapes  and  textures.  "It's  [plas- 
tic] trying  to  grab  our  market  that 
keeps  us  working  as  hard  as  we  do," 
says  George  Bergeron,  president  of  Al- 
coa's Rigid  Packaging  Div.  At  the 
same  time,  the  intense  compe- 
tition prevents  them  from 
ratcheting  up  prices  too 
much.  Indeed,  when  they 
attempted  to  pass  on  high- 
er aluminum  costs  to  the 
beverage  companies  two 
years  ago,  the  beer  and 
soda  pop  giants  noisily  be- 
gan exploring  alternative 
materials.    Quickly,  alu- 
minum   makers  brought 
prices  down. 

For  further  growth,  Alcoa 
and  rival  aluminum  makers 
must  look  to  Asia  and  South 
America.  In  those  markets, 
long  shelf  lives  and  iffy  refrig- 
eration and  transport  all  favor 
aluminum  over  plastic.  "Brazil's 
growing  faster  than  anywhere 
in  the  world,"  says  Brian  W. 
Stm-gell,  executive  vice-president 
at  Alcan,  which  is  spending  $350 
million  there  to  expand  can  capacity. 

How  did  aluminum  lose  its  grip  on 
the  beverage  can  in  the  U.  S.?  After 
all,  glass  breaks,  and  plastic  is  oxygen- 
porous,  which  means  sodas  go  flat  in  a 
couple  of  months.  Further,  plastic  bot- 
tles, taller  and  more  wobbly  than  cans, 
are  slow  to  fill,  and  they  often  tip 
over — as  aluminum  makere  love  to  point 
out — if  the  conveyor  belt  moves  too  fast. 
"PROFITABILITY  <SAP."  Conversely,  alu- 
minum is  pure  efficiency.  Over  the 
years,  aluminum  makers  have  relent- 
lessly shaved  costs,  whittling  down  the 
tliickness  of  the  sheet  microns  at  a  time. 
Meanwhile,  they  and  their  customers 
have  developed  technology  to  punch  out 
cans  at  machine-gun  speed  and  to  fill 
them  at  an  astonishing  rate  of  2,000  per 
minute.  With  then-  technology  and  mar- 
keting, aluminum  makers  created  a  gi- 
ant market  for  themselves;  can  produc- 
tion in  Noith  America  has  quintupled  in 
the  past  20  years.  And  the  product  is 
everything  a  Wal-Mart  manager  could 
desire.  Cans  are  cheap,  they  ship  and 
stack  well,  and  the  fizz  lasts  forever. 

Trouble  is,  the  growth  isn't  in  the 
Wal-Mart  side  of  the  beverage  business. 
Tliis  point  became  painfully  clear  to  alu- 
minum executives  v/hen  they  attended 
an  industry  conference  in  Atlanta  last 
spring.  There  they  heard  Coca-Cola 
Co.'s  technical  operations  manager, 
George  Gourlay,  extol  the  giant  soda 


maker's  newest  package — and  listened 
to  him  turn  the  cherished  values  of  the 
aluminum  industry  inside  out.  Gourlay 
explained  that  Coke  had  come  up  with  a 
gi'eat  new  bottle  that  was  more  expen- 
sive than  the  can,  slower  to  fill,  and  far 
quicker  to  lose  its  fizz.  And  the  com- 
pany just  loved  it. 

Gourlay  was  describing 
Coke's  20-ounce  "contour" 
bottle.  In  1995,  Coke  over- 
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back  with  its  superior 
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like  a  brimming 
beer  glass 
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came  gi-eat  technical  hurdles  to  produce 
a  plastic  bottle  with  its  trademark 
swirls.  Creating  the  bottle  was  just  the 
first  step.  Coke  also  had  to  tinker  with 
the  machinery  to  keep  the  bottles  from 
tipping  over  or  foaming  up  too  quickly. 

Do  consumers  appreciate  such  effoits? 
You  bet.  When  Coke's  contour  bottle 
hit  the  coolers  in  the  convenience  stores, 
consumers  reached  for  it.  The  fii'st  year, 
growth  topped  50%  in  many  markets 
and  has  averaged  20%  since.  "Today, 
the  consumer  makes  a  decision  based 
on  how  a  product  looks  and  feels," 
Gourlay  says.  PepsiCo  Inc.  estimates 


that  its  own  20-ounce  "Big  Slam"  bot 
earned  it  an  extra  $400  million  in  hi 
margin  sales  its  first  year  and  a 
on  the  market.  "They  sell  20  ounces 
a  buck,  while  you  can  buy  a  12-pacl 
cans  for  $2.39,"  says  Alcan 's  Stur 
"It's  an  amazing  profitability  gap." 

Natui-ally,  soft-di-ink  makei-s  ai'e  pi||j 
into  this  single-sei"ve  gold  mine.  The 
dustry  now  produces  almost  5  bill 
20-ounce  plastic  bottles  a  year,  man;j 
attention-grabl 
shapes.  Cadb 
Schweppes  PLC 
come  out  vrith  a 
called  splash  bo| 
made  of  plai 
while  its  Dr  Pe 
unit  sells  a  plai 
bottle  with  a  cci 
shaped  head.  I 
next  year,  says 
bottling  company 
ficial,  Pepsi 
launch  an  em 
"family"  of  plai 
packages.  In  ti; 
he  predicts,  "ev« 
one  wiU  have  bra 
specific  bottles." 
Paradoxica 
brand-specific  bottles  are  exactly  wj 
existed  a  generation  ago,  when  s 
pop  was  still  sold  in  glass.  In  the 
though,  aluminum,  with  its  gi'eat 
nomic  efficiencies,  bulled  into  the  n 
ket.  But  with  pi'emium  brands  p; 
aged  just  like  generics,  beverage  mal 
became  mii'ed  in  endless  pi'ice  wars 
woke  us  up,  and  we  saw  we  had  to 
ate  a  difference,"  says  PepsiCo's  Rol 
C.  Meyer,  vice-president  for  packag 
innovation.  When  beverage  compai 
looked  for  those  innovations,  pla 
makers  were  only  too  ready  to  oblij 
Aluminum  isn't  giving  up  shai'e  w 
out  a  fight,  though.  In  addition  to  i 
shapes  and  sizes,  the  industry  is  exj 
imenting  with  reclosable  lids  and  pii 
ing  aluminum's  superior  gi'apliics.  Cr( 
Cork  &  Seal  Co.,  for  example,  create 
Heineken  can  that  is  shaped  and 
ored  like  a  brimming  beer  glass.  B 
weiser  is  working  on  an  embossed 
that  will  have  a  silky  feel.  "It  will  o 
us  a  tactile  sensation  that  sepai'ates  i 
from  the  competition,"  says  Johr 
Marota,  vice-president  for  retail  ( 
ative  services  at  Anheuser-Busch  ( 
Of  coui-se,  all  these  innovations  dep 
on  consumers'  willingness  to  pay  e) 
for  the  same  old  beer  and  cola  in  i 
bottles.  If  that  changes,  it  will  be  b 
to  the  old  reliable  flip-top  for  everyi 
By  Stephen  Baker  in  Pittsburgh,  i 
Nicole  Harris  in  Atlanta 
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MANAGEMENT 


AN  OLD  BRAKEMAN  FACES 
HIS  ULTIMATE  TEST 

Can  Dick  Da\idson  get  the  Union  Pacific  back  under  control? 


It  was  an  apt  close  to  a  long,  trjing 
summer  for  Richard  K.  Davidson, 
chief  executive  of  Union  Pacific  CoriD. 
On  the  Friday  before  Labor  Day,  a  con- 
trite Davidson  faced  a  crowd  of  300  an- 
gry customers  in  the  Man-iott  Aii-port 
Hotel  near  Houston.  Apologizing  for  a 
stiing  of  fatal  train  wrecks  and  a  series 
of  huge  bottlenecks  plaguing  the  coun- 
try's biggest  railroad,  Davidson 
promised  to  end  the 
delays  that  have 
cost  shippers  mil- 
lions of  dollars.  "He 
got  up  there  and  ate 
crow,"  says  Edward 
H.  Rastatter,  poUcy 
director  for  the 
National  Industrial 
Transportation 
League,  the  ship- 
pers' group  that  or- 
ganized the  meeting. 

Davidson.  55,  has 
been  eating  a  lot  of 
crow  since  he  took 
over  as  ceo  of  the 
Sll  billion  Dallas- 
based  railroad  and 
tinicking  company  in 
January.  Follo\\ing 
in  the  footsteps  of 
the  outspoken  for- 
mer U.  S.  Trans- 
portation Secretary 
Drew  Lewis,  the 
low-key  Kansan  had 
hoped  to  make  his 
mark  by  pulling  together  the  two  un- 
wieldy railroads  that  Lewis  combined 
in  last  fall's  S4  billion  Union  Pacific- 
Southern  Pacific  merger.  Instead,  the 
37-year  railroad  veteran  finds  himself 
at  the  controls  of  a  stumbling  company. 
TIRED  CREWS.  So  why  can't  this  self-de- 
scribed "operating  guy"  get  the  trains 
lomning  on  time?  "That's  a  damn  good 
question."  blurts  a  fnjstrated  Davidson 
over  a  recent  steak  dinner  in  Omaha.  To 
critics,  the  answer  is  cleai-  An  aiTogant 
UP.  which  also  swallowed  up  d'hicago  & 
North  Western  in  1995.  is  showing  the 
strains  of  managing  two  huge  mergers 
in  two  years.  "WTien  you're  growing 


that  fast  with  any  business,  you  open 
yourself  up  for  eiTOi'?,"  says  Robert  L. 
Evans,  manager  of  rail  transportation 
for  Occidental  Chemical  Coi-p.  in  Dallas. 

Indeed.  Davidson  is  increasingly  fac- 
ing heat  from  all  sides.  Irate  shippers 
are  claiming  miUions  in  losses  as  a  result 
of  UP  delays  along  the  Gulf  Coast,  and 
some  are  seeking  penalties.  The  rail- 
road is  also  under  siege  by  federal  reg- 


AN  "OPERATING  GUY" 

TP's  snafus  eat  at  Da\idson, 
who  came  up  through  opera- 
tions and  made  his  reputation 
running  the  vast  rail  net^vork 

ulators,  who  charge  "a  fundamental 
breakdown"  in  the  company's  abiUty  to 
operate  safely.  Meanwhile,  disgruntled 
employees  are  threatening  a  walkout 
unless  UP  fixes  "deplorable"  safety  prob- 
lems, including  fatigued  workei-s  and  in- 
experienced dispatchers,  says  Clai-ence 
V.  Monin.  international  president  of  the 


Brotherhood  of  Locomotive  Engine( 
Da\idson  concedes  management  i 
steps.  But  he  also  contends  that  fad 
beyond  his  control — ranging  from 
weather  to  backups  caused  by  the  IV 
ican  railways — are  equally  at  fa 
Wlierever  blame  Ues,  he  is  on  the 
seat.  Sensing  opportunity  in  uf's  pi 
lems,  Burlington  Northern  Santa 
Corp.  intends  to  ask  the  govemra 


DAVIDSON'S 
WOBBLY  RIDE 

►  Already  strained  from  a  $4 
billion  merger  with  Southern 
Pacific,  UP  faces  massive 
congestion  and  delays  in 
Texas.  Irate  shippers,  defect- 
ing to  competing  lines  and  to 
truckers,  may  seek  millions  ir 
damages. 


►  After  three  recent  fatal 
accidents,  Davidson  is  under 
fire  from  state  and  federal 
regulators  charging  poor 
training,  employee  fatigue, 
and  defective  equipment. 


►  Some  union  leaders  are 
threatening  a  walkout  over 
safety  issues  and  accuse  UP 
of  retaliation  against  workers 
who  complain. 


for  tempoi-ar\'  control  of  some  lt  tra 
Shippers,  meanwhile,  are  defecting. 

Already,  the  snafus  have  cost 
dearly.  James  J.  \'alentine  of  Saloi 
Brothel's  Inc.  figures  the  delays  and 
business  will  cost  up  more  than  .? 
million  in  pretax  earnings  for  1997, 
ering  his  net  profit  estimate  to 
million  on  SI  1.4  billion  in  revenue.  W 
stUl  a  2S%  rise  over  last  years  eami 
before  special  charges,  the  drag  i 
spill  over  into  next  year.  And  invest 
ai-e  jitteiy:  From  ai-ound  72  in  July, 
stock  is  now  trading  ai'ound  64. 

Union  Pacific's  troubles  are  part 
larly  galling  for  an  executive  who 
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his  teeth  working  the  rails.  Raised  on  a 
Kansas  farm,  Davidson  went  to  work 
in  1960  as  a  brakeman  on  the  Missouri 
Pacific  to  support  himself  while  studying 
history  at  Washburn  University  in  Tope- 
ka.  Good  pay  and  steady  work,  rather 
than  a  love  for  railroading,  convinced 
Davidson  to  forego  plans  for  law  school. 

He  moved  quickly  through  the  ranks, 
becoming  a  superintendent  of  the  rail- 
road's largest  division  at  the  age  of  27. 
Long  hours  and  a  willingness  to  tackle 
tough  jobs  propelled  his  rise.  His  first 
big  break  came  when  an  early  boss  suf- 
fered a  heart  attack  and  he  was  asked 
to  take  charge  of  building  a  rail-cai*  clas- 
sification yard  in  Fort  Worth.  "There 
were  many,  many  nights  I'd  work  all 
night  long,"  he  recalls. 
"CLASS  ACT."  A  no-nonsense,  detail-ori- 
ented manager,  Davidson  built  his  rep- 
utation by  getting  hp's  vast  network  to 
run  smoothly.  By  the 
time  the  Missouri  Pa- 
cific and  Union  Pacific 
merged  in  1982,  he 
had  risen  to  vice-pres- 
ident of  operations. 
Davidson's  reputation 
for  running  a  solid 
railroad  caught  the 
eye  of  rivals.  In  1994, 
he  was  offered  a  top 
job  at  Burlington 
Northern,  which  was 
suffering  its  own  operational  problems 
and  lacked  an  heir  apparent  to  then- 
c'EO  Gerald  Grinstein.  "When  you  looked 
around  the  industry  at  that  time,  up 
was  the  class  act,"  says  a  bn  executive. 

Despite  his  successes,  sources  close  to 
the  company  say  CEO  Lewis  was  ready 
to  let  Davidson  leave,  but  the  board 
wanted  to  keep  him.  Lewis  didn't  return 
calls  seeking  comment,  but  some  say 
he  wanted  a  more  visionaiy  successor 
who  could  rally  employees  and  cus- 
tomers. Lewis  had  brought  in  outsiders 
with  such  qualities  in  the  past,  including 
Michael  Walsh  and  Ronald  J.  Burns, 
who  ran  the  rail  unit  after  Davidson 
was  named  president  of  the  pai'ent  com- 
pany. Recruited  fi-om  Enron  Corp.  in 
1995,  the  outgoing  Burns  wooed  cus- 
tomers and  tried  to  shake  up  up's 
stodgy  culture.  "Customers  loved 
Bums,"  says  one  big  shipper. 

Indeed,  even  before  its  current  woes, 
shippers  complain  that  up  was  hardly  a 
customer'-friendly  place.  Customers 
praise  Bums  for  shaking  up  marketing 
and  service  at  up  and  for  frankly  dis- 
cussing problems.  A  letter  Burns  wi'ote 
apologizing  to  shippers  in  late  1995  dur- 
ing the  bungled  C&NW  merger — which 
Davidson  speai'headed — was  widely  seen 


as  a  key  factor  behind  Bums's  atui 
i"esignation  late  last  year.  Davi^q 
won't  comment  on  Bums's  departus 

With  Biu-ns  gone,  Davidson  mus1r 
ly  the  troops  to  win  back  custonn 
Throughout  the  mergers,  he  has 
gated  much  of  the  day-to-day  ojra 
tions  to  his  lieutenants.  Now,  he  vo\;  ti 
be  more  hands-on.  "I  haven't  bee  j 
close  to  the  railroad  in  the  last  coup ' 
years  as  I  used  to  be,"  he  confer 
For  starters,  he's  spending  four  oiiy 
days  a  week  in  Omaha  rather  th;!  i 
up's  posh  new  Dallas  headquarters 

Davidson's  immediate  hurdle  is  Uij 
prove  service.  He's  already  vovve  ' 
hire  1,500  train  and  yard  crew 
yearend,  a  6%  increase.  And  to 
out  the  logjam,  Davidson  will  ad 
other  327  locomotives  to  the  260  i 
planned  to  buy  this  year.  And  th 
the  earUer  fiasco  with  c&NW  had  le 


HIGHBALLING 


With  federal 
safety  regulators  hovering  arou 
and  shippers  suing,  Da\ddson  is 
hiring  more  crew  and  upgradin 
equipment  as  fast  as  he  can 


to  go  slowly  in  merging  with  SP,  Di 
son  is  now  speeding  up  the  integri 
of  theii"  infoiTnation  systems  by  60  c 

In  the  wake  of  Davidson's  late 
mer  rnea  culpa,  shippers  have  b( 
to  praise  up's  efforts  to  tackle  the  p 
lems  openly,  a  sharp  contrast  to 
way  it  handled  complaints  after 
c&NW  merger  "They're  not  wasting 
circling  the  wagons,"  says  shij 
Theodore  Prince,  senior  vice-presidei 
steamship  company  K  Line.  "They  f 
the  music." 

The  safety  complaints  may 
tougher  to  derail.  UP  recently  es 
lished  a  hotline  for  employee  sa 
complaints,  and  training  for  dispatc 
has  been  doubled,  to  six  months, 
feder'al  regulators  still  hover  over  o 
ations,  and  U.  S.  Raih'oad  Administr 
Jolene  M.  Molitoris  charges  that  a 
ture  of  intimidation  has  kept  wor 
fi'om  reporting  problems.  Lairy  W. 
sons,  a  United  Tr-ansportation  Unioi 
ficial,  grouses  that  managers  "ta, 
good  fine  on  safety,  but  if  it  costs 
money,  they  don't  want  to  do  it."  ) 
Clitics  like  that,  a  beleaguered  Davi( 
still  has  plenty  to  do  beyond  simply 
ting  the  trains  back  to  running  on  t 
By  We7idy  Zellner  in  Orri 


Data  warehouses  are  becoming 


strategically  vital  to  a  business's 


success^  But  the  truth  is,  many  are 


than  an  expensive    ^  j 


outgrown  right  after  they're  delivered. 
They're  simply  overwhelmed  by 
ever-increasing  amounts  of  data.  Unless 
you  have  EMC  Enterprise  Storage!" 


hard  go°^^;;;"*e  teal  estate  \ 
trehouses-^^^^^^,entetpr«^^^^^^    sa\  f^c, 

^"'^^traccessWe,cen«-^f^^^^^  't^'' 
aware  that       v^ouses  are  {< 

«=^^'^'^.Tebu^"'^n='^!:rest?ate-  1^, 
age'-f^.^ponentrnt^^-^,^ 


It's  the  only  solution  that  k 


eeps 

mission-critical  information  available, 
y,  even  m  the 
growth.  And  it's 
the  only  way  to  refresh  data  from 
multiple  sources  without  sacrificing 


protected  and  timel 


e  of  explosive 


ice.  To  find  out  h 


o  w 


performan 

a   data   warehouse    with  EMC 
erprise  Storage  can 
help  you  instantly 
respond  to  the 


Not  Without 
EMC  Enterprise 

^ffff^fjQ         respond  to  the  ever-changing 
ThCj^  ^^fGH  tm       needs  of  your  business 
call  1-800-424-EMC2,  ext.  121 


and 


we'll  send  you  an  interactive  CD-ROM. 


Or  visit  us  at  www. 


emc.com. 


EMC 

The  Enterprise  Storage  Company 
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Economics 


PRICING 


ASK  AND  IT  SHALL 
BE  DISCOUNTED 

Business-to-business  bargains  are  becoming  a  way  of  life 


Peregiine  Inc..  a  Southfiekl  (Mich.) 
auto-paits  maker,  is  about  to  close 
a  big  contract  with  a  paint  suppli- 
er. In  the  old  days,  it  would  be 
pusliing  for  an  up-fi'ont  price  discount. 
But  today,  says  Pereginne's  director  of 
supply  management,  Jean  Francois 
Lutz,  the  company  is  getting  veiy  dif- 
ferent concessions:  a  mtiltiyeai'  con- 
tract with  gtiaranteed  on-time 
deliveries,  low  reject  rate: 
and  no  down-the-road 
price  hikes.  Rather 
than  go  for  the  quick 
savings,  says  Lutz. 
"We  intend  to  en- 
sure high  quality 
and  price  stability." 

It's  well  known 
that  few  companies 
pay  list  price  in  pe- 
riods of  low  infla- 
tion. But  in  the 
past,  business-to- 
business  discounting 
usually  took  the  fonn 
of  ordinaiy  price  reduc- 
tions. Those  deals  could  easily  be  re- 
scinded once  things  got  tight  and  sellei"s 
gained  the  upper  hand. 

While  traditional  price-cutting  remains 
widespread,  new  forms  of  business-to- 
business  discounting  are  taking  hold  as 
well.  Based  on  long-tenn  relationships 
and  dramatic  production  changes,  these 
concessions  may  outlast  the  current 
business  cycle.  "Tliese  days,  eventhing 
is  negotiable,"  says  Donald  Ratajczak, 
dii'ectoi'  of  Georgia  State  University's 
Economic  Forecasting  Center. 

Suppliers  aren't  exactly  roUing  over 
and  pla\ing  dead.  Some  are  tning  to 


LONG-TERM 
CONTRACTS 

Buyers  are 
demanding  long- 
term  contracts, 
with  no  price 
hikes  over  the  life 
of  the  deal 


shield  themselves  fi'om  price  pressure 
by  mai'keting  to  niches.  Othei-s  are  shift- 
ing incentives  so  salespeople  are  paid 
on  profitability  rather  than  volume.  But 
buyei-s  ai-e  getting  more  creative  as  well 
in  extracting  concessions.  That  hand-to- 
hand  combat  is  one  reason  inflation  re- 
mains in  check  in  spite  of  strong  eco- 


One  example  is  suppUers'  use  of  I 
low-mai'ket-rate  financing  to  undenvr 
the  piu'chase  of  theii-  products.  Makt 
of  telecommunications  geai*  such  as 
cent  Technologies  Inc.,  for  instance, 
ten  sell  equipment  to  startups  in 
turn  for  a  share  of  whatever  revem 
the  shak>'  newcomei-s  generate  from 
infrastructure. 
FREE  REPAIRS.  It's  also  common  for  si 
pliers  to  bear  the  cost  of  canning 
ventory  while  committing  to  dehv 
goods  on  a  daj^s  notice  or  less.  Suppli( 
pro\ide  senices  such  as  repaii*s  with( 
charge.  And  Bob  Harlow,  senior  \i 
president  for  supply  chain  manageme 
at  the  automotive  unit  of  Tenneco  Ii 
says  buyers  ai-e  demanding  longer-te 
contracts  than  ever  before — with 
price  increases.  Says  Harlow:  "We  ( 
pect  supphers  to  keep  us  competitiv 
Perhaps  the  biggest  innovation  is 
promise  to  improve  quality  at 
same  or  lower  price,  Mej 
buyers  have  been 
manding  it  for  yea 
Now  midsize  comj 
nies  are  forcing  th 
suppliers  to  m( 
the  same  hi 
standards.  Com] 
uch  as  Tf 
and  Pe 
the 


mes  s 

neco 

grine. 


au 


nomic  gi'owth  that  othenrise  might  have 
kicked  off  an  upward  spiral  in  prices 
by  now.  In  fact,  the  producer  price  in- 
dex has  fallen  at  an  annual  rate  of  2.2% 
this  yeai-. 

As  favorable  as  the  ppi  measiu'e  is.  it 
may  actually  overstate  inflation  at  the 
producer  level.  First,  while  the  Labor 
Dept.  has  improved  its  ability  to  captui-e 
tine  prices,  some  companies  remain  re- 
luctant to  divulge  exactly  how  much 
they've  been  discounting.  More  impor- 
tant, the  PPI  doesn't  fiilly  capttu-e  other 
seller  concessions,  such  as  generous  fi- 
nancing teiTTis. 


parts  maker,  w( 
closely  with  supj 
ers  to  meet  the 
goals,  often  shari 
computer  syste 
and  even  some  f^an( 
information. 
In  cases  where  the  relationship 
tween  buyei^s  and  sellei^s  is  more  casu 
ordinary  price-cutting  is  the  rule — a 
list  price  evokes  little  more  than  knc 
ing  smiles  fi*om  buyej-s.  That's  especi 
ly  ti"ue  when  products  such  as  deskt 
computers  become  commodities.  "D 
counting  really  takes  on  a  hfe  of 
own."  says  Jeffi-ey  W.  Bennett,  a  vii 
president  at  consultants  Booz.  Allen 
Hamilton  Inc.  "People  start  to  say,  '1 
a  Ib^c  discount  kind  of  customer.' " 
Indeed,  supphers  have  become  so 
liant  on  discoimting  that  they  find  thei 
selves  the  punchline  of  the  old  jokfi 


CARRYING 
COSTS 

Sellers  must 
agree  to  carry 
inventory  and 
provide  just-in- 
time  deliveries 


QUALITY 

Suppliers 
maintain  their 
price,  but  agree 
to  quality 


BUNDLING 

Sellers  throw 
in  extras,  such 
as  aftermarket 
service  or 


improvements  at     upgrades,  for 
no  extra  charge      their  best 
customers 


FINANCING 

Buyers  are  getting 
concessions  on 
loans  and  lease 
financing,  or  pay- 
ing bills  late  with 
impunity 
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SAVIN  JUST  WON  OVER 
SOME  OF  THE  TOUGHEST  JUDGES  AROUND. 


THE  NMAL  ASSOCIffnON  OF  LEGAL  SECRETARIES. 

If  theres  one  organization  whose  members  generate  and  duplicate  more  documents  than 
just  about  anyone  else,  its  the  National  Association  of  Legal  Secretanes.  Because  to  these  legal 
eagles,  documentation  is  cmcial. 

So  when  NALS  named  Sa\an  the  Official  Copier  of  NALS,  we  were  justifiably  thrilled.  After 
all,  to  be  endorsed  by  NALS  is  like  getting  a  high  court  stamp  of  approval. 

For  infomiation  about  Savin  document  handling  solutions  that  will  win  you  over,  contact 
us  at  1-800-234-1900  or  www.sa\an.com.  And  reach  your  own  verdict. 
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Legal  Affairs 


selling  at  a  loss  and  ti-^ing  to  make  it 
up  on  volume.  Says  Boston  University 
marketing  professor  Richard  Harmer,  a 
senior  fellow  at  Framingham  (Mass.) 
consultants  Strategic  Pricing  Group: 
"Nine  out  of  10  of  our  clients  find  they 
aren't  making  any  profit  on  the  cus- 
tomers they  thought  were  theii'  bread 
and  butter." 

Discounting  has  been  particularly 
fierce  in  digital  wii-eless  communications. 
In  the  past  few  months,  competition  has 
caused  airtime  charges  to  plunge  fi-om 
45(2  a  minute  to  25c.  But  the  service 
providers  are  protecting  then-  margins 
by  beating  down  their  own  equipment 
suppliers.  Lowell  C.  McAdam,  execu- 
tive \ice-president  of  PrimeCo  Personal 
Communications  LP,  says  that  just  a 
year  ago,  only  one  company  made  the 
digital  handsets  that  PrimeCo  includes 
as  part  of  its  monthly  fee.  Now  there 
are  five  manufacturers,  and  McAdam 
says  that  allows  him  to  slash  his  own 
costs:  "We  get  this  new  competition, 
and  we  get  the  advantage." 
SURGICAL  STRIKES.  Another  big  shift: 
In  the  early  1990s,  the  trend  was  to 
gi-ant  business  units  autonomy  in  pur- 
chasing, on  the  theoiy  that  their  man- 
agers knew  best  what  they  needed. 
Now,  at  least  for  commodities  such  as 
long-distance  phone  sei-vice,  companies 
have  retumed  to  central  purchasing  to 
gain  leverage. 

That's  certainly  the  game  plan  of 
health-maintenance  organizations.  The 
rise  of  HMOS  has  forced  doctors  and  hos- 
pitals to  swallow  price  cuts  that  would 
have  been  unthinkable  just  a  few  years 
ago.  Hospitals,  for  instance,  still  cling 
to  price  lists  that  ask,  say,  $25,000  for  a 
heart  surgeiy.  But  big  companies  and 
their  insurers  demand  discounts  of  30% 
or  more  on  such  procedures.  "Almost 
eveiybody  has  a  deal,"  says  Towel's  Per- 
rin  principal  Joe  Martingale. 

Discounting  has  been  key  to  holding 
down  health-care  inflation.  Over  the  past 
four  years,  fist  prices  for  hospital  cai-e 
have  risen  by  nearly  24% — more  than 
double  the  I'ate  of  inflation.  But  figure  in 
discounting,  and  it  tums  out  that  actual 
prices  rose  a  modest  15%. 

How  long  will  sellers  keep  making 
concessions?  Probably  quite  a  while. 
An  old-style  10%-  discount  can  always 
dry  up  in  the  face  of  supply  shortages. 
But  much  of  the  new  discounting — 
such  as  cjuality  improvements,  just-in- 
time  deliveries,  and  long-term  con- 
tracting— represents  a  fundamental 
change  in  the  way  companies  do  busi- 
ness. So  even  if  capacity  does  tighten, 
such  structural  changes  should  en- 
dure— thrilling  buyers  and  keeping  in- 
flation well  in  check. 

By  Hoimrd  Gl"ckman  in  Washing- 
ton, with  Gary  McWilliams  in  Houston 


ANTITRUST 


YOUIL  CHARGE  WHAT 
I  TELL  YOU  TO  CHARGE 

Will  the  Supreme  Court  allow  manufacturer-set  price  ceilingi 


In  early  1992,  Barkat  U.  Khan  opened 
a  Unocal  76  filling  station  in  Addi- 
son, 111.  He  bought  all  of  his  gasoline 
from  State  Oil  Co.  in  Greyslake,  111., 
which  set  a  "suggested"  retail  price. 

Although  the  contract  did  not  pro- 
hibit Khan  from  selling  above  the  sug- 
gested rate,  it  may  just  as  well  have: 
State  Oil  said  that  if  Khan  charged 
more,  he  would  have  to  give  the  suppli- 
er all  of  the  excess  revenues.  By  Janu- 
ary, 1993,  Khan  was  so  broke  he  could 
not  pay  rent  on  his  station.  After  State 
Oil  evicted  him,  he  filed  suit,  arguing 
that  the  company  had  limited  his  ability 
to  compete  by  setting  what  amounted  to 
a  maximum  price — a  practice  that  has 


been  illegal  for  nearly  three  decadi 
On  Oct.  7,  the  U.  S".  Supreme  Coi 
will  hear  arguments  on  the  case, 
what  is  expected  to  be  the  most  imp 
tant  business  decision  of  the  new  te 
A  coalition  of  large  manufacturers 
fi'ancliise  companies,  including  Pillsbu 
General  Motors,  Burger  King,  Mi 
Brewing,  and  Eastman  Kodak,  wai< 
the  Com!  to  revei^se  cmTent  Uuv  and  H 
low  them  to  set  ceihngs  on  retail  pric; 

Manufacturers  contend  that  if  t 
prevail,  prices  of  goods  ranging  frc 
cameras  to  fast  food  will  begin  to  f; 
Supporting  them  ai-e  tnistbusters  at 
Justice  Dept.  and  the  Federal  Ti-a 
Commission,  who  believe  that  allowi 
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price  ceilings  would  by  definition  be  pro- 
consumer. 

But  franchisees  and  retailers  say 
manufacturers  are  just  out  to  gi-ab  a 
bigger  share  of  profits.  They  wony  that 
a  squeeze  on  margins  will  force  many 
distributoi-s  out  of  business,  which  would 
I'educe  competition  and  let  sm-vivors  set 
higher  prices.  In  their  corner  are  33 
state  attorneys  general,  who  have  been 
gi'anted  special  permission  to  present 
an  oral  argument  defending  the  law. 

Whoever  is  right,  the  case  could 
bring  about  a  dramatic  power  shift. 
"This  really  pits  manufacturers  against 
retailers  in  a  classic  way,"  says  Stephen 
M.  Axinn,  a  New  York  antitinst  lawyer 
If  the  court  sides  with  suppliers,  he 
says,  "you  are  going  to  see  manufac- 
turers dictating  prices 


to  resellers  in  a 
far  more  aggi'essive"  fashion. 

The  Supreme  Court's  ruling  is  likely 
to  turn  on  the  issue  of  whether  certain 
kinds  of  price-fbcing  are  good  for  con- 
sumers. In  the  late  iy60s,  the  Court 
ruled  that  setting  maximum  resale 
prices  was  automatically  illegal,  argu- 
ing that  dealers,  who  are  closer  to  the 
market  than  suppliers,  know  better  how 
to  set  competitive  prices.  But  in  the 
yeai's  since,  many  antitnist  experts  have 
concluded  that  the  ban  is  too  restric- 
tive and  theorize  that  there  may  be  sit- 
uations where  maximum  prices  may 
promote  competition. 
BIKE  HIKES.  Indeed,  prockict  makei-s 
contend  that  by  setting  ceiling  prices, 
they  will  unleash  more  competition 
among  brands.  This  is  particularly  true, 
they  say,  in  markets  where  dealers  have 
exclusive  temtories  or  agTeements  on  a 
product.  Suppliers  gripe  that  during 
promotions,  such  dealers  sometimes 
pocket  incentive  cash  rather  than  pass 
discounts  on  to  consumers.  Also,  manu- 
facturers say  they  have  little  control 
when  exclusive  dealei-s  jack  up  prices  on 
popular  products — and  that  they  suffer 
because  such  behavior  reduces  sales  vol- 
ume and  erodes  brand  loyalty. 

One  example  is  Harley  bikes.  The 
motorcycles  ai'e  so  popular,  says  Harley- 
Davidson  Motor  Co.  spokesman  Steve 
I'iehl,  that  some  dealers  have  sold  the 
bikes  at  a  $500-t!)-$  1,000  premium  over 
the  manufactui  t  )-'s  suggested  retail 


price — a  response  to  the  product's 
scarcity.  Piehl  argues  that  such  "oppor- 
tunistic" dealers  hurt  the  reputation  of 
the  company,  especially  with  first-time 
buyers.  The  company,  he  says,  depends 
on  happy  customers  who  buy  more, 
bikes,  accessories,  and  leather  jackets, 
and  join  company-sponsored  clubs.  "If 
this  is  a  first-time  customer,  we  want 
them  to  have  a  positive  experience  com- 
ing in,"  Piehl  says. 

Price  ceilings  are  particularly  critical 
to  fi-anchisors,  the  value  of  whose  prod- 
ucts is  based  on  unifonnity  in  services, 
appearance,  and  quality.  But  fi-anchisors 

TUG  OF  WAR 


Tfie  U.S.  Supreme  Court  will 
hear  State  Oil  vs.  Khan  on 
Oct.  7,  deciding  on  whether 
maximum  prices  should 
remain  illegal.  The  warring 
parties'  arguments: 


MANUFACTURERS  WANT 

MAXIMUM  PRICES  TO:  ^ 

•  Boost  sales  volume  by 
lowering  prices  to  consumers 

•  Protect  reputation  of  brand 
names  by  preventing  price  gouging 

•  Enable  franchisors  to  force 
outlets  to  engage  in  nationwide 
price  promotions 


RETAILERS  SAY 
SUCH  CONTROL: 


•  Would  narrow  their  profit 
margins,  forcing  many  of  them 
out  of  business 

•  Is  unrealistic  since  competitive 
conditions  vary  by  locality 

•  May  make  it  too  expensive  for 
retailers  to  improve  services 

can't  force  dealers  to  carry  price  pro- 
motions, and  customers  are  often  irked 
when  their  local  dealers  are  not  partici- 
pating. Not  long  ago,  for  instance,  fi-an- 
chise  operators  in  New  York  refused  to 
go  along  with  a  McDonald's  Corp.  pro- 
motion of  55^  Big  Macs.  It  was  a  big 
embarrassment  for  the  company,  which 
quickly  scrapped  the  promotion. 

Many  fi-anchise  operators,  who  claim 
they  often  lose  money  on  advertised 
items,  say  they  hope  to  make  up  losses 
by  more  sales  on  other  products.  But 
that  doesn't  always  happen.  Bob  Siyg- 
ley,  a  McDonald's  owner-operator  in 
Monticello,  Ai'k.,  says  the  Big  Mac  pro- 


motion was  a  loser  for  him.  If  operate 
are  forced  into  promotions,  it  "woi 
be  disaster,"  says  Siygley.  "Eveiybod; 
already  discounting  in  oui*  business  ji 
to  keep  market  share." 

Srygley  and  other  retailers  ins 
that  the  issue  is  one  of  survival.  Th 
argue  that  big-name  mianufacturers 
faraway  cities  have  no  way  to  asse 
local  conditions.  A  competitive  price 
one  community  could  kill  profits  in 
other  Particularly  vulnerable,  they  s; 
are  mom-and-pop  retailers  and  speci 
ty  stores,  which  may  charge  a  lit 
more  but  attract  customers  by  offeri 
convenience  and  other  services. 
FEAR  OF  COLLUSION.  Indeed,  retail( 
and  others  argue  that  rather  than  lo 
ering  prices,  maximum  resale  pric 
could  actually  lead  to  price  increas 
For  instance.  Khan,  the  service  stati 
operator,  had  wanted  to  drop  the  pr 
of  low-gi'ade  gas,  where  competition  m 
stiff.  But  he  couldn't  afford  to,  he  clair 
because  it  was  impossible 
him  to  offset  the  init 
loss  by  raising  the  pri 
on  high-grade  gas. 
Scenarios  such 


that  worry 
many  state 
regulators. 
Pamela  Jones  Harbour, 
deputy  attorney  general 
New  York,  believes  maximum  prict 
restraints  could  lead  to  collusion  ami 
manufacturers  and  dealers  to  rai 
prices.  She  wonies  that  rather  than  s| 
ting  low  maximiun  prices,  manufacti; 
could  fix  a  price  ceiling  above  marlj 
levels.  That  could  signal  dealers  to  ra 
theii'  prices,  in  tiuTi  ijiducing  other  ml 
ufacturers  to  raise  their  maximi 
prices.  Manufacturers  could  get  a  pid 
of  that  higher  retail  price  by  raisi 
wholesale  prices  to  the  dealer.  So  pric 
which  now  may  be  all  over  the  lot,  col 
start  floating  up.  "What  is  chai'acteria 
as  a  price-lowering  scheme  is  actuallj 
price-raising  scheme,"  Harbour  says.! 

She  and  her  fellow  Acs  will  soon  hq 
the  opportunity  to  make  their  case 
fore  the  High  Court.  Hanging  in 
balance  is  the  long-tei-m  power  re 
tionship  between  large  manufacturl 
and  thousands  of  small-business  peo| 
like  Barkat  Khan. 

By  Susan  B.  Garland  in  Wasliii 
ton,  with  Mike  France  in  New  York\ 


Phoenix. 

Wliere  life  and 
work  connect. 
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TOBACCO 


COSTLIER  SMOKES, 
CLEANER  LUNGS? 

Wliy  the  payoff  from  higher  tobacco  prices  may  be  elusive 


When  Pi'esident  Clinton  laid  out  his 
policy  on  tobacco  on  Sept.  17.  the 
centei-piece  was  a  S1.50-per-pack 
increase  in  the  price  of  cigarettes.  Al- 
though Clinton  didn't  spell  out  the  de- 
tails, such  a  price  hike  would  probably 
be  spread  out  over  sevei*al  years  and 
adjusted  for  inflation.  But  no  matter 
how  the  mechanics  of  the  concept  are 


THE  $1.50  EFFECT 

President  Clinton  icatits  to  raise  the  price  of  a  pack 
of  cigarettes  by  SI.  50.  Some  possible  consequences: 


SMOKING  WILL  DECLINE... 

►  15%  decrease  in  the  number  of  adult  smokers 

►  50%  decrease  in  the  number  of  youth  smokers 

►  30%  decline  in  number  of  cigarettes  sold 

...AND  CORPORATE  PROFIT  GROWTH  WILL  SLOW 

ESTIMATED  ANNUAL  EARNINGS  GROWTH 

n;  "  :e  -  -i  ??.  :e  ^:ke 


PHILIP  MORRIS 

17% 

14% 

RJR  NABISCO 

12% 

10% 

-":v  ;-i__=H.A.lJNI\tRSITYOFIIiM)lS;SA)(RKDC.BERNSraM&CO. 

resolved,  it  is  cleai-  that  his  plan  would 
sting  smokers:  the  cost  of  a  pack  of 
smokes  could  easily  climb  by  SO'7.  to  a 
nation-wide  average  of  about  -53.50. 

What  is  much  less  cleai"  is  whether  a 
•51.oO-per-pack  price  hike  would  achieve 
the  R-esidents  top  policy  goal:  cutting 
youth  smoking  in  half  by  2005.  And 
that's  not  the  only  question  surrounding 
the  potential  cigarette  sticker  shock. 


Would  it  ci-eate  a  massive  black  mark* 
That's  what  happened  in  Canada  in  t 
eai'ly  1990s  after  the  countiy  i*aised  i 
bacco  taxes  by  more  than  250^.  In  fa 
bootlegging  became  such  a  problem  tl 
taxes  were  roUed  back  in  1994. 

WTiat  about  the  tobacco  tndustr 
profits?  ^Mll  they  be  ptimmeled?  Em 
mous  state  and  federal  tax  dollars  £ 
also  at  stake.  Will  over 
cigarette  le\ies  declin 
Although  in  many  cas 
the  answers  can  only 
preliminary,  close  inves 
gation  reveals  that 
•S1.50-per-pack  price 
crease  would  affect 
more  than  just  sm.oke 
and  tobacco  companies, 
would  be  one  of  the  rm 
important  public-health  i 
tiatives  in  history,  wi 
far-reaching  effects 
ever.-one  from  taxpayt 
to  retailers  to  law 
forcement  authorities 

The  most  critical  iss 
sun*ounding  the  price  hi 
is  whether  it  would 
consumption  by  teens, 
c-oi-ding  to  Frank  Chala 
ka.  a  University-  of  lUin 
associate  professor  and 
expert  on  the  econom 
of  smoking,  a  \(fc  incra  •. 
in  the  price  of  cigareti  ^ 
leads  to  a  6.75<T:  decres 
in  the  number  of  tee 
who  smoke.  Because 
•Si. 50  price  hike  would 
crease  the  average  nati 
•«ide  cost  of  a  pack 
smokes  by  close  to  8t 
his  studies  suggest  tl 
teen  smoking  should  fall  by  well  c 
the  desu'ed  •50*7. 

BLACK  MARKET.  But.  as  Chalouf 
points  out.  the  size  of  the  proposed  t 
arette  price  spike  is  unprecedented.  1 
nationwide  studies  are  based  on  t 
small  price  fluctuations  that  have 
curred  in  the  past.  Those  and  other  i|i 
tors,  then,  skew  the  correlations  to 
studies;  the  rate  of  decrease  in 
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CHRONOLINER 


ypical  of  Chronoliner  chronographs,  the 
der-tab  bezel  was  designed  in  the  early  1980s 
'hen  Breitling  developed  the  Fnxcc  Tricolori 
ying  team's  new  Chronomat  wrist  instru- 
lent.  This  bezel  can  easily  be  rotated  even 
'ith  gloved  fingers  to  set  a  reference  point  on 
le  dial.  Today,  a  bezel  of  this  kind  instantly 
ientifies  an  entire  family  of  boldly  designed 
REITLING  chronographs. 


Chronomat 

he  Chronomat  epitomizes  the  teciiiueal  character 
opareiit  in  every  Breitunc  xvrist  iustrunieiit:  dial 
nd  totalizers  always  perfectly  legible,  easy  opera- 
on  of  all  chronograph  functions,  exceptional  diira- 
ility.  The  Chroi^omat  comes  m  a  wide  variety  of 
jse  and  dial  styles. 

AUTHORIZED  BREITLING  AGENT: 

DONOHO'S 

448  Sawdust  Rd. 
The  Woodlands,  TX  77380 
(713) 367-9050 
(800) 451-4102 


Chrono  Cockpit 

Its  compactness  is  no  bar  to  the  Chrono  Cockpit's 
sterling  performance.  Its  novel  selfwinding  mecha- 
nical movement  allows  continuous  operation  of  all 
chrouograpjh  functions  without  affecting  normal 
tiinekecping.  An  ergonomically  excellent  case  desi- 
gn easily  fits  both  women's  and  men's  'wrists. 


"The  world's  last  great  aeronautical  adventu- 
re" aptly  describes  the  objective  pursued  by 
the  Br<£iTLiNG  Orbiter  project:  a  round-the-world 
non-stop  balloon  flight.  Aboard  a  roziere-type 
balloon  combining  hot-air  and  helium-filled 
bags,  Switzerland's  Bertrand  Piccard  and 
Wim  Verstraeten  of  Belgium  will  attempt  to 
turn  a  dream  into  a  record  at  an  altitude  of 
10,000  meters  (33,000  feet),  where  jet-stream 
currents  are  expected  to  propel  them  at  a 
speed  of  more  than  200 k. p. h.  (120mph),  com- 
pleting the  flight  m  about  fifteen  days. 

FOR  A  CATALOG 
PLEASE  CALL  800/641  73  43 


The  two  men  will  fly  in  a  revolutionary  pres- 
surized and  unsinkable  capsule  made  of  kev- 
lar  and  fiberglass.  It  is  designed  to  allow  the 
crew  to  take  turns  resting  while  remaming  in 
touch  with  ground  controllers  during  the  enti- 
re flight. 


Crosswind 

Breitunc's  new,  generously  proportioned 
Crosswind  mechanical  chronograph  displays  sty- 
ling refinements  rarely  if  ever  found  on  essentially 
"technical"  wrist  insfruments.  Both  its  120-divi- 
sion  rotating  bezel  and  its  dial  and  totalizer  hands 
coated  with  a  luminescent  compound  constitute 
exclusive  Crosswind  features  that  contribute  to  its 
comfort  and  efficiency  on  the  wrist. 
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"Our  five-year  rating 
is  in..." 
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M  O  R  N  I  N  G  S  T  A  R     5  -  Y  E  A  R     RANKING     8/3  1/97 
Top  107(  out  of  1,1 60  domestic  equity  funds 


The  Robertson  Stephens 


Ron 
Elijah 


Value  + 
Growth  Fund 


No  Load 


30.11% 

One-Year 
Total  Return 
6/30/96-6/30/97 


25.47% 

Five- Year 
Average  Annual  Return 
6/30/92-6/30/97 


1-800-766-3863 

ref.#  979 


www.rsim.com 


24.23% 

Average  Annual  Return 
Since  Inception 
5/12/92-6/30/97 


Pertormance  data  represents  past 
pertormance,  which  is  no  guaran- 
tee of  future  results.  Investment 
return  and  principal  value  will 
fluctuate  so  that  shares,  when 
redeemed,  may  be  worth  more  or 
less  than  their  origmal  cost. 


FROM    SC  HWA  B 


1-800-5'NO-LOAD 


ROBERTSON 
STEPHENS  & 
COMPANY 


SINCE  1978 


For  the  three-year  period  ending  8  SI  47,  the  Fund  received  three  stars  and  was  rated  among  2,0'3  domestic  equi- 
ty hinds. 

For  more  inlormation,  mcluding  management  fees,  expenses,  and  the  special  risks  associated  with  this  Fund,  call 
Robertson,  Stephens  &  Company  LLC,  distributor,  for  a  prospectus.  Read  it  carefully  before  you  mvest. 
Morningstar's  proprietary  ratings  reflect  historical  risk-adjusted  performance,  are  sub|ect  to  change  monthly  and 
are  calculated  from  the  Fund's  five-year  average  annual  returns  in  excess  of  90-day  T-bill  returns  with  appropriate 
tee  ad)ustments.  Ten  jx-rcent  of  the  funds  m  an  investment  category  receive  five  stars,  the  next  22.5??  receive  four 
stars  and  the  next  iY/r  receive  three  stars. 

Charles  .Schwab  &  Co.,  Int.,  member  SIPC/NYSE,  provides  recordkeeping  and  shareholder  services 
for  shares  purchased  through  its  Mutual  Fund  OneSource'  Service. 
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smoking  may  slow  down  as  the  pr> 
hike  chmbs. 

For  one  thing,  a  black  market  coii 
develop  that  would  supply  youths  wi  ■ 
cheaper  cigarettes,  says  Gaiy  Blackniii 
tobacco  analyst  with  Sanford  C.  Beii- 
stein  &  Co.  Additionally,  teens  coil 
trade  dowTi  from  Mai'lboro  and  Cameb 
discount  brands  (though  Black  and  ma,^ 
health  authorities  note  that  young^ 
smokei-s  ai'e  paiticiilai'ly  label-conscioit 
Retailers  also  may  hold  dowoi  prices  > 
build  store  traffic.  Black  says. 

Many  health  advocates,  meanwhi^, 
say  that  while  a  $1.50  increase  wo 
have  a  large  impact  if  it  were  impo: 
immediately,  the  impact  will  be  di 
ished  if  it  is  phased  in  gTaduallJ^  Botti 
line:  The  hike  would  certainly  tab 
big  bite  out  of  teen  smoking — but  do| 
bet  on  cutting  it  in  half. 

Another  contentious  issue  is  whet' 
a  black  mai'ket  in  cigai'ettes  will  eme 
in  reaction  to  a  price  jump.  Pointingfr: 
Canada's  experience — as  well  as  thatf 
Michigan,  which  saw  a  cb'amatic  increa 
in  smuggling  after  it  raised  cigare? 
taxes — the  industi*y  and  its  defencU? 
are  convinced  that  Clinton's  plan  woid 
lead  to  a  bui'geoning  market  in  contjj 
band  tobacco.  "A  black  market  alw: 
com.es  in  to  fUl  the  gap"  between  plai 
with  high  cigarette  prices  and  th 
with  lower  ones,  says  Gaiy  Auxier. 
nior  vice-president  of  the  Natio^: 
Smokers  Alliance  in  Alexandria,  Va.j' 
DIFFERENT  SCENARIO.  Law  enforcem( 
authorities  wony  that  this  might  ere: 
a  profitable  new  line  of  business  for 
ganized  crime.  In  Michigan — where  1 
cigarette  excise  tax  jumped  fi'om  i 
in  1994  to  95?  in  1996— Middle  East( 
gangs  that  also  specialize  in  illegal  ga 
Wing  have  entered  the  trade,  says  I 
tective  Sergeant  James  Ward,  super 
sor   of  the   state   police's  Toba 
Products  Tax  Team. 

But  health  authorities  say  that  i 
ther  Canada's  nor  Michigan's  exp€ 
ences  shed  much  light  on  what  wo' 
happen  if  the  U.S.  adopted  a  natio 
.$1..50  price  hike.  Unhke  Canada,  wh 
saw  an  uncontrollable  influx  of  cij 
rettes  fi-om  the  U.  S.,  the  U.  S.  would 
be  adjacent  to  any  enormous  soui 
of  contraband  tobacco,  says  Da' 
Sweanor,  of  the  Non-Smokers'  Rig 
Assn.  in  Ottawa. 

For  one  thing,  Canada's  provim 
would  likely  gi-eet  an  American  pr 
hike  with  an  almost  immediate  tax 
crease  of  their  owm,  Sweanor  says.  A 
the  Mexican  border  is  much  more  he 
ily  policed.  Tincking  in  large  quantit 
of  tobacco  would  be  an  iffy  econoi 
proposition — especially  if  the  U.  S.  rai| 
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See  what  the  SAS  Data  Warehouse  — 

the  Data  Warehousing  Product  of  the  Year 
r  two  years  running  —  does  for  your 

bottom  line.  Visit  us  at  www.sas.com/dw 
or  give  us  a  call  for  your  free  CD  demo. 


Smart  business 
decisions. 

Even  smarter 
investment. 

A  recent  International  Data  Corporation  (IDC) 
study  of  organizations  that  tiave  implemented  data 
waretiouses  reveals  an  average  ttiree-year  Return  on 
Investment  of  401%! 

And  you'll  find  ttiere's  no  better  ctioice  for 
reaping  similar  rewards  ttian  the  SAS  Data  Warehouse. 
Here's  what  two  companies  featured  in  the  IDC  study 
have  to  say: 

LTV  Steel  Company  R0I=16,995% 

As  the  third  largest  steel  operator  in  the  U.S., 
they've  been  using  SAS  software  for  data  warehousing 
smce  long  before  the  term  was  coined.  According  to 
Senior  Statistician  Robert  Scharl,  "SAS  software  is 
THE  element  of  our  data  warehousing  solution.  It  beat 
everything  else  for  data  retrieval . .  .and  it  would  have 
cost  us  maybe  a  half  million  dollars  to  bring  something 
else  in  tor  a  data  warehousing  system." 

Phillips  Petroleum  Company  Norway  R0I=151% 

As  a  leader  in  the  high-stakes  oil  and  gas  industry, 
Phillips  Petroleum  relies  on  its  SAS  Data  Warehouse  for 
an  up-to-date  picture  of  company  health  and  safety  trends. 
"With  the  help  of  data  warehousing,  we  have  an  overview 
of  all  the  'criticality'  factors  involved  in  the  daily  operation 
of  oil  producmg  platforms,"  says  Incident  Analyst  Pal 
Navestad.  "In  addition,  historical  data  makes  a  great 
contribution  to  cost-efficient  design  and  redesign  of 
our  facilities.  This  knowledge  tells  us  which  preventive 
measures  are  most  effective  for  increasing  revenue  and 
profitability.  Quite  simply,  our  SAS  Data  Warehouse  helps 
to  reduce  injuries  and  saves  money." 


SAS  Institute  Inc. 

The  Business  of  Better  Decision  Making 


E-mail:  bw@sas.com      www.sas.com/dw  919.677.8200 
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?k  1398  Business  Week  Pocket  Planner. 

Made  by  British  craftsmen  -  and  available  in  your  choice  of  colors:  classic  black 
or  rich  burgundy  -  this  slimline  pocket  planner  offers  true  value  for  the  money. 
Boasting  a  13-month  calendar,  week-to-view  appointments'  pages,  and  a  useful 
business/travel  information  section,  it's  the  planner  you  should  be  using. 

To  Order:  Make  check  payable  to  BUSINESS  WEEK  PIANNER  and  mail  to 
DEPT.  BC38,  P.O.  Box  1597,  Fort  I^e,  NJ  07024  U.S.A.  Enclose  separate  sheet 
with  color  choice,  personalization  requirements  and 
delivery  details.  N.J.  residents  add  6%  Sales  Tax. 
Full  refund  if  not  completely  satisfied  with  materials 
and  workmanship. 


Gold 
blocking 
of  your 
full  name 
add  $4.75. 

lie- A      J-.     J  I,  ij  II  M  I  V    Planner  size 
  I  ISA  t  redit  card  holders  mav  call                               ^^^^St^^^^^S*    ft'/"  x  3'/"  x  '/' 

irai  TOLL-FREE  800-553-3575  — ^     /-  /» 

.'\sk  for  Dcpt  BC38 
We  honor  AmEx/Diners/Visa/MasterCard 

For  customization  options  and  special  discounts  on  larger  quantities  call  Amanda  Kane  at  201-461-0040,  or  fax  to  201461-i 


Need  an  inventory  solution? 


We  have  one. 

Donating  yotir  excess 
inventory  earns  a 
generous  tax  write-off 
for  your  company. 
And  creates  college 
scholarships  for 
needy  students.  EAL 
can  convert  your 
donation  of  inventory 
into  financial  aid. 

A  GREAT  SOLUTION. 


Request  a  free  guide 
to  learn  more. 
Call  (630)  690-0010 
Fax  (630)  690-0565 
Email 

scholar@eduassist.org 

Educational 
Assistance  Ltd. 
P.O.  Box  3021 
Glen  Ellyn.  IL  60138 


Excess  inventory  today ...  student  opportunity  tomorrow 
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tobacco  taxes,  marked  cigarette  pad 
vdth  easily  visible  tax  stamps,  and  ke] 
an  eye  on  industry  sales  to  northei 
Mexico,  Sweanor  says.  And  while  inte 
state  smuggling  would  certainly  still  e 
ist,  the  I'elative  importance  of  the  sms 
differences  in  state  excise  taxes  wou 
be  less  important  if  a  nationwide  pri^ 
hike  were  enacted. 
PROFIT  LOSS.  Of  course,  tobacco  co 
panics  will  feel  the  impact  quickly.  Th 
worst-case  scenario  would  occur  if  Co 
gi-ess  insisted  that  the  entire  $1.50-p.. 
pack  increase  apply  immediately — ; 
many  health  gi'oups  wish.  If  that  ha 
pens,  Philip  Morris  Cos.'  1998  estimati 
operating  profits  from  domestic  tobac 
would  drop  fr-om  $4.7  billion  to  $2.7  b 
lion,  says  Black.  Estimated  earnings  p 
share  would  probably  drop  from  $3.: 
per  share  to  $2.90.  At  R-JR  Nabisco  In 
estimated  domestic  tobacco  revenu 
would  drop  ft-om  $1.5  billion  to  abo 
$950  million,  while  estimated  eamin 
per  share  would  fall  from  $3  to  $2.35 

But  an  immediate  price  hike  is 
likely — and  to  the  extent  that  it 
spread  out  over  time,  the  earnings 
will  diminish.  It  is  also  likely  that  mu 
of  the  cost  increase  will  come  in 
form  of  a  penalty  if  youth-smoking 
duction  targets  are  not  met.  The  fast 
the  industiy  hits  the  targets,  the  less 
the  price  hike — and  the  smaller  the 
pact  on  profits.  Given  the  new  advert 
ing  restrictions  that  Congress  wo 
probably  create.  Black  also  estima 
that  the  industry's  $6  billion  in  ann 
marketing  expenses  could  drop  by  20 

Finally,  the  original  tobacco  sett 
ment  deal  gave  companies  a  broad  a 
trust  exemption:  They  may  "act  in  c 
cert"  to  achieve  "the  goals  of 
agi-eement."  If  the  provision  remains 
a  new  deal.  Federal  Ti-ade  Commissi 
Chairman  Robert  Pitofsky  wams  t 
manufacturei-s  may  be  able  to  incre 
profits  by  raising  prices  far  above 
level  needed  to  pay  for  the  settleme 

Will  government  coffers  start  ov 
flowing  ft-om  a  cigarette  tax  hike?  U 
Congress  decides  how  much  of 
$1.50-per-pack  increase  will  come  in 
form  of  increased  levies  and  how  mu 
will  be  in  the  fomn  of  penalties,  it 
impossible  to  predict  how  CUnton's  pi 
would  affect  government  treasiuies.  t 
tax  increases,  if  they  are  imposed,  wo 
necessarily  guarantee  more  revenue, 
they  actually  push  down  smoking,  g( 
ernment  receipts  could  actually  declii 
But  then  again,  maybe  that's  a  pr 
the  country  is  wiUing  to  pay. 

By  Mike  France,  with  Peter  Coy 
New  York  and  Susan  Garland 
Washington 


The  most 

important 
job  of 

your  life 

just  might 

be  your 

first. 


As  a  member  of  Teach  For  America 
co.ps  of  outstanding  recent  college 
grounds  who  commit  two  years  to 

eac      America's  under-r'esourc  d 
urban  and  rural  public  schools 

You  don't  have  to  be  an  education 

major.Teach  For  America  is  se  kin 
alented,  dedicated  individuals  from 
every  academic  major  who  want  to 
en™ 

en  e?l^''"' ^"^"^  ^-el- 
edfo  'l''"'''^^P^'-*'-^"'ar 
need  fo,  people  of  color,  bilingual 
Peakers,  and  math,  science,  a  .d 
foreign  language  majors. 

To  get  information  and  an 

^  achus  online,  or  contact  your  career' 
placement  adviser  on  campus 

part  of',  ''^"^''^'^^"^e  to  become 
pa- 1  of  the  nationwide  movement  of 

but  the  lives  of  many  others. 

1-800-832-1230 

nnp.V/www.teachfo 


TEACH 


ramerica.org 

AMERICA 


AN  AMERICORPS  PROGRAM 


special  Report 


Web 
Ads 
Start 


I 


began  as  an  exi)erinient. 
Bristol-Myers  Squihh  Co. 
wanted  to  see  if  the  Internet 
was  all  it  was  cracked  up  to 
be  when  it  came  to  plugging 
products  and  sei-vices.  So  dur- 
ing the  1997  tax  season,  the  giant 
diiig  company  teamed  up  with  fi- 
nancial s(jl'tware  make)-  Intuit  Inc. 
and  launched  an  online  advertising 
campaign  extolling  Excedrin  as 
"the  tax  headache  medicine."  For 
'40  days,  Bristol-Myers  ran  ads  on  financial  Web  sites  offeiing 
a  free  sample  of  Excedrin  to  Net  surfers  who  clicked  on 
the  ad  and  typed  in  their  name  and  address. 

The  response  was  as  good  as  any  elixir.  In  just  one 
month,  Bristol-Myers  adfled  80,000  new  names  to  its  cus- 
tomer list — some  1,000  pei'  day  and  triple  the  company's 
best-case  scenario.  What's  more,  the  cost  of  obtaining  those 
names  was  only  half  that  of  traditional  marketing  meth- 
ods. "I  don't  think  anyone  can  deny  the  long-term  potential 
of  the  Web  as  a  marketing  tool,"  concludes  Margaret  Kelly, 
Bristol-Myers'  vice-president  for  advertising  services.  Adds 
Seth  Golcistein,  president  of  (;ks  Site  Specific  in  New  York, 
which  produced  the  campaign:  "We  turned  a  packaged- 
goods  company  into  Qvc." 

Ah,  the  power  of  advertising — on  the  Net,  that  is,  and  at 
long  last.  In  the  past  nine  months,  swmttis  of  new  ad  banners, 


As  Web  marketing 
starts  to  show 
significant  results, 
mainstream  advertisers 
are  jumping  in 


buttons,  sponsorships,  ey: 
TV-like  commercials  in  w?i| 
a  car  explodes  onto  yife 
computer  screen  and  spe4 
away,  are  now  splashing  tli 
way  across  the  World  W 
Web.  In  the  first  quarter] 
1997,  Internet  ad  spending 
.$133  million — still  just  a  fractio: 
the  billions  spent  on  TV  adver 
ing,  but  a  I'emarkable  fivefold 
crease  over  the  same  period 
year  What's  more,  analysts  now  say  that  Web  advertising 
approach  the  .$1  billion  milestone  by  yeai-end.  "Net  adver 
ing,"  says  Andrew  S.  Grove,  ceo  of  computer  chip  pow 
house  Intel  Corp.,  "is  becoming  a  big  deal." 

Not  suiprisingly,  tech  giants,  already  the  biggest  online 
spenders,  are  planning  to  pump  up  the  volume  even  lou( 
In  August,  Intel  announced  that  it  will  extend  its  coopt 
tive-advertising  program,  which  subsidizes  ad  dollars  sp 
by  its  industry  partners,  to  include  Web  promotions — a  m 
that  analysts  say  will  boost  all  online  ad  spending  so 
40%  in  1998.  IBM  says  it's  placing  ads  on  500  Web  sites  t 
year,  a  tactic  that  will  balloon  its  Web  advertising  bud 
300%  above  its  1996  level.  And  softwai-e  giant  Micros 
Corp.  is  upping  its  Net  outlay  by  as  much  as  70%  in  fif 
year  1998,  on  top  of  the  $24  million  it  spent  in  fiscal  U 
which  ended  in  June.  "This  year,  Web  advertising  is  a  f 
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manent  part  of  oiu'  marketing  constellation."  says  Microsoft's 
John  Zagula,  director  of  marketing  for  desktop  applications. 

But  the  biggest  change  yet  in  this  surge  of  cyber  ads  is 
that  it's  not  all  coming  from  computerdom.  Today,  makers  of 
evei7>d.hing  from  Toyota  Corollas  to  Kellogg's  Com 
Pops  are  hawking  their  wares  over  the  Web.  Ya- 
hoo! Inc.,  the  fii-st  Net  startup  to  turn  a  profit 
just  fi'om  ad  sales,  says  its  mix  of  advertisers  has 
gone  from  85%  tech  in  1995  to  almost  80%  con- 
sumer brands  today.  Excite  Inc.,  the  No.  2  search  company, 
has  seen  its  propoition  of  nontech  advertisers  gi"ow  fi-om 
38%  to  59%  in  just  the  past  six  months. 

Proof  is  in  the  list  of  top-20  advertisers  in  the  first  thi'ee 
months  of  this  year.  According  to  New  York-based  re- 
searchei'  Jupiter  Communications  Inc.,  onhne  high  rollers 
now  include  General  Motors,  Amencan  Express,  Walt  Dis- 
ney, Procter  &  Gamble,  and  publishers  such  as  Dow  Jones. 
"The  Internet  is  no  longer  in  the  reabn  of  expeiiment,"  says 
Fan-is  Khan,  Internet  advertising  coordinator  for  Satum 
Corp.  "It's  part  of  our  mainstream  advertising,  hke  televi- 
sion or  print." 

In  ad  pai'lance,  the  Net  has  come  a  long  way,  baby.  Just  a 
year  ago,  Web  site  operators  were  wringing  then-  hands  over 

disappointing  ad 
sales — $301  million 
for  the  full  year, 
hardly  a  flyspeck 
amid  the  $175  billion 
pumped  into  all  U.  S.  advertising  in  1996.  This  was  even  more 
distressing  since  ad  sales  had  been  expected  to  be  the  Inter- 
net's cash  machine — a  rich  and  ready  supply  of 
revenues  that  could  support  all  the  jazzy  Web  'zines,  flashy  en- 
teitainment  guides,  elaborate  spoits  sites,  even  Internet  E-mail. 

So  what  changed?  Why  is  advertising  on  the  Net  starting 
to  click?  For  staiters,  the  sheer  number  of  Netizens  prowling 
the  Web,  some  24  million  today,  is  becoming  too  large  for 
companies  to  ignore.  Forrester  Research  Inc.  expects  that 
number  to  double  to  .52  million  by  2000,  putting  the  Web  on  a 
fast  track  to  coveted  mass-media  status.  What's  more,  in 
the  past  two  years,  the  Net  has  gone  fi-om  being  a  haven  for 
nerds  and  academics  to 
a  hangout  for  profession- 
als, teenagers,  and 
grandmothers  alike.  This 
rich  demographic  shift, 
coupled  with  technology 
that  promises  to  make 
Net  ads  almost  as  much 
of  a  "must  see"  as  those 
on  TV,  have  finally 
turned  the  Web  into  a 
hip  place  to  pitch. 

TIGHT  FOCUS.  At  the  same  time,  the  buzz  about  how 
Net's  technology  makes  it  possible  to  target  specific  cus- 
tomers is  becoming  a  reality.  Unhke  a  tv  ad  on  say,  Seinfeld, 
which  is  aimed  broadly  at  the  cool,  thirty  something  crowd,  a 
cyber-promo  can  zero  in  on  Netizens  who  live  in  a  specific 
part  of  town,  are  female,  and  who  have  shown  an  interest  in 
certain  topics  or  products. 

Toothpaste  maker  Mentadent  got  a  taste  of  that  when  it 
recently  launched  a  two-week  test  on  the  Net  with  PointCast 
Inc.,  an  infoiTnation  network  based  in  Sunnyvale,  Calif.  But 
first,  PointCast  sent  E-mails  to  random  visitors  to  its  site  ask- 
ing about  their  dental-hygiene  habits:  72%-  said  they  bmshed 
twice  a  day,  and  33%-  bioished  at  the  office.  Mentadent  was 
then  convinced  the  PointCast  auflience  was  ripe  for  its  pitch. 
The  result;  Double  the  average  number  of  people  clicked  on 
the  ad  for  more  info.  "The  Internet  is  a  marketer's  dream," 
says  analyst  Peter  Storck  of  Jupiter  Communications. 
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BANNER  ADS 

Small,  usually  rectangular  graphics  th 
appear  on  most  consumer  Web  sites, 
roadside  billboards,  the  messages  are 
ly  static  and  appear  at  the  top  of  a  W( 
page.  Through  the  use  of  new  technol 
banners  are  becoming  more  animated 
interactive.  A  Visa  ad,  for  instance,  a! 
users  to  search  for  restaurants. 
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BUnON  ADS 

These  are  small,  squarish 
that  are  usually  at  the  botti 
a  Web  page  and  contain  on 
corporate  name  or  brand.  C 
ing  on  the  button  takes  the 
online  viewer  directly  to  th( 
porate  Web  site.  Example: 
Netscape  button  on  most  V 
pages.  Click  on  it,  and  usei 
instantly  taken  to  the  Nets( 
Web  site  to  download  Navi^ 
browser  software. 


SPONSORSHIPS,  OR  00-BRANI 

These  attempt  to  integrate  compa 
brands  and  products  with  the  edit 
content  on  targeted  Web  sites.  Th 
to  get  users  to  strongly  identify  th 
tiser  with  the  mission  of  the  site. 
Us,  for  example,  sponsors  a  toy  g 
managed  by  Third  Age  to  help  ser 
zens  who  visit  the  site  understanc 
new  toys  their  grandchildren  want 


Buzz  Words 

CLICK  THROUGH  How  often  a 
viewer  will  respond  to  an  ad  by 
clicking  on  it.  Also  known  as  the 
Click  Rate. 

COOKIES  Information  from  a 
site  that  gets  stored  on  a  view- 
er's Web  browser  to  help  identify 
that  particular  person — or  at 
least  that  particular  browser — 
the  next  time  it  visits.  Cookies 


can  help  determine  tra 
sites  by  keeping  track  i 
often  a  particular  surfe 
— info  that  advertisers 


COST  PER  CLICK  ( 

ad  rate  charged  only  if 
responds  to  a  displayei 


COST  PER  LEAD/S/ 

rate  charged  to  adverti:  ^ 
the  viewer  responds  wil 
a!  info  such  as  E-mail 
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Icowmv  Comii^'ges  Dnn}'^:  Aicohoiic  Beer 
Drifto  and  Dnnkiro  Alcoholic  Dmto  Beer 


ID  ADS 

primarily  on  Web  search-engine  sites,  such  as 
dvertisers  can  link  a  specific  ad  to  text  or  subject 
at  an  information  seeker  may  enter.  Miller  Brewing, 
Die,  bought  the  word  "beer"  on  Yahoo!  so  that  every 
eone  conducts  a  search  using  that  term,  an  ad  for 
enuine  Draft  Beer"  pops  up. 


fITIALS,  OR 
l-FACE  ADS 

V  ads,  these  use 

sound.  When  users 
:he  "nutrition"  site  at 
I,  a  health  site  pro- 
Conde  Nast,  a  separate 
lops  up  to  display  an  ani- 

for  Procter  &  Gamble's  Sunny  Delight  drink.  These 
ontroversial,  however,  because  they  can  be  intru- 
netimes  appearing  before  the  Web  page  that  was 


le  info  must  provide 
es  lead  or  product 
iin  the  fee. 

R  THOUSAND 

J  ad  rate  Web  sites 
displaying  a  particu- 
thousand  times,  or 
fis." 

IONS  The  total  num- 
s  an  ad  is  displayed 
age.  Impressions  are 


not  the  same  as  "hits,"  which 
count  the  number  of  times 
each  page  or  element  in  a  page 
is  retrieved.  Since  a  single 
complicated  page  on  a  Web 
site  could  consist  of  five  or 
more  individual  elements, 
including  graphics  and  text, 
one  viewer  calling  up  that 
page  would  register  multiple 
hits  but  just  a  single 
impression. 


And  a  nightmare  for  some  Netizens.  While  advertisers 
drool  over  the  ability  to  target  specific  customers,  Web 
surfers  who  preciously  guard  their  privacy  may  find  it  un- 
nerving and  start  to  balk,  throwing  a  monkey  wi"ench  into 
this  newfound  ad  machine.  A  new  business  WEEK/Harris 
Poll,  for  example,  found  that  65%  of  those  surveyed  say 
they  are  not  willing  to  share  personal  information  about 
themselves  so  online  ads  can  be  targeted  to  their  tastes 
(page  140).  "If  I  think  someone  is  tracking  me,  it  bothers  me," 
says  Matthew  Hart,  a  23-year-old  Los  Angeles  Web  surfer 
who  is  vAilling  to  give  out  infonnation  when  he  chooses. 
SECRET  STASH.  Many  Netizens  may  not  even  know  their 
Web  habits  are  being  monitored.  Much  of  this  is  done  tlirough 
a  technology  called  "cookies,"  which  is  like  an  electronic  foot- 
print that  chronicles  your  movements  on  a  particular  Web 
site — what  ads  you  saw  or  what  you  clicked  on  for  more 
info.  That  data  is  stored  in  a  "cookie  file"  in  your  browser. 
The  next  time  you  drop  by  the  same  Web  site,  the  server 
picks  up  your  footprint  and  gathers  more  info  that  can  then 
be  shared  with  advertisers. 

Pinvacy  advocates  fret  about  cookies,  but  Web  site  operator's 
insist  they're  not  a  problem  since  smfers  can  disable  them  by 
chcking  on  a  browser  option  to  reject  cookies.  Indeed,  as  cy- 
bemauts  become  more  familiar  with  the  Net,  they  will  either 
get  accustomed  to  handing  out  personal  data  or  slam  the 
door.  "If  you're  under  the  impression  you're  anonyinous  when 
surfing  the  Intemet,  you're  wrong,"  says  Dennis  L.  Wilson,  a 
31-year-old  intellectual-property  lawyer  in  Los  Angeles  who 
cruises  the  Net  regularly.  "I  don't  have  a  problem  with  that. 
It's  how  you  get  advertisers  to  pay." 

That's  the  attitude  admeisters  are  banking 
on.  Netizens  are  opening  their  arms  to  ads 
in  cyberspace,  though  sometimes  gindgingly. 
The  BUSINESS  WEEK/Harris  poll  showed  that 
67%  of  those  surveyed  were  not  willing  to 
pay  users'  fees  to  avoid  online  commercials. 
What's  more,  57%  said  they  "somewhat  agi-ee" 
that  Net  ads  are  useful  sources  foi-  product 
data  and  information.  On  the  flip  side,  46% 
also  said  they  "somewhat  agi-ee"  that  it's  easy 
to  ignore  Web  ads. 

And  that's  the  rub.  While  thei-e  is  more  ad 
activity  on  the  Web  than  ever  before,  much  of 
it  is  still  crude  and  far  from  the  standard-set- 
ting slickness  of  TV  commercials.  But  that 
doesn't  mean  Net  advertising  isn't  headed  in 
that  dii-ection.  To  be  sure,  Web  advertising  is 
borrowing  pages  fi'om  its  broadcast  counter- 
part with  the  gTadual  addition  of  sound  and 
animation  and  the  gi'owing  use  of  sponsorship  ads,  such  as 
Visa's  backing  of  Restaurant  Row  on  the  GeoCities  Web 
site,  where  Netizens  swap  recipes  and  chat  with  guest  chefs. 

The  next  step:  Netmercials.  The  biggest  attempt  yet  to 
mirror  TV  can  be  found  in  a  new  genre  called  "interstitials." 
These  are  full-screen,  in-your-face  ads  that  pop  up  either  in 
the  lag  time  between  requesting  a  Web  page  and  its  ap- 
pearance on  the  screen  or,  much  like  TV  commercials,  between 
segments  of  shows  produced  exclusively  for  the  Web. 

Take  the  Web  site  for  You  Don't  Ivnow  Jack.  This  in-ev- 
erent  quiz  show,  a  favorite  among  cd-rom  game  players, 
now  offers  its  game  online,  where  companies  such  as  Seven 
Up,  Hugo  Boss,  and  20th  Centmy  Fox  Film  reach  out  to  the 
site's  150,000  players  each  month.  Thei-e,  they  show  15-second 
ads  that  i-un  the  gamut  from  previews  of  movies  such  as 
Speed  2  to  an  insect  riding  a  motorcycle  across  your  screen 
hawking  Cuervo  Gold.  The  cost:  $14,000  for  every  100,000 
games  played — still  a  fraction  of  what  companies  pay  for  a 
slot  on  TV.  "Advertisers  see  tliis  and  say:  'Now  I  see  what  the 
Internet  can  do  for  me,' "  says  Chris  Deyo  of  Berkeley 


Systems  Inc.,  which  produces  the  game  show. 

So  far,  reaction  from  Web  surfers  is  mixed. 
While  interstitials  have  more  pizzazz  than  ban- 
ners, some  Netizens  think  more  animation  can  be 
downright  irritating,  at&t  foimd  that  out  the  hard 
way.  In  mid-September,  the  telecommunications 
giant  silenced  an  ad  showing  a  young,  sassy  girl 
knocking  on  a  door  and  asking  to  be  let  in.  Again 
and  again,  she  knocked  imtil  the  Web  siufei'  clicked 
on  the  door.  She  then  walked  through  the  doomay 
and  said  she  was  off  to  college,  and  users  then 
got  info  about  at&t's  communications  services.  But 
many  found  her  voice  annoying.  "In  a  word,  it 
backfired,"  says  an  at&t  spokesman. 

Today,  in-yoiu--face  ads  accoimt  for  just  5%  of  the 
pitches  made  online.  Instead,  the  ads  of  choice  are 
banners,  which  amount  to  80%  of  all  electronic 
plugs.  Typically,  banners  are  plastered  across  the 
top  or  bottom  of  a  Web  page,  much  like  a  bill- 
board on  the  Info  Highway.  A  click  on  one  of  these 
ads  usually  whisks  the  Netizen  off  to  the  Web  site 
of  that  company,  where  more  info  can  be  found. 
BURNING  RUBBER.  No  company  knows  the  power  of 
banner  ads  better  than  Toyota.  The  auto  maker 
slaps  these  road  signs  all  over  the  Net.  For  the  12 
months  ended  in  May,  Toyota  says  152,000  Web 
users  typed  in  their  name  and  address  and  re- 
ciuested  a  brochiu-e  or  video  about  a  cai'.  Toyota  lat- 
er  matched  those  names  with  buyers  at  its  dealerships.  It 
turned  out  the  Web  ads  led  to  the  sale  of  7,329  cars — a  re- 
markable 5%  conversion  rate.  "The  Internet,"  says  Jon  Buc- 
ci,  national  interactive  communications  manager  for  Toyota 
Motor  Sales  rsA  Inc.,  "is  the  No.  1  lead  generator  for  Toyota." 

But  the  static, 
wallpaper-like  ap- 
proach of  banners 

  also  draws  criticism 

as  a  cyber-snore. 
"There's  a  certain  coldness  to  the  Web.  It's  quiet  and  flat," 
says  Stephen  Block,  at&t's  director  of  brand  and  interactive 
advertising.  Adds  Jupiter's  Storck:  "I  have  yet  to  see 
a  banner  that  can  make  me  cry  the  way  an  at&t  television 
ad  can." 

Net  advertisers  are  woi'king  on  that.  Today  banner  ads  are 
getting  a  makeover  with  animation,  music,  even  games  that 
help  advertisers  build  brand  awareness.  Cereal  powerhouse 
Kellogg  Co.,  for  example,  is  ranning  a  series  of  interactive 
games  about  Com  Pops  and  Pop  Tarts  inside  banners.  One, 
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YAHOOi'S  KOOGLE:  A  strict  yet  lucrative  deal  with  Procter  &  Gam  hi 


called  "Mean  Granny,"  is  aimed  at  kids  on  the  Sony  PlayS 
tion  site  where  players  try  to  keep  gi-andma  from  getting 
the  Corn  Pops. 

No  matter  what  form  they  take,  online  ads  are  being  t 
geted  to  more  precise  audiences  than  in  any  other  medii 
Using  keywords  is  one  effective  way.  These  ai'e  words  surf 
type  into  a  search  engine  to  generate  a  list  of  sites  abou 
particular  topic.  These  days,  companies  are  paying  for  t 
rights  to  easy-to-remember  words  such  as  "beer,"  which 
stantly  triggers  an  ad  from  Miller  Brewing  on  Yahoo  !'s  si 
IBM  pays  for  some  200  words,  including  laptop,  notebO' 
and  Nagano,  site  of  the  1998  Winter  Olympics.  In  an  es] 
daily  aggi'essive  move.  Big  Blue  once  bought  the  word  of 
major  rival,  "Microsoft." 

An  even  more  pointed  route  to  the  ideal  consumer 
through  an  approach  by  Infoseek  Corp.,  a  Sunnyvale  (Cal 
Internet  search  service.  Infoseek  is  using  artificial  inte 
gence  software  developed  by  Aptex  Software  Inc.,  a  S 
Diego  company,  to  create  a  program  called  Ultramat 
This  automatically  takes  cookie  data  and  sorts  them  into 


Leading  the  Cyber-Ad  Charge  Big  advertisers  are  hiking  their  spending 


TECHNOLOGY-BASED 


NON-TECHNOLOGY-BASED 


COMPANY 

Q1  1996              01  1997 

MILLIONS  OF  DOLLARS 

COMPANY 

01  1996 

Q1  1997 

MILLIONS  OF  DOLLARS 

MICROSOFT 

$0.90 

$7.2 

TOYOTA 

$0.32 

$0.95 

EXOITE 

0.41 

3.2 

GMC 

0.25 

0.75 

IBM 

1.32 

3.0 

DISNEY 

N/A 

0.50 

NETSCAPE 

0.86 

1.8 

CHARLES  SCHWAB 

0.06 

0.56 

ZIFF-DAViS 

0.11 

1.7 

VISA 

0.05 

0.55 

SPORTSLINE  USA 

0.18 

1.6 

P&G 

N/A 

0.54 

NYNEX 

0.55 

1.6 

DOW  JONES 

0.03 

0.54 

ATftT 

0.56 

1.5 

AMERICAN  EXPRESS 

0.12 

0.47 

INFOSEEK 

0.32 

1.5 

CHASE 

N/A 

0.47 

LYCOS 

0.02 

1.3 

HEARST 

0.17 

0.46 

4.5 


3.0 


1.5 


TOTAL  AD 
DOLLARS  SPENT 
ON  THE  NET 

—  (BILLIONS) 


PERCENT  OF  TOTAL  SPENT  ON  ADVERTISING 
NS*      0.2       0.6       1.2       1.8  2.6 

97  'S 


'95  '96 
•NOT  SIGNIFICANT 


'99 
EST- 


DATA.  JUPITER  COMMUNICATIONS 


Ned  knows  he's  on  a  flight 
to  L.A.  this  afternoon. 


Pop  quiz:  Why  docs  Al  know  so  much  more  than 
Ned?  A)  He's  a  genius  B)  He's  a  swami  or  C)  He  uses 
a'-^cccss"  -  the  American  Airlines  hiteractive  Travel 
Network ,  available  on  the  web  or  with  Personal 
A'Acccss"'  travel  planning  software. 

C  -  Al  uses  AAccess.  Wliich  means  he  can  get 
all  sorts  of  flight  information.  Book  and  purchase 
tickets,  including  Net  SAS^ver  Fares'"  and  receive  an 
e-mail  confirming  his  booking.  He  can  also  arrange 
upgrades  and  get  up-to-the-minute  information  j 


AL 


Al  also  knows  he's  on  a  flight  to  L.A.  today. 
Flight  #133,  a  Boeing  767  departing 
New  York  Kennedy  at  4  p.m.  out  of 
Gate  46,  scheduled  to  arrive  into  LAX  at 
7:11  p.m..  Gate  45,  Baggage  Carousel  3. 
For  his  seating  assignment,  he's  upgraded 
himself  from  21 A  to  3A.  And  is  looking 
forward  to  watching  "Batman  &  Robin""' 
on  video,  which  his  wife  refuses  to  see, 

even  if  it  does  have  George  Clooney. 
Al  knows  he'll  earn  2,475  A^Advantage"^ 
travel  awards  program  miles,  leaving  him 
just  530  shy  of  earning  his  next  set  of 

upgrade  stickers,  which  he  should 
pick  up  later  this  month.  Attaboy,  Al. 


on  hisAAdvantage  account,  including  activity  since 
his  last  statement.  All  from  his  computer. 

And  right  now,  Al  can  earn  up  to  500  bonus 
AAdvantage  miles  for  every  round  trip  on  American 
and  American  Eagle  he  books  using  AAccess  and 
completes  by  the  end  of  the  year. 
And  you  can,  too.  Just  visit  Access  via  the  Web™ 
on  the  Internet.  Or,  for  a  Windows'-based  link 
•  .  -j^aafei'tags       American  Airlines,  call  for  our  Personal  AAccess 
',.ii>fea.^S\^33^    travel  planning  software. 


AmericanAirlines 


For  Internet  users,  AAccess  via  the  Web  is  located  at  www.americanair.com  To  order  Personal Mccess  for  your  PC,  call  1-800-AACCESS  (222-2377) 


Airlint-s,  AAtlvantagc,  AAccc.-^•,,  Acktr  Jii  Airlmt  s  Imtr.Rlivc  fhiNcI  \i.  tv.nrk  and  American  Eagle  are  registered  trademarks,  and  Net  SAAver  Fares,  AAccess  via  the  Web  and  Persnnal  AAtcess  are  trademarks  of  American  Airlines,  In 
hagle  [sAmcncan  s  rejiiunal  airline  associate  Amencan  Airlines  reser\es  the  right  to  change  AAdvantage  program  rules,  regulations,  travel  awards  and  special  offers  al  .iny  time  wilht)Ul  nonce,  and  to  end  the  AAdvantage  prognun  with  s 
months  notice  Batman  &  Robin,^  trademark  and  "  1 9^)"  Warner  Bms  Batman.  Rohm  and  all  related  characters  and  indicia  are  trademarks  of  D  CComics  <ci  lyy?  Windows  is  a  registered  trademark  of  Microsoft  CorporaUon 
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BUCCI:  Toyotas  Web  site  has  replaced  its  800  number  as  the  No.l  source  of  leads 

eategoiies  of  users,  such  as  those  intei"ested  in  entertainment 
or  sports. 

Customer  pv  Financial  Network,  an  online  brokerage,  was 
so  intrigued  by  the  idea  that  it  did  an  exj)eriment.  It  ran  ban- 
ner ads  in  Infoseek's  finance  area  and  on  the  keword  "fi- 
nance." It  also  dii'ected  the  same  ads  to  Ultramatch's  business 
users — those  seeking  company  news,  stock  quotes,  or  in- 
vestment info.  The  result:  pcfn  got  an  8%  to  12%  response 

rate  from  the  Ultra- 
match  ads,  vs.  less 
than  1.5%  for  ban- 
ners. "It's  not  how 
many  people  you 
reach,"  says  Keith  Halloran,  the  company's  vice-president 
for  marketing.  "It's  how  many  of  the  right  people  you  reach." 

That's  the  seci-et  of  E*Ti-ade  Group  Inc.'s  success  on  the 
Net.  The  Palo  Alto  (Calif.)  onhne  brokerage  integi'ates  its 
print  and  T\'  campaigns  with  its  efforts  on  the  Web.  E*Ti"ade 
is  spending  about  7%  of  its  media  budget  on  the  Net,  but  it 
plans  to  increase  that  to  15%  next  yeai*  after  the  results  it  has 
had  so  fai-.  In  May,  E*Trade  began  an  ad  campaign  on  Yahool's 
finance  .site.  In  the  fii'st  ten  days,  the 
ads  generated  some  3,118  leads  for 
new  accounts.  Today,  17%.  of  all 
E*Trade's  leads  come  from  online  ad- 
vertising. "A  media  strategy  without 
the  Internet  is  suicidal,"  says  CEO 
Chiistos  M.  Cotsakos. 
SCRAMBLING.  No  wonder,  then,  that 
marketers  from  Silicon  Valley  to 
Madison  Avenue  are  now  scrambling 


Web  Sites  Advertisers 
And  Surfers  Love 


say  75%  of  our  clients  are  asking  us 
how  they  can  use  the  Internet  as  an 
ad  vehicle,"  says  Greg  Smith,  director 


of  Saatchi  &  Saatchi  (page  138). 
Indeed,  in  conti-ast  with  the  ho-hum 

approach  Madison  Avenue  once  took 
5  toward  the  online  world,  it  is  now  go- 
K  ing  all  out  to  make  it  a  core  part  of 
o  the  business.  Eai'ly  this  yeai;  Ogil\'y  & 
y  Mather  established  an  electronic  arm, 

OglivyOne  Interactive,  that  caters  to 


WEB  SITE 

AO  REVENUES 

MILLIONS 
Q1  1996       Q1  1997 

AVG.  PAGE  VIEWS 

MILLIONS/DAY 
Q1  1997 

YAHOO! 

$2.0 

$10.2 

30.0 

NETSCAPE 

1.9 

8.8 

24.0* 

INFOSEEK 

2.0 

7.0 

5.8 

CNET 

1.1 

5.2 

3.2 

LYCOS 

1.6 

4.8 

8.0 

ZDNET 

1.1 

4.3 

1.5 

EXCITE 

1.2 

4.0 

15.0 

CMPNET 

.75 

3.0 

0.6 

MICROSOFT  NETWORK  N/A* 

2.9 

19.0 

WEBCRAWLER 

.93 

2.7 

N/A** 

clients  such  as  IBM.  Not  to  be  outdone! 
ants  such  as  Young  &  Rubicam  and 
Burnett  are  joining  Saatchi  in  setting 
their  own  shops  to  focus  on  the 
(page  138).  Says  OgilvyOne's  J.  Sand| 
"We  need  to  be  on  the  stick." 

Huge  billings  are  the  incentive, 
cording  to  Jupiter,  online  advertisj 
revenues  will  soar  in  1997,  to  $940  i 
lion,  more  than  triple  last  year,  but  1 
less  than  1%  of  all  ad  spending  this  y^ 
Jupiter  predicts  that  by  2002,  Net 
revenues  will  approach  $8  billion — sd 
4.1%  of  total  ad  budgets.  1 
Some  online  operators  are  alrej 
watching  the  ad  dollars  roll  in.  Netse 
Communications  Corp.  nabbed  $24.1  j 
lion  from  ads  in  its  most  recent  quan 
triple  the  same  period  a  year  ago.  A 
Yahool's  revenues  of  $23  million  in 
past  two  quarters  have  surpassed 
take  for  all  of  last  year.  So  have  its 
vertisers.  which  totaled  900  in  its  in 
recent  quarter — nearly  nine  times 
number  it  had  in  early  1996.  "Whatever  the  gi'owth  is  t 
year,  it'll  be  twice  or  tkree  times  that  next  year,"  says  M 
L.  Andreessen,  Netscape's  cofounder. 

Revenues  are  jumping  in  part  because  the  most  popiJ 
Web  sites  are  starting  to  command  more  money  per  ad. 
general,  advertisers  pay  a  fee  for  every  1,000  times  their 
are  displayed,  known  as  "cost  per  thousand,"  or  CRM.  The  \ 
erage  rate  for  banner  ads  is  $17,  says  Forrester  Research, 
search-engine  company  Lycos  charges  $20  to  $22  to  gain  I 
cess  to  its  15  million  \isitors  a  month.  That  compai'es  shaij 
with  ad  rates  for  TV,  for  example,  which  are  $5  to  $6 
thousand,  while  consumer  magazines  such  as  CosmopoU 
can  command  $35.  Net  ads  cany  loigher  fees  than  tv  becaj 
they  are  able  to  target  prefeired  customers.  "The  technokf 
has  matured  so  much  that  if  you  just  put  youi*  zip  cock 
once,  we  can  tag  you,"  says  Halsey  Minor,  ceo  of  cnet  Ij 
a  San  Francisco  interactive-media  company. 

CNET  is  doing  its  part  to  huriy  along  the  process.  On  Sd 
22,  it  launched  Snap!  Onhne,  a  consumer-information  seni 
that  is  going  head-to-head  with  America  Onhne  Inc.  Mil 
says  Snapl's  chaiter  advertisei-s,  such  as  American  Express  | 
nancial  Services  and  Visa  USA, 
receive  a  flrst-of-its-kind  montl 
statement  about  the  ages  of  the  pj 
pie  who  clicked  on  their  ads,  wl 
part  of  the  country  they  came  fro 
and  a  slew  of  other  demogi'ap'hic  ^ 
tistics  they  ai"e  wilhng  to  hand 
Yahoo!,  Excite,  aol,  and  others  j 
working  up  similar  user  profiles.  I 
Key  to  the  Net's  arrival  as  a  1 
ad  spot,  however,  is  the  establij 
ment  of  independent  measuremd 
tools  to  gauge  the  effectiveness! 
ads.  Accounting  giants  Ernst  I 
Young,  Coopers  &  Lybrand, 


gun  auditing  claims  made  by 
sites  about  their  audiences  and 


*8W  estimate  .**Microsoft  Network  started  Q3  '96. 

***Excite  purchased  WebCrawler  and  does  not  break  out  numbers. 

DATA  JUPITER  COMMUMCATIONS.  COMPANY  REPORTS 


2-7  N/A**      gets.  This  month,  Microsoft  will  bei 

sending  its  advertisers  quarterly 
ports  of  all  its  Web  sites,  audited 
Coopers  &  Lybrand.  And  on  Sept.] 
the  New  York-based  Internet 


I 


Perk  Per/cms, 
President  &  CEO 
The  Orvis  Company 


E-S  COVERED  l\IO  IVI/VTTER  HOW  DEEP  IT  GETS. 

'fishing  waders  hxnn  Or\'is  will  keep  out  the  water.  But  to  protect  its  business  —  including  dozens  of  stores 
J  retail  warehouses,  as  well  as  fishing  and  shooting  schools  and  overseas  manufacturing  sites — Orvis  hooked 

\yith  Chubb.  Given  the  varied  risks  this  sporting  goods  company  might  encounter,  the  insurance  agent  for 
\-is  worked  with  Chubb  to  develop  property  and  liability  coverage  broad  enough  to  cover  the  company  any- 
icre  in  the  world.  As  one  of  the  leading  business  insurers,  Chubb  has  nearly  115  years  of  experience — along 
th  the  highest  ratings  tor  financial  strength  —  to  help  keep  businesses,  large" and  small,  from  getting  soaked. 

see  how  your  independent  agent  or  broker  can  work  with  Chubb  to  help  your  business,  call  1-800-36  CHUBB. 
II  can  also  visit  our  web  site  at  http://w\\  w.chuhb-ie^il^^^'' 

■  SURE  '  "  -^^(fcfefc^  ^H^^' 

3iJR  WORLD  ■  m  ^HHI'         '  ^ 

riTH  CHUBB  ^  '^IW'  ^SuBB 

promotional  puiposes.  Chubb  refers  to  member  iiTiurers  of  the  Chubb  Group  ot  Insurance  Companies  unJerwrituia  coverage.  The  precise  coverage  ottered  is  suHiecr  to  the  terras. 
Jittons  aiuiexclusions  ot  the  policies  as  issued.  Coverage  mav  not  he  available  m  all  junsdictuMis.  Chubb  Group  ot  Insurance  Companies.  Box  1615.  NK'arren.  Kl  07061-161 


ipanies  unJenvruina  coverage.  The  precise  coveiaae  ott 
ns.  Chubb  Group  ot  Insurance  Companies.  Box  l6l5.  \ 


in  y our  stomach 


COULD  SET  IT  UP 
AND  USE  IT. 


Call  us.  We'll  bring  you  a  demo: 
i>8oO'-29Z('-6ZfOO  or  get  instant  info  at 
www.infocus.com/avv 

At  In  Focus,'  we've  been  spending  a  lot  of 
time  making  our  world-leading  projectors  easy. 
Easy  to  connect.  Easy  to  use.  In  fact, 
you  probably  won't  even  need  a  manual. 
Our  projectors  automatically  "sync"  to  your 
computer.  So  you  don't  have  to  futz  witli 
controls  right  before  a  big  meeting.  Let  us  bring 
you  a  demo.  See,  we  even  mal<e  that  easy. 


InFGCus 

makes  it  easy. 


(iDMKnuientiKMax)          Phone  (S03)  68S-8888  fax.  (S03)  68';-86^i  In  Europe  Phone  (11)  21  ss^oioo  Fan  (^1}  21  s62tl88  AW  ©1997  In  Focus  Systems,  Inc  In  Focus  is  a  reglslered  trademark  of  In  Focus  Systems,  Inc.  Image  no  0S02003  ©1993  PhotoD 
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Professional 
Presentations 
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hoosing 
;he  Righf 
Presentation 
Platform 

resentations  are  an  exercise  in  persuasion, 
.s  a  presenter,  everything  you  say  sliould 
;ip  persuade  the  audience  to  undertai<e  a 
lecific  action,  whetiier  it's  buying  a  prod- 
:t  or  approving  a  budget.  Anything  that 
3esn't  serve  this  purpose  doesn't  belong  in 
le  presentation.  "Many  presenters  forget, 
jwever,  that  this  same  nile  applies  to  the 
isual  aspects  of  a  presentation  as  well," 
3tes  Stuart  Cohen,  vice-president  of 
/orldwide  Marketing  at  In  Focus,  a  world 
ader  in  manufacturing  and  developing 
isy-to-use  projection  equipment.  "Visual 
ements  should  serve  a  specific  communi- 
itions  purpose,  or  else  they  shouldn't  be 
>ed."  Remember,  your  goal  is  to  promote 
;tion,  not  to  impress  an  audience  with 
3ur  computer  skills  or  artistic  abilities. 

ome  Presentation  Options 

3  what  are  your  options?  Here  are  a  few, 
ith  some  important  pros  and  cons: 

JSt  say  it.  Visual  aids  can  be  a  valuable 
"op  -  or  a  ciTJtch.  Speakers  who  recite 
ide  after  slide  of  "bullet  points"  often  fail 
i  drive  home  their  main  point.  So  consider 
hether  a  "slide  show"  is  really  necessary, 
amc  of  the  most  persuasive  business 
)eeches  use  no  visual  aids  whatsoever 

>vert)eads.  Overhead  slides  remain 
jpular  because  they're  cheap,  quick  and 
isy  to  produce.  They  also  can  be  cumber- 
)me  and  bonng  and  are  best  reserved  for 
forrnational  presentations  to  audiences 
ie  fellow  staff  or  committee  members, 
ho  already  share  your  goals.  In  any  case, 
here  feasible,  hand  out  printed  copies  of 
)ur  slides  ahead  of  time  so  the  audience 
)esn't  have  to  transcribe  them. 

'omputer  presentations.  Computer- 
ised slide  shows,  like  those  produced  by 


A  TEXAS  INSTRUMENTS  TECHNOLOGY 

EVEN  THE 
CHEAP  SEATS  ARE 


GOOD  SEATS. 


Make  sure  your  entire  audience  sees 
everything  everyone  in  the  good  seats 
is  seeing.  How?  It's  called  Digital  Light 
Processing'"  (DLP")  technology  by 
Texas  Instruments.  The  world's  first 
all-cUgital  display  technology.  Look  for 
DLP  "  inside  state-of-the-art  projection 
systems.  It  will  change  the  way  you  see 
things.  From  any  seat  in  the  house. 

1-888-DLP-BY-TI,  ext.  2902, 
or  www.ti.com/dlp/2902 


Show  your  audience  every  detail 
of  every  business  presentation. 


Picture  the  beauty  of  digital  light, 
The  dramatic  digital  technology  from  Texas  Instruments. 


GHT. 
NTS, 


Microsoft'  PowerPoint'  and  Macromedia 
Director,  are  increasingly  common  - 
and  with  good  reason.  They're  attractive  and 
easy  to  customize  and  can  include  motion, 
sound  and  striking  visuals.  But  before  your 
presentation,  be  sure  to  check  the  room 
you're  presenting  in  and  make  sure  it  has  the 
right  computer  and  presentation  equipment, 
or.  better  yet,  bnng  your  own. 

Web-based  presentations.  Presentations 
posted  on  the  Web  have  many  of  the 
advantages  of  computer-based  presenta- 
tions -  plus,  audiences  can  return  to 
them  after  you've  left.  But  to  avoid 
Internet  traffic  jams,  never  am  presentations 
live  from  the  Web.  Always  cache  them 
ahead  of  time. 


Videos.  Videos  are  the  most  expensive 
and  least  interactive  visual  aid  and  should 
be  used  to  introduce  or  accent  your 
presentation,  not  substitute  for  it.  To 
preserve  audience  interaction,  keep  videos 
as  short  as  possible  and  make  sure  they're 
relevant  to  your  message. 

These  guidelines  can  help  you  get  started, 
but  don't  be  afraid  to  experiment.  After  all, 
once  you've  become  a  presentation  veteran, 
you'll  have  an  even  more  effective  rule  to 
follow:  use  what  works  best  for  you. 

i^.'  Regislered  trjiicmark  ut  Microsull  Corpdralmn 

Next  vi/eek:  Preparing  and  organizing 
your  presentation. 

Kevin  R  Hopkins  is  vice-president  for  Communications 

at  Inspired  Arts  Digital  Medio  Group  (www.insplredarts.com) 


vertising  Bureau  issued  guidelines  to  create  standards  for  In- 
ternet advertising. 

If  advertisers  still  aren't  satisfied,  they  can  follow  the  path 

carved  out  by  mar- 
keting heavA.'Aveight 
Procter  &  Gamble.  It 
was  one  of  the  first 
companies  to  pay  a 
Web  site  operator  for  ads  only  when  someone  clicked  on  them. 
"[Advertisers]  like  to  tie  somebody  else's  feet  to  the  fii'e,  say- 
ing: 'You're  my  paitner,  you're  going  to  deliver  the  ads,  and 
you're  going  to  have  a  vested  interest  in  increasing  the  per- 
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formance  of  them,  just  Mke  I  do,' "  says  Yahool  ceo  Hm  Ki 
That  ability  of  advertisers  to  hold  Web  sites  accoimtal 
just  what  experts  say  \\ill  ultimately  make  the  Intern 
easy  an  ad  sell  as  a  spot  on  Seinfeld.  Indeed,  Web  site  o 
ators  are  out  to  prove  to  advertisers  that,  like  Visa,  the 
"is  everj-where  you  want  to  be." 

By  Linda  Himelstein  in  San  Mateo,  Calif.,  uith  E 
Neuhome  and  Paul  M.  Eng  in  Xeiv  York 


Talk  about  this  story  Sundi 
Oct.  5,  at  9  p.m.  edt.  Go  t< 
Business  Week  Online  on  America  Online  (keyword:  BW] 


SAATCHI  TAKES  THE  NET  PLUNGE 


Toyota  loved  what  Saatchi  & 
Saatchi  did  for  it  last  year:  Build- 
ing on  their  long  relationship,  the 
ad  agency  put  the  carmaker  on  the 
Internet.  Saatchi  &  Saatchi  Advertis- 
ing Worldwide  designed  a  Toyota 
Web  site  in  late  1995  and  placed  traf- 
fic-luring banner  ads  on  popular  sites 
such  as  espn.com.  Last  year, 
some  7  million  Web  surfers 
visited  Toyota.com,  and  the 
site  overtook  Toyota  Motor 
Corp.'s  800  number  as  its  best 
source  of  sales  leads.  Toyota 
was  so  happy  that  it  signed 
up  Saatchi  for  a  new  Net  pro- 
gi'am  this  year  in  concert 
with  a  print  and  TV  campaign 
called  Toyota/Everyday. 

There  was  just  one  twist: 
Toyota's  success  forced 
Saatchi  to  face  the  uncomfort- 
able fact  that  the  Net  had  ai-- 
rived  as  a  serious  ad  medium, 
and  the  $7  billion  agency 
lacked  a  game  plan  for  tap- 
ping its  huge  potential.  Most 
of  Saatchi's  clients — which  in- 
clude 74  of  the  world's  top  100 
advertisers — were  suddenly 
demanding  a  Web  component 
to  then*  marketing  campaigns. 
INTERDISCIPLINARY.  That  was 
the  genesis  of  Dai'win  Digital, 
a  di\ision  of  Saatchi  created  last  May 
to  target  the  Net.  Tvvo  years  ago,  on- 
line marketing  was  an  afterthought  at 
the  agency.  Now,  says  Julie  M.  Bauer, 
head  of  Saatchi's  San  Francisco  office, 
"eveiy  pitch  includes  how  we  wtU 
treat  the  client's  business  [on]  the  In- 
ternet." Tlie  3;3-person  Darvrin  Digi- 
tal, carv'ed  out  of  Saatchi's  7,000-per- 
son  staff,  melds  the  nimbleness  and 
specialization  of  a  boutique  Internet 
ad  shop  with  Saatchi's  ability  to  serve 
clients  worldwide.  "We  are  the  ones 
who  can  suggest  something  complete- 
ly out  there  to  a  client,"  such  as  link- 
ing a  corporate  site  to  one  listing 


mother-in-law  jokes,  says  Greg  Smith, 
Dai'\™'s  chief  of  strategic  services. 

Dai-\\in's  independent  team  cuts 
across  disciplines,  with  a  blend  of  cre- 
ative, technical,  and  account-manage- 
ment talent.  SaatcM  won't  break  out 
Dai-N^in's  revenues  or  client  roster,  but 
the  group  is  slated  to  gi-ow  to  40  em- 


WEBHEADS:  Darwin  Digital  CEO  O'Brien  (right)  and 
members  of  the  new  Web  division's  growing  team 


ployees  in  the  coming  year.  The  skunk 
works  is  tightly  linked  to  Saatchi:  It's 
housed  in  the  agency's  New  York 
headquaitei-s,  and  its  CEO,  Coby 
O'Brien,  is  a  Saatchi  \ice-president. 
But  Dai'win  also  nurtm-es  a  distinct 
Net  cultui-e  that  discoui'ages  hierar- 
chy and  demands  technical  sa\'vy. 
Even  the  head  of  client  senices  is 
leaiTiing  to  program  in  html,  the  lan- 
guage of  Web  pages.  The  result,  says 
Smith,  is  a  spirit  of  "radical  pitching" 
that  fosters  risk — and  can  produce 
huge  rewai'ds. 

Take  Danvin's  Web  site  for  General 
Mills  Inc.  Instead  of  posting  a  dry  list 


of  nutritional  facts,  Darwin  created  a 
cMlch-en's  site  called  You  Rule  School 
that's  chock-full  of  games,  educationa 
material — and  cereal  ads.  The  site 
now  ranks  No.  6  among  sites  most 
\isited  by  kids,  says  Shana  Hunter, 
Dain^in's  director  of  client  senices. 
Dai-win  also  uses  cutting-edge  tecl 
nologj'.  WTien  Bell  Atlantic 
CorjD.  wanted  a  novel  way  to 
push  its  high-speed  isdn 
phone  lines,  Dar\™  used 
Java  softwai'e  to  create  the 
latest  in  banner  ads:  a  mini- 
Web  site  that  pops  up  inside 
the  banner.  Visitors  can  read 
about  ISDN,  fill  out  forms  to 
request  help,  and  even  play 
games,  all  without  lea\ing  th 
site  where  the  banner  ad  ap- 
peal's. 

The  agency  doesn't  shy 
away  fi'om  controvei-sy  ei- 
ther To  drive  repeat  traffic 
to  its  site  for  Sauza  Tequila, 
Darwin  added  a  button  that 
hnks  visitors  to  a  different 
offbeat  Web  site  even'  day. 
One  quirky  link:  John's  Hail 
Page,  a  funny  daily  commen 
tan'  about  one  man's  bad 
hail'  days.  It's  a  far  ci-j'  from 
tequila,  but  the  Sauza  site 
has  won  loyal  fans  and  a  hal 
dozen  awards. 

The  next  step,  says  CEO  O'Brien,  L 
to  improve  Interaet  ads.  "Last  yeai; 
was  all  about  dri\ing  ti'affic  to  the 
Web  sites,"  O'Brien  says.  Now,  Web- 
vertisements,  like  print  and  T\'  ads, 
have  to  push  products  or  raise  bi-and 
awai'eness.  Danvin  is  w'orking  up  sue 
campaigns  for  Tide  detergent  and 
Time  Wai-ner  Inc.'s  Pathfinder  site. 
"Intemet  ads  have  to  take  a  stand 
and  tell  theii-  ston-  right  then  and 
there,"  says  O'Brien.  Saatchi  hopes 
Dai'win  will  chive  the  next  step  in 
that  evolution. 

By  Ellen  Neubome  in  New  Yot 
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Where  the  world's  information  goes. 


StorageTek 


Delivery  Man. 

"I'll  never  forget  the  day  the  CIO  came  into  my  office 
and  told  me  we  needed  a  better  storage  solution.  One 
that  would  let  I'S  access  and  secure  information  from 
any  department,  anywhere  in  the  organization.  It  had 
to  be  fast,  reliable  and  work  with  our  UNIX,*  NT  and 
NetWare"  platforms.  I  crossed  my  fingers  and  said  I'd 
do  it.  Then  I  called  StorageTek.  And  today  I  delivered 
on  that  promise  —  on  time  and  on  budget."  Call 
StorageTek  at  1  800  786-7835.  Or  visit  us  on  the 
Web.  After  all,  when  you've  got  the  experts  on  your 
side,  establishing  a  long-term 
I  storage  solution  isn't  a  question 
of  luck,  just  a  matter  of  deliver 


www.storagetek.cGm/deiivery 


BUSINESS  WEEK/HARRIS  POLL 


A  LOT  OF  LOOKING.  NOT  MUCH  BUYING-YET 


A 


dvertising  on  the  Internet  has  been  slow  to 
evolve,  but  it's  picking  up  speed.  Some  80% 
I  of  the  Web  surfers  who  responded  to  a 
recent  Baruch  College-Harris  Poll  commissioned 
by  BUSINESS  WEEK  Say  they've  seen  ads  onlme. 
More  significantly,  49%  say  they  have  clicked  on  an 
ad  for  more  information.  Yet  only  19%  say  they've 
purchased  a  product  after  viewing  a  cyber  ad. 


ON  OR  OFF? 

USE    DO  NOT  USE 

Do  you  personally  use  a  computer,  or  not?  59%  41% 

SURF'S  NOT  THAT  UP 

(If  you  use  a  computer)  Do  you  personallj-  use  the  computer  to... 

A  I  .  USE    DO  NOT  USE 

Access  an  online  service  such  as 

America  Online  or  CompuServe?  20%  80% 

Access  the  Internet  or  the  World  Wide  Web?  ...48%  52% 

BUYER  OR  WINDOW-SHOPPER? 

(If  you  have  gone  online)  Have  you  ever  used  the  Internet.  World 
Wide  Web,  or  an  online  service  to  purchase  anything,  or  not'? 
Havepurchased  19%  Have  not  81% 

BEEN  THERE.  SAW  THAT 

(If  you  have  gone  online)  Have  you  seen  or  noticed  any 
ad\'ertisLng  for  products  or  services,  or  nof? 
Have  seen  ads  80%  Have  not  seen  ads  20% 

MOUSE  TRACKS 

( If  you  ha  ve  seen  ads )  Have  you  ever  cUcked  on  any  online 
advertising,  or  nof? 

Clicked  on  advertising. ...49%  Have  not  clicked  51% 

WHAT  GRABS  YOU? 

( If  you  clicked  on  ads )  In  general,  what  draws  your  attention  to 
online  ads  most  often'?  Is  it  interesting  graphics,  offers  of 

information,  promises 
of  a  free  product  or 
service,  or  something 
eke? 

Interesting  graphics  22% 

Offers  of  information   41% 

Promises  of  a  free  product  or  service   12% 

Something  else   25% 

SEEN  ANY  GOOD  ONES  LATELY? 

( If  you  clicked  on  ads)  How  often  do  you  click  on  them — 
often,  sometunes,  or  rarely"? 

Often   5%     Sometimes  45%     Rarely  50% 

MIXED  SIGNALS 

( If  you  have  seen  ads )  In  general,  would  you  agree  or  disagree 
with  each  of  the  following: 

STRONGLY  SOMEWHAT  SOMEWHAT   STRONGLY  DON'T 
AGREE        AGREE    DISAGREE    DISAGREE  KNOW 

Advertisements  located 
on  Web  sites  are  useful 
sources  of  products 

and  information  19%  52%  18%  9%  2% 

Idfl  Rii<;iMF<;<;  wfpk  /  nrrrmpp  a  iqq7 


Special  Report 


In  this  survey  of  computer  users  examining  Internet 
usage,  some  48%  say  they  cruise  the  Net,  and  they 
are  spending  so  much  time  there  that  it's  beginning 
to  affect  other  parts  of  their  lives.  While  basics  such 
as  sleeping,  eatmg,  and  working  have  remained  pret- 
ty much  untouched,  fully  48%  of  surfers  say  they 
now  spend  less  time  watching  television,  and 
26%  say  they're  reading  less. 


STRONGLY  SOMEWHAT  SOMEWHAT  STRONGLY  DONT 
AGREE        AGREE    DISAGREE    DISAGREE  KNOW 

Advertisements  located  on  Web  sites  are  easy  to 
Ignore  29%  46%  18%  7%  0% 

JUST  LOOKING 

(If  you  have  seen  ads)  Have  you  purchased  a  product  or 

service  for  which  you  saw  online  advertising,  or  not? 

Have  purchased  19%     Have  not  purchased  81% 

THANKS  BUT  NO  THANKS 

(If  you  have  seen  ads)  Compared  with  ads  on  television,  in 
print,  or  in  other  mediums,  are  you  more  or  less  likely  to 
purchase  something  advertised  on  the  Internet,  the  ^brld 
Wide  Web.  or  online  services? 

More  Iikely....l8%  About  as  likely  ...8%  Less  likely. ..74% 
KEEP  IT  FREE 

(If  you  ha  ve  gone  o/;//»«'j  Would  you  be  vviUing  to  pay  user  fees 
to  support  the  Internet,  World  Wide  Web,  or  online  services  if  it 
meant  avoiding  online  commercials,  or  not? 

Willing  to  pay  user  fees  29% 

Not  willing  to  pay  user  fees  67% 

Don't  know  4% 


THE  27-HOUR  DAY? 

(If  you  have  gone  online)  Does  the  time  you  spend  on  the 
Internet,  World  Wide  Web,  or  online  mean  you  spend  less 
time... 


YES  NO 

Watching 

television  48%  ....52% 

Reading  26%  ....74% 

Sleeping  11%  ....89% 


YES  NO 

Eating  7%  93% 

Exercising  19%  81% 

Working  10%  90% 


HERE'S  THE  RUB 

(If  you  have  gone  online)  How  willing  are  you  to  share 
personal  and  financial  information  about  yourself  so  that 
online  ads  can  be  targeted  to  your  tastes  and  interests? 

Very  willing  1%      Not  very  willing  23% 

Somewhat  willing  11%      Not  willing  at  all  65% 


EDITED  BY  KEITH  H.  HAMMONDS 


Survey  of  1,002  adults,  including  345  Internet/World  Wide  Web 
users  and  280  wiio  have  seen  online  advertising,  conducted  Sept 
17-21,  1997,  for  BUSINESS  WEEK  by  Louis  Harris  &  Associates 
Inc.  and  Barucli  College  of  the  City  University  of  New  York.  For 
complete  results  of  this  poll,  go  to:  www.busmessweek.com  ot 
America  Online.  Keyword:  BW 


PRESERVING  YOUR  ESTATE 


lur  money  is  too  important  to  leave  to  chance. 


er  all  your  hard  work,  don't  you  want  to 
sure  your  estate  goes  to  your  loved 
or  a  favorite  charity?  The  need  for 
estate  planning  today  is  as  important 
er,  with  current  legislation  that  might 
;t  estate  taxes.  Without  proper  plan- 
taxes  may  only  be  the  beginning  of  a 
sizeable  chunk  taken  out  of  your  estate. 

may  also  be  fees,  administrative  expenses  and 
ite.  The  choices  you  make  today  will  directly 


ailect  how  much  you  pass  along 
lo  your  heirs  tomorrow.  Get 
started  now  bv  talking  to  vour 
Pransamerica  representative 
or  calling  us  toll-lree  to  get 
a  copy  of  our  free  booklet. 
"'Estate  Planning:   Its   Your  Choice." 
\i)U  can  also  visit  us  online  at 
www.transamer.ca.com.  TRANSAMERICA 

THE  PEOPLE  IN  THE  PYRIMID  ARE  It  OHKIMi  EOK  YOU^' 


INSURANCE 


Call  1-800-945-8490  ext.  132 

ASSET     MANAGEMENT  •  LENDING 


LEASING 


International  Business 


CHINA 


CHEATED 
IN  CHINA? 


More  American 
companies  turn  to 
Washington  for 
relief  from  abuses 


When  Kimberly-Clark  Corp. 
opened  its  Handan  Comfort  & 
Beauty  Grotip  in  1994,  the  Ink- 
ing (Tex.)  company  had  high 
hopes  for  its  Chinese  joint  venttu'e.  But 
tkree  yeai's  later.  Kimberly-Clark  has 
hii'ed  armed  guai'ds  to  protect  the  man- 
ager and  employees  of  the  operation, 
which  has  gone  seriously  a\\Ty.  The 
source  of  the  problem,  according  to 
Kimberly-Clai-k:  A  manager  for  its  Chi- 
nese partner  set  up  a  rival  company 
across  the  street  to  make  the  same 
products — and  diverted  materials  from 
the  joint  venture  to  his  new  company. 

Kimberly-Clark  isn't  alone.  The 
American  Embassy  has  seen  a  big  jump 
in  complaints  over  the  past  six  months 
from  disgruntled  U.  S.  companies  fed 
up  with  theu-  lack  of  protection  under 
China's  legal  system.  Foreign  invest- 
ment in  China  will  shrink  "if  a  mecha- 
nism does  not  exist  to  ensm'e  that  local 
and  proNincial  oiEciak  abide  by  a  inle  of 
law."  warns  John  F.  Fiedler,  ceo  of 
Borg- Warner  Automotive  Inc. 

The  problems  have  reached  such  a 
peak  that  the  embassy  wants  U.  S. 
Commerce  Secretaiy  William  M.  Daley 
to  raise  the  most  egi-egious  cases  diuing 
his  visit  to  Beijing  in  early  October. 
"Some  of  these  problems  will  have  to  be 
resolved  at  the  highest  level,"  says  U.  S. 
Ambassador  James  R.  Sasser  If  Daley 
doesn't  get  satisfaction,  it  could  cast  a 
cloud  over  U.  S.-China  relations  short Iv 


before  Chinese  President  Jiang  Zemin's 
trip  to  Washington  in  late  October. 

The  scale  of  the  problem  is  much  big- 
ger than  the  number  of  cases  that  have 
come  to  hght  so  fai\  Up  to  now.  most 
companies  have  kept  quiet  about  trou- 
bles with  their  Chinese  ventures  for 
feai-  of  retahation  by  officials.  But  the 
abuses  have  become  so  widespread  that 
U.  S.  companies  besides  Kimberly-Clai-k 
are  taking  then-  complaints  to  top  offi- 
cials in  Washington.  And  several  of 
those  companies  talked  to  business 
WEEK  reporters  about  theu*  ordeals. 
TWINS.  Forging  a  successful  joint  ven- 
tiu-e  in  China  is  usually  chffictilt.  But  the 
problems  ai'e  acute  for  companies  that 
have  ventui-ed  outside  the  major  tu-ban 
ai-eas  of  Beijing.  Shanghai,  and  Guang- 
zhou. U.  S.  companies  that  nished  int^  ■ 
China's  far-flung  pro\inces  in  the 
heady  days  of  1993  ai-e  discover- 
ing that  local  protectionism  said 
cromism  ai-e  making  btisiness 
a  lot  tougher  than  expect- 
ed. For  example,  it  ap- 
peal's that  Chinese  pait- 
nei-s  with  local  political 
clout  can  rip  off  a 
foreign  pailner  and 
influence  coiuts  to 
ntle  in  theii"  favor 

The  Kimberly- 
Clark  venture 
has  tiu-ned  into 
a  tangled  tale  of 
intrigue  and  le- 
gal frustration. 
Its  plant  in  Han- 
dan.   which  is 
97^c   owned  by 
Kimberly-Clark, 
produces  ai*ound 
.$10  million  an- 
nually of  femi- 
nine-care pads. 


Located  in  the  northeastern  pro\ince|j 
Hebei,  it  is  one  of  12  company  factoi 
in  China.  The  operation  seemed  to 
running  smoothly  until  last  spiing,  wl 
plant  officials  noticed  a  neai'by  facte 
w^as  making  a  similar  product.  Woi 
the  Americans  discovered  that  the  h( 
of  the  rival  operation  was  Li  Hongs 
who  was  picked  by  Kimbeiiy-Clai'k's  C 
nese  paitner.  Xingha  Factoiy  Co.,  to 
the  managei'  of  the  joint  ventiu'e.  Li  \ 
"stealing"  and  "diverting  materials"  si 
as  spai'e  paits  and  pulp  from  the  vent 
to  the  new  factor\',  alleges  Tina  S.  Bai 
Kimberly-Clark's  \ice-president  for 
porate  communications.  Li  has  been 
available  for  comm.ent. 

Kimberly-Clai-k  stresses  that  part 
Xingha  is  not  implicated.  But  when 


When  a  local  manager  sets  up  a  competing  plant  and 


).  company  raised  the  case  with  Han- 
authorities,  it  initially  had  difficulty 
;ing  action,  Barry  alleges,  because 
s  unscrupulous  individual  had  a  lot  of 
lence  with  local  political  officials." 
Handan  city  government's  foreign- 
irs  office  denies  that  Li's  connec- 
s  influenced  its  handling  of  the  case 
says  it  took  "energetic  measiu'es"  to 
I  with  the  situation.  But  after  Kim- 
y-Clark  replaced  Li  with  an  Ameri- 
manager,  Jim  Rice,  associates  of  Li 
ived  up  near  the  plant  in  what  em- 
'ees  as  well  as  Rice  considered  an 
of  intimidation.  In  response,  Bany 
3,  "we  hired  security  to  provide 
md-the-clock  protection." 

As  a  last  re- 
sort, Kim- 


berly-Clark called  the  U.  S.  embassy.  It 
raised  the  case  with  both  the  Foreign 
Ti'ade  &  Economic  Cooperation  Ministiy 
and  the  Foreign  Aff'airs  Ministry,  and 
also  asked  their  help  in  getting  poUce 
protection.  Li  was  detained  in  late  Au- 
gust. But  Li's  factory  is  still  operating. 
Although  materials  are  no  longer  being 
diverted  from  the  joint  venture,  "our 
intent  is  to  shut  the  [rival]  plant  down 
or  take  it  over,"  says  Bany.  Kimberly- 
Clark  alleges  that  the  plant  is  still  being 
operated  with  its  materials. 
WINNER  TAKES  ALL.  Now  that  higher- 
level  officials  are  involved,  Bairy  says, 
Kimberly-Clark  is  optimistic  that  the 
problem  vdll  be  resolved.  Despite  the 
trouble  at  Handan,  Kimberly-Clai-k  plans 
to  expand  its  operations  in  China.  But 
the  company  hopes  that  Daley  will 
"stress  to  Chinese  officials  the  need 
to  put  in  place  more  legal  protec- 
tions for  U.  S.  investors." 
Chicago-based  Borg-Wamei-  Au- 
tomotive Inc.,  which  makes  auto 
parts,  surely  shares  that  hope.  Short- 
ly after  the  company  first  signed  its 
transmission  joint  venture  in  1995  in 
Shiyan,  Hubei,  Borg-Wamei'  realized 
that  its  Chinese  partner  had  no  in- 
tention of  making  the  deal  work.  In 
fact,  the  Chinese  were  planning  to  set 
up  a  rival  operation,  says  Donald  H. 
Schlueter,  general  manager  of  now- 
inactive  Huazhong  Wamer  Auto- 
motive Ti-ansmission  Co.,  though 
it  never  got  close  to  production. 


Late  last  year, 
Borg- Warner  filed 
/   with     the  Hubei 
Commission  of  For- 
eign Economic  Cooi> 
eration  &  Tr-ade  to 
end  the  ventui'e  on 
the   grounds  that 
the  Chinese  partner, 
Shiyan  Automotive 
Transmission  Factory 
(SATF),  had  not  fulfilled 
its  obligation  to  provide 
^      utilities  such  as  water  and 
electricity.  Because  of  that, 
Borg-Warner  had  refused  to  ac- 
cept the  factoiy  site.  In  March,  it  got 
the  bad  news:  Its  petition  was  denied, 
and  in  the  inteiim,  the  local  paitner  had 
filed  suit  in  Shiyan  couil  against  the 


JOINT  VENTURES 
GONE  WRONG 


KiMBERLY-CLARK 


Formed  venture  with  Xingha  Facto- 
ry Co.  in  1994  to  make  feminine- 
hygiene  products  in  Hebei  province. 
Alleges  that  a  Xingha  executive  set 
up  a  rival  factory  making  similar 
products  with  materials  diverted 
from  the  joint  venture. 


BORG-WARNERj 


Filed  to  terminate  an  unsuccessful 
joint  venture  in  auto  parts  in  Hubei 
province  late  last  year.  But  in  a 
surprise  lawsuit,  partner  Shiyan 
Automotive  was  awarded  all  of 
the  venture's  assets  of  $2.2  million. 


ASIMCO 


It's  appealing  a  Sept.  2  court 
decision  holding  Asimco  liable  for 
$4.95  million  worth  of  letters  of 
credit  that  it  alleges  were  forged  by 
the  former  general  manager  of  its 
auto-parts  joint  venture  in  Zhuhai. 

joint  venture  for  rejecting  the  site.  The 
court  awarded  all  of  the  joint- venture 
assets  of  $2.2  million,  60%  of  which  orig- 
inally came  fi-om  Borg-Warner,  to  the 
Chinese  paitner.  By  the  tune  the  Amer- 
icans found  out  about  the  suit,  it  was  too 
late  to  appeal  at  the  local  level:  Without 
informing  Borg-Warner,  the  general 
manager  of  satf,  Zhang  Yuming,  had 
not  only  brought  the  suit  but  had  also 
represented  the  venture  against  the  al- 
legations in  his  capacity  as  chairman  of 
Huazhong  Wamer. 

Borg- Wamer  requested  a  hearing  in 
Hubei  provincial  court  but  got  no  re- 
sponse. Tlu'ee  months  ago,  it  filed  a  peti- 
tion with  China's  supreme  couit,  which  is 
expected  to  i-ule  within  eight  months. 
Like  Kimberly-Clark,  the  company  has 
asked  the  U.  S.  embassy  for  help  as  well. 

Schlueter  claims  to  have  minutes  of  a 
meeting  between  city  officials  and  satf 
that  show  that  the  Chinese  side  and  local 
officials  worked  together  on  the  scam  and 
that  the  joint  ventm-e  was  never  intend- 
ed to  be  carried  out.  Zhang  flatly  denies 
all  of  Borg- Warner's  allegations,  calling 
them  "pure  slander."  When  asked  about 
Daley's  plans  to  raise  the  case  when  he 


lorities  won't  shut  it  down,  what  can  you  do? 
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visits  Beijing,  Zhang  said  this  would  be 
"improper"  and  threatened  business 
WEEK  with  a  lawsuit  if  it  pi-inted  a  stoiy. 

Beijing-based  Asimco,  an  American 
direct-investment  fund  with  15  auto- 
components  ventures  in  China,  also  has 
ran  into  what  it  calls  an  unfaii'  court 
decision.  Asimco  says  the  fonner  gen- 
eral manager  of  its  Zhuhai-based  cac 
Brake  Co.,  Liang  Jinwen,  forged  letters 
of  credit  worth  $4.95  million  and  cashed 
them  at  the  local  branch  of  Guangdong 
Development  Bank.  On  Sept.  2,  the 
Zhuhai  People's  Intermediary  Court 
mled  that  Asimco  has  to  pay  the  bank 
back.  Asimco  says  the  bank  failed  to 
follow  written  procedures  agi-eed  to  by 
the  joint  ventiu'e  and  the  bank  requiiing 
approval  by  fom'  top  officers  of  the  ven- 
ture to  cash  letters  of  credit.  Besides, 
says  Jack  Perkowski,  chainnan  of  Asim- 
co: "We  have  clear  evidence  that  offi- 
cials at  the  bank  were  in  collusion"  with 
Liang,  who  has  since  disappeared.  Guo 
Zjojang,  vice-president  of  the  bank's 
Zhuhai  branch,  dechned  to  comment, 
saying  only  that  "the  court  has  made  its 
decision."  A  Zhuhai  court  official  insists 
"the  decision  was  made  according  to  the 
law  and  not  according  to  personal  rela- 
tionships." Asimco  is  appealing,  after 
previously  contacting  the  U.  S.  embassy. 
DEAF  EARS.  For  smaller  U.  S.  compa- 
nies, such  stonewalling  by  Chinese 
courts  is  a  familiar  hazard.  Hong  Kong- 
based  Revpower,  a  U.  S.-owned  contract 
manufacturer,  has  been  tiying  foi-  foui- 
years,  without  success,  to  get  Chinese 
courts  to  enforce  a  $4.5  million  arbitra- 
tion award  against  Shanghai-based  sfa- 
ic,  a  Chinese  company,  sfaic  violated 
a  pact  with  Revpower  to  make  indus- 
trial batteries  with  machinery  and 
knowhow  provided  by  Revpower.  But 
SFAIC  has  reftised  to  pay  the  award,  de- 
teiTnined  by  an  international  arbitration 
panel  set  up  under  the  tenns  of  their 
original  deal.  Calls  by  business  week  to 
SFAIC  were  not  answered. 

Oddly  enough,  all  of  these  troubles 
are  festering  at  a  time  of  rapidly  im- 
proving U.  S.-China  relations.  Daley's 
trip  is  designed  to  ensure  a  smooth 
summit  between  Jiang  and  President 
Clinton.  Beijing's  recent  moves  to  pri- 
vatize state  companies,  reduce  tariffs, 
and  offer  favorable  ta.\  breaks  to  foreign 
companies  all  send  a  signal  that  China 
wants  to  improve  its  investment  cli- 
mate. But  if  companies  in  the  field  find 
that  conditions  are  getting  worse,  high- 
level  goodwill  and  special  policies  may 
not  be  enough  to  keep  investors  coming. 

By  De.cter  Robeiis,  with  Christopher 
Power,  in  Beijing  and  Stephanie  An- 
derson Forest  in  Dallas 


A  HATCHET  JOB 
ON  REFORM 

The  LDP  may  be  going  back  to 
the  bad  old  ways 

Japanese  Prime  Minister  Ryutaro 
Hashimoto  had  no  choice  but  to 
cave  in.  His  misguided  attempt  to 
bring  Koko  Sato  into  his  Cabinet  to  the 
crucial  post  of  reforming  and  slimming 
the  civil  service  finally  fizzled  on  Sept. 
22.  Sato,  convicted  in  1986  for  taking  a 
$16,000  bribe  in  the  1970s  Lockheed 
scandal,  resigned,  and  a  grim-faced 
Hashimoto  bowed  toward  TV  cameras 
and  apologized  to  the  nation  for  his 
"lack  of  insight." 

The  incident  shows  that  the  ruling 
Liberal  Democratic  Party's  (ldp)  noto- 
rious faction-driven  dealmaking  is  again 
alive  and  well.  That's  bad  news  for  the 
LDP's  leader,  because  it  means  that  his 
crusade  for  economic  reform  is  now  a 
lost  cause. 

MIGHTY  MINISTRIES.  Ajiy  hope  of  bring- 
ing the  country's  powerful  bureaucra- 
cies to  heel  is  waning.  Already,  efforts 
to  dismember  the  all-poweifiil  Finance 
Ministry  have  been  quietly  dropped. 
The  Ministi-y  of  International  Tr'ade  & 
Industry,  rather  than  having  its  wings 
clipped,  will  now  likely  extend  its  prodi- 
gious influence  fi'om  manufacturing  into 
broadcasting  and  telecommunications. 

It's  a  high  price  for  Hashimoto  to 
pay  for  a  personnel  blunder.  But  he  was 
persuaded  to  appoint  Sato  by  former 
Prime  Minister  Yasuhiro  Nakasone,  to 
whose  Watanabe  faction  Sato  belonged. 


Hashimoto's 
appointment  o: 
a  tainted  crony 
sparked 
widespread 
public  outrage 


THE  PREMIER  APOLOGIZED  1 
FOR  HIS  "LACK  OF  INSIGHT 


Besides,  Sato's  replacement,  fonner jjjl 
bor  Minister  Sadatoshi  Ozato,  cot 
from  another  faction  run  by  ex-preij 
Kiichi  Miyazawa. 

Hashimoto  bore  the  blame  as 
dreds  of  Japanese  sent  angry  E- 
messages  to  the  Premier.  Public 
rage  at  the  resurgence  of  cynical  b 
room  politics  orchestrated  by  ldp  fa( 
leaders  torpedoed  his  approval  rati 
nearly  halving  them,  to  28%.  His 
ernment  rocked  as  the  ldp's  two 
leaning  coalition  partners — the  S( 
Democratic  Party  and  New  Party 
neers — threatened  to  bolt  and  bj 
down  the  government  if  Sato  didn'lj 

But  by  beating  up  on  Hashir 
Japanese  votere  were  effectively  hell 
restore  the  power  of  the  ldp's  b| 
room  barons.  Hashimoto  was  alnS 
taking  heat  for  a  shding  economy 
contracted  11%  on  an  annual  basi| 
the  April-to-June  quaiter  The  ecorl 
ic  squeeze  results  fi"om  his  govemml 
austerity  progi'am  designed  to  si 
the  budget  deficit  that  is  6%  of 
domestic  product.  As  Japan's  trade  I 
plus  swells  to  $100  billion  a  year,  W| 
ington  fears  Tokyo  is  reverting 
old  strategy  of  export-led  gi'owth] 
glacial  deregulation  at  home.  Hash 
swears  it  isn't  so. 

Despite  the  Sato  fiasco,  he  vo\ 
charge  ahead  with  reform.  But, 
five  years  of  effort,  about  9,000  red 
tions  remain  on  the  books  and  still] 
the  nation's  bureaucratic  mands 
their  enoiTnous  clout.  Large  pockej 
the  economy  from  retailing  to 
struction  are  protected  and  coul 
stand  the  heat  of  global  competil 
As  a  result  Japan's  living  costs  will  [ 
absurdly  high,  consumption  rer| 
weak,  and  the  economy  fixated  or 
port  growth. 

By  Brian  Bremner  in  Ti 
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Every  day,  we  create  new  ways  for  the  Internet  to  do  new 
things  that  create  new  opportunities  for  your  business. 
That's  Vv/hy  we  built  the  world's  most  extensive,  most 
rigorously  engineered  Internet  network.  It's  what 
drove  us  to  develop  products  like  our  exclusive 
ExtraLink^'^  services.  And  breakthroughs  like 
Preferred  Access^^  DSL  technology-high-speed 
dedicated  access  over  traditional  copper  data  lines. 
Both  made  possible  by  our  merger  with  WorldCom," 
one  of  the  world's  leading  long-distance  and 
local-loop  carriers.  What  have  we  been  up  to 
while  you  read  this? 
There's  an  easy  way  to 
find  out.  1  800  465  1822  M5'^'\l\1f 
or  www.uu.net/bw20.  ^"-^ 
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WORLD  GOLF 
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Opening  Spring  of  '98. 

The  world's  premier  golf  destination,  featuring  the  World  Golf  Hall  of  Fame  and  IMAX™  Theater,  three  championship  courses, 
A  resort  hotel  and  convention  center,  vacation  and  corporate  villas,  shopping  and  more.  Sx  Augustine,  St  Johns  County,  Florida. 
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ESSAY 

By  Sheri  Prasso 


THE  MISERY  HERE  iS  JUST  PHENOMENAL' 


Wlien  I  left  my  life  here  in 
Cambodia  in  1994  after  neai-ly 
thi-ee  yeai's  as  a  news  corre- 
spondent. I  didn't  know  which  mem- 
ories would  haunt  me.  ilaybe  it 
would  be  the  time  I  ^\itnessed  a  sol- 
dier explode  the  head  of  a 
pohceman  with  a  shot 
from  a  .45  caliber  pistol 
while  ai-guing  over  the  af- 
fections of  a  $2  prostitute. 
Or  it  might  be  the  day  I 
inter\iewed  a  blood- 
soaked  child,  the  sole  sm*- 
\ivor  of  a  massacre  of  an 
entire  \illage.  Or  the 
night  I  was  pui'sued  and 
shot  at  by  a  cai'load  of 
soldiers  who  objected  to 
free  speech. 

As  it  turned  out.  the 
memories  that  linger  are 
not  of  %iolence  or  blood- 
shed. It  is  the  victims — 
the  people  I  had  barely 
noticed  at  all.  Every  day, 
several  times  a  day.  some 
poor  Cambodian  would 
come  up  beside  me,  at  a 
restaiu'ant.  outside  the 
bank,  or  on  the  street, 
and  beg  for  money.  The 
echoes  of  their  nasal  pleas 
still  liiig  in  my  head,  as 
they  have  in  my  night- 
mai'es  for  years.  More 
times  than  not.  the  beg- 
gar was  a  soldier  in  uni- 
fonn,  missing  an  ai'm  or  a 
leg.  or  both,  the  ugly 
stumps  bandaged  and 
doused  in  fake  blood  to 
evoke  sympathy  and  an  extra  buck. 
"Social  pests,"  ad\'ised  my  Cambodi 
an  fi-iends.  "Don't  give  them  money 
or  you'll  encoiu'age  them."  So  I 
didn't.  I  didn't  pay  them  any  atten- 
tion at  all. 

SUICIDE,  ^^^lat  I  didn't  realize,  at 
fii-st.  was  the  mis- 
ery of  li\ing  as  an 
amputee  in  Cam- 
bodia. It  can  be 
hai'der  than  djdng. 
Cambodians  be- 
Ueve  that  a  person 
missing  a  hmb  is 


not  whole.  A  body  missing  a  part 
means  the  spirit  is  incomplete.  So 
the  maimed  are  shunned.  No  one 
hii-es  them.  And  if  there  are  no  fam- 
ily members  who  will  support  them, 
they  must  beg  for  food.  Many  com- 


WAITING:  Many  mine  victims  are  shunned 


mit  suicide  or  spend  theii'  hves  shut 
away,  afi-aid  to  ventui-e  out. 

Tliese  men  and  boys  were  forced 
into  then*  fate  by  Cambodia's  w-ars. 
They  stepped  on  land  mines  while 
on  patrol  or  tripped  the  mines  with 
their  hands  while  setting  them 


Some  30,000  Cambodians  have  lost  arms  or 
legs  to  land  mines.  And  it's  estimated  that 
10  million  more  remain,  ready  to  blow 


themselves.  And  soldiei"s  ai*en't  the 
only  \ictims.  Many  more  are  chil- 
dren or  young  mothers  who  went 
looking  for  firewood.  Land  mines  are 
the  leftovers  of  wai"  in  Cambodia, 
and  it  is  estimated  that  there  is  one 
biuied  mine  for  each  one 
of  the  10  million  men. 
women,  and  cliildi'en  in 
the  countiy.  About  30.000 
people  here  are  li\ing  ca- 
sualties. And  there  are 
plenty  more  to  come. 
VETS  RETURN.  So  now.  I 
am  back  in  Cambodia 
chasing  my  ghosts.  Pol 
Pot  has  been  captured  in 
the  jungle  somewhere. 
The  capital  is  teeteiing  on 
a  knife's  edge  of  violence. 
And  it's  the  kind  of  lan- 
guid, tropical  day  that 
evokes  the  sweating, 
malarial  scenes  of  Apoca- 
lypse Xoic. 

I  decide  to  visit  one  of 
the  places  that  is  tr\ing  tc 
make  incomplete  people 
whole  again — a  prosthetics 
clinic  called  Kien  Khlang. 
Tlie  collection  of  former 
mihtaiy  bai-racks  and 
palm  trees  is  just  across 
the  Tonle  Sap  River  ft-om 
the  capital,  Phnom  Penh. 

Although  several  aid 
groups  now  make  aitificial 
hmbs  in  Cambodia,  there's 
something  remarkable 
about  Kien  Khlang:  It  was 
founded  by  American 

  Vietnam  War  vetei-ans 

who  felt  they  had  a  debt  to  pay  to 
the  war  \ictims  they  helped  create. 
The  first  director  was  a  former 
Green  Beret  who  took  part  in  the 
1970s  U.  S.  invasions  of  Cambodia 
and  Laos.  Cui-rent  director  Larrie 
WaiTen,  54,  was  in  the  Peace  Coips 
and  never  fought. 

  But  he  beUeves  in 

the  Metnam  Veter- 
ans of  America 
Foundation's  mis- 
sion. "I'm  not  a  hig 
promoter  of  Ameri 
can  guilt,  but  we  , 
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Liberty  Mutual  is  committed  to  reducing  the  impact  ot  low  back  pain,  so  someone 
like  Joe  won't  miss  work,  or  the  occasional  piggyback  ride  with  daughter  Lisa. 
At  our  research  center  we  analyze  how  variations  in  bending  habits  can  attect  the 
risk  ot  low  back  pain.  Our  research  has  led  to  innovative  products  like  Computask',' 
a  software  program  we  use  to  evaluate  workplace  tasks  and  help  recommend  ways 
to  ensure  that  Joe  and  daughter  Lisa  live  sitter,  more  secure  lu'es. 

LIBERTY 

^    There,!  more  uiionnation  iir  d  like  to  .'hare.  So  plea.w  call  John  Ryan  MUTUAL 
at  (617) 57-1-58-12  or  vwit  our  welhiite  at  http-./U^'wu'.iihertyniutual.coni  freedom  of  JjiheV^ 
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played  a  part  in  the  past  here.  We 
can  afford  it,  and  it's  something  we 
should  be  doing,"  he  says. 

A  sign  posted  in  the  clinic 
says  it  has  treated  6,052  persons 
since  it  opened  in  1991  and  has  built 
more  than  2,000  wheelchairs.  As 
many  as  150  new  patients  a  month 
come  through  Kien  Khlang's  doors. 
The  chnic's  annual  $1.7  milhon  bud- 
get, which  also  covers  a  mobile  out- 
reach unit  and  smaller  provincial 
chnics,  comes  fi"om  the  U.  S.  govern- 
ment, foundation  grants,  and  indi- 
vidual and  corporate 
donations. 

Touring  the  chnic  is 
both  disturbing  and  in- 
spiring. Amputees  have 
come  great  distances, 
drawn  more  by  the  free 
food  the  chnic  serves  than 
by  the  promise  of  treat- 
ment. They  hne  up  on 
wooden  benches  outside, 
in  the  shade  of  the  eaves. 
It's  not  until  they  are  fit- 
ted for  a  new  leg  or  arm, 
says  Warren,  that  they 
realize  they  can  have  at 
least  some  semblance  of  a 
life  again. 

A  mine  victim  is  diffi- 
cult to  treat  because 
shrapnel  can  do  horrible, 
ragged  damage  to  the 
muscles  at  the  wound  site 
and  severely  injure  the 
limbs  that  remain.  Then, 
the  humid  air  slows  heal- 
ing and  rots  the  skin. 
Many  people  have  to  be 
re-amputated  before  a 
prosthesis  can  be  made 
to  fit. 

"I  LOSE  IT."  "The  misery 
here  is  just  phenomenal," 
says  Warren.  "The  mili- 
tary hospitals  where  new 
amputees  first  get  brought 
in,  they're  like  something  out  of  the 
dark  ages — smelly,  dark,  dirty.  The 
[victims)  are  teenage  soldiers  and 
the  wives  of  soldiers  blown  apart 
because  they  were 
out  gathering  wood.  I  lose  it  when 
I  see  a  19-,  20-year-old  woman 
vdth  two  small 
kids  who's  got 
no  legs." 

So  Warren  and 
his  staff  spend 
their  days  trying 
to  help.  A  ne  v 
pair  of  legs  will 


enable  a  mother  to  tend  to  her  chil- 
dren and  perhaps  even  work  the 
fields.  While  she  will  never  be  whole 
in  the  eyes  of  Cambodians,  she  can 
be  self-sufficient.  Warren  likes  to 
tell  the  story  of  Tum  Roeun,  23, 
who  stepped  on  a  mine  when  she 
was  14  and  spent  eight  embarrassed 
years  hiding  in  her  house.  With  her 
new  leg,  she  is  now  at  the  core  of  a 
rural  sewing  center  where  female 
amputees  earn  a  living.  "She's  just 
the  most  vivacious  young  woman," 
says  Warren. 


PRACTICE:  New  limbs  are  plastic,  to  last  in  rice  paddies 


The  clinic  employs  materials  much 
more  rudimentary  than  those  used 
for  prosthetics  in  the  U.  S.  A  high- 
tech leg  would  fall  apart  and  rust  in 
a  Cambodian  rice  paddy.  So  Cambo- 
dian limbs  are  plastic  and  hollow — 
to  fill  with  water  so  they  don't  float 


when  amputees  wade  through  wate 
They  have  few  metal  parts.  The 
feet,  made  of  rubber,  are  designed 
to  go  barefoot,  as  Cambodians  ofter 
do.  They  have  a  slit  next  to  the  big 
toe  to  hold  a  sandal  thong.  It  takes 
days  to  get  a  leg  or  arm  to  fit  right 
and  weeks  of  practice  on  the  clinic's 
monkey  bars  and  obstacle  course  to 
learn  to  use  it. 

A  BETTER  LIFE.  Getting  amputees 
mobile  is  only  half  the  story.  The 
other  half  is  getting  them  working. 
About  70%  of  the  clinic's  employees 
who  make  limbs  as  well 
wheelchairs,  are  disabled. 
It  is  perhaps  the  only  job 
each  will  ever  have.  The 
clinic's  dormitory  supervi' 
sor,  Lim  Sokheng,  has 
arms  that  end  just  below 
the  elbows,  and  he  has 
only  one  eye.  "I  was  very 
depressed,"  the  ex-soldier 
35,  recalls  of  his  mine  ac- 
cident 13  years  ago.  "I  re 
alized  I  was  alone  becaus 
my  parents,  brothers,  anc 
sisters  were  all  killed  by 
Pol  Pot."  To  eat,  he  de- 
pended on  strangers  to 
put  a  rubber  band  over 
the  stump  of  bis  forearm 
and  attach  a  spoon  under 
it.  "I  wanted  to  kill  my- 
self," he  says,  which  is 
difficult  to  do  if  you  have 
no  hands.  New  arms, 
hands  made  of  metal 
hooks,  and  the  job  at  Kie 
Khlang  have  kept  him 
from  the  life  of  a 
beggar. 

Many  others,  of  course, 
are  less  fortunate,  and  are 
forced  to  hobble  through 
the  streets  in  search  of 
food.  And  so,  later  on  this 
hot  aftemoon,  I  find  a 
ragged  man  begging  on  thj 
sidewalk,  both  legs  missing  above  th| 
knees.  In  penance  for  so  many  otherij 
like  him  I  had  ignored  in  years  past,  I 
I  kneel  before  him  and  put  a  $20  billl 
into  his  old  army  cap.  We  both  loweiT 
our  eyes.  He  places  his  hands  togeth| 
er,  prayer-like,  in  thanks,  and  offers 
me  his  blessing. 


Shrapnel  can  do  horrible,  ragged  damage 
to  the  muscles.  And  the  humid 
air  slows  healing  and  rots  the  skin. 


Asia  Editor  Prassf 
was  Cambodia  bi 
reau  chief  for  th 
Agence  France-Pres^ 
news  agency  fro? 
1991  to  199A. 
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International  Business 


COMMENTARY 

By  Mark  Clifford  and  Leah  Nathans  Spiro 

LET  THE  MARKETS  DO  THE  RESCUING 


It  was  supposed  to  be  a  time  to 
toast  East  Asia's  economic  suc- 
cesses. Instead,  the  currency  cri- 
sis that  has  hobbled  many  of  the 
region's  Tigers  overshadowed  the 
annual  meetings  of  the  World  Bank 
and  International  Monetary  Fund 
that  ended  in  Hong  Kong  on  Sept. 
25.  Amid  the  chardonnay  and  dim 
sum  on  the  party  circuit,  the  talk 
was  of  recrimina- 
tions and  contrition 
over  the  collapse  of 
the  Thai  baht  and 
other  regional 
currencies. 

How  should 
emerging  economies 
and  investors  be 
protected  against  fi- 
nancial crises  hke 
this?  The  most  pop- 
ular cure — thi'owdng 
money  at  them — is 
a  potential  recipe 
for  fiulhei'  ti-ouble 
and  even  bigger 
bailout  bills.  Per- 
haps a  market  solu- 
tion would  be  bet- 
ter. That  wouldn't 
keep  the  likes  of 
Malaysian  Prime  Minister  Mahathir 
Mohamad  from  calling  billionaire 
hedge-fund  operator  George  Soros 
and  other  speculators  "unnecessaiy, 
improductive,  and  totally  immoral." 
Nor  would  it  keep  Soros  from 
terming  Mahathir  a  "menace."  But 
it's  possible  that  market-based  finan- 
cial crisis  management  would  be 
cheaper  and  better  than  the  cuirent 
ap}3roaeh. 

ROAD  TO  RUIN.  Consider  the  last  two 
bailouts,  of  Thailand  and  Mexico.  So 
far,  Japan  and  the  IMF  have  cobbled 
together  $17.2  billion  in  credits  to 
help  Thailand.  That's  on  top  of  the 
billions  in  emergency  loans  to  Mexico 
after  the  peso  collapse  of  1994.  Now, 
the  Fund  is  planning  to  boost  its 
capita)  !  •>■  $285  billion  to  cope  with 
the  next  '  risis.  Taxpayers  in  indus- 
trial countries  would  foot  the  bill. 
Japan  even  suggested  a  $100  billion 
fund  for  Asian  weaklings.  But  open- 
checkbook  policies  may  be  the  road 
to  imin.  As  Indian  Finance  Minister 


P.  Chidambaram  sees  it:  "Rescue 
packages  encourage  bad  behavior." 

The  IMF  should  always  help  the 
world's  neediest.  But  it  must  be 
more  choosy  about  where  to  step  in. 
As  long  as  emerging-market  govern- 
ments believe  the  IMF  will  come  to 
their  rescue,  some  may  be  prone  to 
pursue  iiresponsible  policies.  Like- 
wise, investors  in  these  countries 


Insurers  could  urge  countries  to 
change  unsound  policies  the  same 
way  they  do  with  commercial  ac- 
counts— by  threatening  to  cancel  cov- 
erage before  disaster  strikes. 

Emerging-market  policymakers 
can  craft  some  insurance  of  their 
own.  Sound  economic  and  monetary 
policies  are  essential.  Governments 
must  also  make  sure  domestic  finan- 


AS  MAHATHIR 
DENOUNCED 
SOROS  AT  THE  IMF 
MEETING,  A  THAI 
BAILOUT  WAS 
IN  THE  WORKS 


may  assume  undue  risks  if  they  feel 
the  Fund  vrill  put  a  floor  under  mar- 
kets in  times  of  stress.  Investors 
may  even  be  doing  that  now,  judging 
by  the  state  of  emerging-market 
"spreads,"  the  difference  between 
yields  on  developing  countries'  debts 
and  those  on  U.  S.  Treasuries.  These 
spreads  should  be  wide  to  account 
for  the  kinds  of  troubles  that  have 
beset  the  Thais  and  Mexicans  recent- 
ly. But  with  bond  yields  low  in  the 
industrial  world,  investors  have 
poured  money  into  emerging-market 
paper.  The  influx  of  cash  helped  the 
Salomon  Brothers  Brady  Bond  Index 
return  31%  in  the  year  ended  Aug. 
31,  against  only  0.7%  for  Salomon's 
World  Government  Bond  Index,  as 
spreads  narrowed  to  some  of  their 
lowest  levels  ever. 

If  investors  need  insui'ance  in 
emerging  markets,  let  them  pay  for 
it  up  fi'ont.  Instead  of  ad  hoc  IMF 
coverage,  why  shouldn't  profit-driven 
insiu-ance  companies  get  in  the  act? 


cial  systems  are  up  to  the  challenge 
of  dealing  with  huge  inflows  of  hot 
money.  Central  banks  need  to  think 
carefully  about  how  hquidity  from 
abroad  is  turned  into  credit  locally. 
Most  important,  they  need  to  better 
supervise  commercial  banks  so  that 
they  don't  run  into  the  bad-loan 
problems  that  have  helped  destroy 
investor  confidence  in  much  of  East 
Asia. 

Setting  up  sophisticated  regulator} 
systems  and  deposit  insiu'ance  plans 
will  cost  money.  Some  countries,  in- 
cluding Chile,  have  limited  hot-mon- 
ey inflows.  That  has  a  cost  too — 
slower  economic  gi'owth.  But  they 
are  gaining  more  stability.  For  the 
IMF,  investors,  and  emerging  mar- 
kets, the  focus  now  should  be  on  pre- 
venting  accidents,  not  shelling  out 
big  bucks  to  clean  them  up. 


Clifford  covers  Asian  financial 
markets  from  Hong  Kong,  and  Spiro 
follows  Wall  Street  from  New  York 
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How  in  the  world  do  you  get 
performance  like  this? 


For  starters,  you  could  read  stacks  of 
financial  publications  from  all  over  the 
globe.  On  top  of  that,  you  could  develop  a 
software  system  that  tracks  the  perfor- 
mance of  compaiiies  worldwide.  Tlien,  you 
could  hire  a  team  of  researchers  to  analyze 
the  data  and  identify  the  companies 
showing  strong,  sustainable  growth. 
Finally,  you  could  get  on  a  plane  and  pay  a 
visit  to  the  companies  offering  the  best 


opportunities.  Or,  you  could  just  call 
American  Century.  Our  international 
fund  managers  do  all  of  this,  and  more, 
on  your  behalf.  And,  as  this  chart  shows, 
their  approach  seems  to  be  working.  Of 
course,  you  should  keep  in  mind  that 
international  investments  are  subject  to 
special  risks,  such  as  currency  fluctuation 
or  political  instability  Call  to  find  out  more 
about  these  world-wise  investments. 


Pkase  ask  for  a  prospectus  with  more  complete  information,  including  charges  and  expenses.  Be  sure  to  read  it  carefidly  before  you  invest. 
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Momingstar  proprietan/  ratings  reflect  risk-adjusted  performance  as  of  7/31/97.  International  Growth  has  four  star  ratings  for  its  threc-i/car  period  out  of 
555 finds  and  five-Mcar  out  of  244  funds.  International  Discoitery  has  a  five  star  rating  for  its  three-year  period  out  of  555  fiaids  Tlie  overall  rating,  which 
may  change  iiiontlihi.  is  calailalcd  from  the  fund's  three-,  five-  and  ten-year  {when  available)  average  annual  total  returns  m  excess  of  90-da\i  Treasun/  bill 
returns  with  tlie  appropriate  fee  adjiistnients  and  a  risk  factor  that  reflects  fiind  performance  below  9U-day  Treasim/  bill  returns.  Ten  percent  oftlwfiinds  in 
an  investtitent  categori/  receive  five  stars  and  the  next  22.5%  receive  four  stars.  Please  consult  a  prospectus.  Vic  figures  represent  past  performance  and 
assume  all  dividends  were  reinvested.  ©  1997  American  Centim/  Sennees  Corfioration,  American  Centuni  Investment  Services,  Inc.  BSW 
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EDITED  BY  JOHN  TEMPLEMAN 


CAN  36  PARTIES  PLUS  ONE  UNION 
ACTUALLY  GOVERN  POLAND? 


Solidarity's  surprise  win  in  Poland's  Sept.  21  general  elec- 
tions may  prove  to  be  the  easy  part.  Marian  Ki'zak- 
lewski  forged  Solidarity  Election  Action  (aws)  li-om  a 
gi'ab  bag  of  36  small  center-right  political  parties  and  the  Sol- 
idainty  labor  union  and  then  led  it  to  victory  by  obtaining  34% 
of  the  votes.  But  now,  he  faces  the  daunting  task  of  building 
a  viable  coalition  goveniment. 

Having  trounced  the  mling  party,  the  ex-communist  Dem- 
ocratic Left  Alliance  (sld),  which  garnered  27%  of  votes, 
AWS  has  first  shot  at  fonning  a  government.  But  financial  mar- 
kets and  foreign  investors  fear  that,  without  a  steadying  in- 
fluence, the  inexperienced  aws  may  cause 
political  instability  that  in  turn  might 
spark  a  debilitating  run  on  the  zloty. 

That's  why  the  bankers  are  rooting 
for  AWS  to  ally  with  the  third-place,  pro- 
market  Freedom  Union  party  led  by 
Leszek  Balcerowiez.  The  fear  is  that  ab- 
sent Balceroviicz,  Krzaklewski  could  find 
it  hard  to  resist  pressure  from  within 
the  AWS  to  roll  back  painful  refonns,  put 
up  I'oadblocks  against  further  privatiza- 
tion, and  send  budget  deficits  soaring 
with  indulgent  social  spending. 

Poland  is  still  growing  at  a  robust 
5.5%  clip.  But  it  is  ah-eady  stmggUng  to  stem  a  yawning  cur- 
rent account  deficit  approaching  5%-  of  gi-oss  domestic  product, 
a  gap  nearly  as  big  as  those  that  spai'ked  recent  runs  against 
the  cun-encies  in  the  Czech  Republic  and  in  Southeast  Asia. 
ODD  COUPLE.  The  nagging  worry,  raised  pubhcly  by  debt- 
rating  agency  Moody's  Investors  Service,  is  that  union  mem- 
bers favoring  giveaways  might  gain  the  upper  hand  over 
the  pragmatists  in  the  aws.  A  partnership  with  the  Freedom 
Union  may  avert  that.  "Balcerowiez  gives  people  a  lot  of 
confidence  at  a  time  when  Poland  faces  important  economic 
decisions,"  says  Barbara  Lundberg,  executive  vice-president 
of  Enterprise  Investors,  a  Warsaw  venture  capital  firm. 


MISSING  INGREDIENT:  Balcerowic 


Unfortunately,  little  love  is  lost  between  the  two  lead 
Balcerowiez,  once  a  dry-as-dust  economist  who  learne 
smile  during  the  campaign,  is  still  unpopular  outside 
worlds  of  business  and  finance.  As  Finance  Minister  in  an 
ly  Solidarity-backed  government,  he  was  the  architec 
shock  therapy.  Among  measures  he  embraced  was  19| 
draconian  wage  freeze.  It  successfully  brought  inflation 
control  after  it  had  soared  to  monthly  rates  of  up  to  800! 

Krzaklewski,  by  contrast,  is  a  charismatic  labor  le; 
who  replaced  Lech  Walesa  in  1991.  He  bound  the  dispai] 
euiTents  in  the  aws  together  under  a  vague  refomi  ban 
But  he  has  little  taste  for  Balcero 
staunch  free-market  views.  And 
Walesa,  he  is  a  devout  Cathohc.  Duil 
the  campaign,  he  toned  dovim  his 
Church  rhetoric,  but  he  still  appareil 
favors  applying  what  he  calls  "Cath| 
values"  to  policy.  Investors  fear 
could  distract  Poland  fi"om  core  econ 
ic  issues  such  as  pension  reform. 
EARLY  TEST.  One  clear  lesson  from 
campaign  is  that  pushing  narrow  sec 
ial  interests  is  electoral  anathem 
Poland.  The  Polish  Peasants  Party, 
example,  was  an  inveterate  lobbyist 
farm  subsidies  and  protection.  But  the  former  coahtion  p, 
ners  of  the  sld  saw  their  votes  cut  in  half. 

Poland's  new  government,  which  may  take  several  we 
to  form,  will  have  to  bear  that  in  mind.  And  it  will  quic 
face  a  severe  test.  Immediately  after  the  Sejm,  or  parliam 
opens  on  Oct.  20,  the  coalition  that  emerges  must  dra^ 
draft  1998  budget.  "This  fii'st  trial  of  cohesiveness  is  very 
portant  for  the  tone  of  Poland's  economic  policy,"  says 
mund  Wnuk-Lipinski,  chaiiTnan  of  the  Institute  of  Poht '  ~ 
Studies  at  the  Pohsh  Academy  of  Sciences.  WViat's  at  stak 
Poland's  starring  role  as  Central  Eui'opean  Tiger  econon 
By  Karen  Louny  Miller  in  Franks 


tSLOBALWRAPUP 


SMOKE  CHOKES  ASIA  TOURISM 

►  Aftei-  getting  battered  on  currency 
markets.  Southeast  Asia  is  now  facing 
a  costly  environmental  disaster.  Vast 
forest  fii'Hs  raging  on  the  Indonesian 
island  of  Sumatra  are  choking  lucra- 
tive tourism  in  much  of  the  region. 
Singapore,  v  ;;ich  generates  11%  of 
national  inco  .  ic  from  tourism,  most  of 
Malaysia,  and  i  orthern  Indonesia  are 
all  affected  by  smoke  and  soot  that 
are  driving  vacationers  away. 

Malaysian  travel  agency  Reliance 
Shipping  &  Travel  says  it  has  lost 


more  than  30%  of  its  business.  Occu- 
pancy rates  at  some  hotels  in  Kuala 
Lumpui'  and  on  Bonieo  have  halved. 
Indonesian  airports  are  losing  landing 
fees  from  canceled  flights,  and  Singa- 
pore Airlines  is  forecasting  a  drop  in 
revenues. 

SOFT  TOUCH  AT  AIR  FRANCE? 

►  Air  France  workers  may  have  got- 
ten their  dream  boss.  Jean-Cyril 
Spinetta,  confirmed  on  Sept.  23  as  the 
airline's  new  president,  said  he  plans 
to  continue  the  strategy  mapped  out 
by  his  predecessor.  Christian  Blanc. 


J 


However,  that's  unlikely  to  happen.  J 
Blanc  quit  in  a  huff  when  the  new 
Socialist  government  refused  to  priv] 
tize  the  airline,  which  recently 
received  a  huge  $3.5  billion  of  taxpaj 
ers'  money.  He  had  managed  to 
strong-arm  militant  unions  into  accej 
ing  lower  salaries  and  restructuring. 

Spinetta  once  ran  domestic  airiine 
Air  Inter,  which  still  pays  the  best 
wages  in  the  business.  And  there,  he 
opposed  privatization.  Cosseted  Air 
France,  meantime,  lags  rivals  in  pro 
ductivity  and  lacks  international 
alliances. 
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The  Adjustable-Height 
Worksurface  by  HON 
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48"  Tall 
enough  10 
lean  on. 


26Vj"Tht' 

trmhlional 
lieight  for 
keyboarding. 


The  extensive  range  oj  motion  provides 
more  choices  m  working  positions. 
The  sturdy  imicr  mechanism  glides 
smoothly  .  .even  with  loads  up  to 
134  pounds  (depending  on  lop  size). 


® 


The  HON  Company 

1-800-435-7889  www.honcompany.com 


Compelling  Value'''in  office  furnishings 


Information  Processing 


SOFTWARE 


CD-ROMs: 

THE  GIANTS  RULE 

And  even  the  game  world's  predators  are  feeling  the  pinch 


A few  years  ago,  the  market  for 
multimedia  entertainment  soft- 
ware looked  so  hot  that  even 
Holl,\"^vood  big  shots  were  jump- 
ing in.  The  crowning  glory  came  in 
March,  1995,  when  Steven  Spielberg, 
Jeffrey  Katzenberg,  and  Davad  Geffen's 
DreamWorks  SKG  teamed  with  software 


The  tiuth  is,  not  many.  Developing 
entertainment  and  educational  software 
is  a  biiital  business.  A  glut  of  titles  has 
forced  prices  down  at  the  same  time 
that  the  cost  of  producing  and  market- 
ing CD-ROMS  has  soared  into  the  mil- 
hons  of  dollars.  Only  about  4%  of  con- 
sumer titles  make  money,  figui'es  Dan 


GrSCHAIMOWITZ 

"It's  a  minefield  out  there  for 
small  and  midsize  publishers" 


powerhouse  Microsoft  Corp.  to  create 
DreamWorks  Interactive.  Surely,  that 
combined  talent  would  unleash  hits  con- 
sumers would  snap  up  by  the  millions. 

Keep  dreaming.  The  joint  venture  de- 
livered its  first  four  titles  last  year — in- 
cluding an  animated  cookbook  for  the 
kindergarten  set  and  a  clajmnation  title. 
Wliile  they  got  kudos  from  critics,  all 
but  one,  Goosehimps:  Escape  from  Hor- 
rorland,  have  been  commercial  flops.  If 
the  Dream  Team  can't  cut  it,  who  can? 


Lavin,  an  analyst  \\ith  Dataquest  Inc. 
As  a  whole,  he  says,  cd-ro.m  companies 
spent  more  money  last  year  on  produc- 
tion than  the  sales  they  took  in.  Last 
Chi-istmas,  softwai-e  makers  flooded  the 
market  with  more  than  5,000  titles. 
Most  of  those  never  came  near  a  retail 
shelf  and,  of  the  500  or  so  that  did,  all 
but  a  few  were  financial  duds. 

The  resulting  shakeout  is  still  being 
felt  across  the  software  world.  Hun- 
dreds of  tiny  developei-s  have  shut  theii' 


doors  or  focused  their  energies  e 
where.  Since  eai'ly  this  yeai-,  giants  s 
as  Time  Wamer,  Viacom,  bmg,  Tui 
Broadcasting,  and  gte  have  pulled 
plug  on  their  cd-rom  publishing  ^ 
tui'es.  Even  Walt  Disney  Co.,  whose 
ties  such  as  Aladdin  have  topped 
charts,  is  retrenching.  In  April,  it 
off  some  250  workers,  figuring  it  c( 
make  more  money  by  licensing  its  c] 
acters  than  by  publishing  them. 

The  upside:  A  yearlong  consohda 
has  weeded  out  the  weak  players 
lowing  the  siu-xivoi-s  to  cai-ve  out  pre 
"A  lot  of  companies  who  had  no  b 
ness  in  the  market  have  gotten  o 
says  David  F.  Cole,  interactive-en 
tainment  analyst  at  dfc  Intelhgenc 
San  Diego.  "Ajid  this  yeai-,  expectat: 
are  much  more  in  line  with  reality.' 
LOWBALLERS.  And  that's  still  toi 
While  sales  of  games  and  educati( 
software  are  expected  to  grow  22% 
$1.7  billion,  this  year,  that's  down  f 
47%  gi'owth  last  year  and  128%:'  gro 
in  1995.  Thank  falhng  software  pri 
The  wTiting  was  on  the  wall  last  j 
when  SoftKey  International  Inc.,  kni 
for  budget  titles,  acquii'ed  LeaiTiing 
a  maker  of  high-end  children's  edi 
tional  software.  The  combined  con 
ny,  which  goes  by  The  Learning 
went  with  a  lowball  pricing  strati 
Its  tactics — such  as  slashing  some  pr 
to  $14.95 — have  squeezed  margins. 

Only  the  biggest  players  can  w 
stand  such  economics,  which  has 
gered  a  fi-enzy  of  acquisitions.  Take 
International  Inc.  The  direct  marki 
got  into  the  business  by  buying  ga 
maker  Sierra  On-Line  and  edutainn 
pioneer  Davidson  &  Associates.  1 
year,  it  bought  five  more  companies 
eluding  Knowledge  Adventure 
Berkeley  Systems.  "We  saw  a  mai 
ripe  for  consolidation  and  more  pro 
sional  management,"  says  Chiistof 
McLeod.  CEO  of  cue  Software. 

GT  Interactive  Software  Corp., 
emerging  powerhouse  in  the  gai 
market,  got  its  start  as  a  distribi; 
then  began  publishing  such  hit  title; 
id  Softwai-e  Inc.'s  Doom  II.  To  fuel 
appetite  for  gi"o\\i:h,  GT  went  publi 
1995  and  quickly  gobbled  up  Hun 
gous  Entertainment  and  Time  Wai 
Interactive  Em-ope.  "It's  a  minefield 
there  for  small  and  midsize  pubUshe 
says  Ronald  W.  Chaimowitz.  CEO  of 
As  marketing  costs  rise,  he  says 
industry  will  consohdate  even  fiuth 

The  pot  will  increasingly  be  s 
among  these  few  dominant  players 
educational  softwai-e,  just  three  con 
nies — cue  International,  The  Lean 
Co.,  and  Disney — account  for  more  t 


They  Can  Take  Better  Care 
Of  Their  Patients. 

Because  We  Take  Care  Of 
Their  Financial  Security. 


Practicing  the  science  of 
medicine  leaves  precious 
little  time  for  a  doctor 
to  do  anything  else.  That's 
why  so  many  medical  professionals  and  millions 
of  other  Americans  rely  on  us  for  help  with  their 
financial  security.  We're  American  General, 
one  of  the  largest  providers  of  retirement  services, 
life  insurance,  and  consumer  loans.  A  corporation 
with  $77  billion  in  assets  and  $6.7  billion  in 
shareholders'  equity.  By  doing  what  we  do  best, 
we're  helping  people  do  what  they  do  best. 


Helping  12  million  Americans  do  better  financially. 

Retirement  Services  •  Life  Insurance  •  Consumer  Finance 

American  Gcnoral  Lite  •  American  General  Life  and  Accident  •  Franklin  Life  •  United  States  Life 
All  American  Life  •  Old  Line  Life  •  USLIFE  Credit  Life  •  American  General  Life  of  New  York 
American  General  Finance  •  VALIC  •  American  General  Securities  Incorporated 


For  information,  visit  www.agc.com  or  call  1  (800)  AGC  -  1111 
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The  Internet  isn't  a  fad 
It  isn't  hype.  It's  nothing  short  of  a  revolution.  A  borderless  marketplace  that  is 
changing  the  way  businesses  do  business. 

CEOs  eager  to  reap  the  Internet's  rewards  of  speed,  communication,  and 
competitiveness  must  carefully  examine  their  organizations  as  well  as  the  impact  of 
industry  unlimited  by  time  and  space.  The  senior  team  must  act  quickly  to  formulate 
new  strategies  today  that  will  keep  their  companies  ahead  in  the  future. 

CONNECTIONS:  Competitive  Strategies  for  the  Age  of  e-business  will  help 
CEOs  and  the  most-senior  executives  make  the  Internet  work  to  their  competitive 
advantage.  This  interactive  lorum  from  Business  Week  and  IBM  will  be  the 
opportunity  to  unleash  the  power  and  promise  of  the  Internet.  It  won't  just  open 


connections 


.  .  -^  v   ■  ,  


t  REGISTRATION  INFORMATION  ON  CONNECTIONS:  COMPETITIVE  STRATEGIES  1*1  THE  AGE  OE  e-business 

?ase call  800. 82 LI 329  ^''"J 
visit  our  web  site  at 
WW.  businessweek.  com/ebusiness/ 
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Information  Processing 


half  of  retail  sales,  according  to  market 
researcher  P(;  Data  Inc.  The  PC  game 
business  is  more  fragmented,  since,  like 
the  movie  business,  it's  diiven  more  and 
more  by  hits.  Still,  a  tliird  of  the  market 
in  the  fh'st  half  of  the  year  also  went  to 
three  companies:  ci'c,  gt  Interactive 
Software  Corp.,  and  Electronic  Aits  Inc. 

Investors  have  caught  the  drift. 
Shares  of  The  Learning  Co.  have  al- 
most tripled  lately,  from  around  6  in 
April  to  15.  In  the  same  time  frame, 
GT  shares  have  doubled  to  about  12. 

Now,  the  big  players  ai'e  adding  ti- 
tles, but  there's  a  difference  this  time. 
Rather  than  spread  around  development 
and  marketing  spending,  they're  focus- 
ing on  a  few  potential  liits.  DreamWorks 
Interactive  has  tiimmed  the  number  of 


titles  it  will  create  to 
six  or  eight  a  yeai;  fi'om 
its  initial  target  of  a 
dozen. 

Microsoft,  too,  has 
piimed  its  titles  from  50 
or  so  two  years  ago — 
including  such  mass- 
market  misses  as  Dogs 
and  Baseball — to  20  to- 
day. But  Robbie  Bach, 
vice-president  of  the 
company's  six-month-old 
Learning  and  Entertainment  Div.,  plans 
to  ship  lo  new  or  updated  titles  before 
Christmas.  My  Personal  Tutor,  for  4- 
to  7-year-olds,  will  cover  four  subjects 
(numbers,  letters,  reading,  and  math) 
in  a  foiu-CD  set  priced  at  $49.  In  games. 


CD-ROM  SALES 
GROWTH  SLOWS 


'93  '94  '95  '91 
A  BILLIONS  OF  DOLLARS 

DATA  PC  DATA  INC. 


a  brand-new  versiofo 
Flight  Simulator — w  c- 
has  sold  some  10  ;ii 
lion  copies  to  datcl-i 
planned  for  Wind*, 
98.  Bach  says  he'll  al: 
in  some  $300  millidiS!; 
sales  this  fiscal  yeaii 
Not  bad,  but  ri^ll 
such  as  Electronic  Air 
Learning  Co.,  and 
will  sell  even  more,  t 
a  great  business  p 
companies  that  know  how  to  take  it, 
vantage  of  it."  says  analyst  MichatJj 
Wallace  of  ubs  Securities.  And  tliis  \% 
there  are  a  few  that  do.  [ 
By  Larry  Armstrong  in  Los  Ange 
with  Steve  Hamm  in  San  Mateo,  C( 


'97 
EST. 


MORE  MAGIC  FROM  THE  MAKERS  OF  MYST! 


For  Robyn  and  Rand  Miller,  life 
has  become  a  fantasy  much  like 
Myst,  the  best-selHng  computer 
game  created  four  years  ago  by  the 
two  brothers.  The  game,  which  has 
players  figure  out  what  happened  to 
the  missing  inhabitants  of  a  lush  yet 
mysterious  island,  launched  a 
new  genre  of  entertainment 
software.  And  despite  its  age, 
Myst,  with  its  beautiful  and 
eerie  scenes,  still  outsells  many 
whack-and-hack  games.  Some 
3.5  million  copies  have  been 
sold  since  late  1993,  raking  in 
$130  miUion  in  sales  for  the 
Millers  and  their  pubhsher, 
Brodei"bund  Software  Inc.  The 
Millers  got  a  small  slice  of  tli' 
sales — enough  to  move  their 
company.  Cyan  Inc.,  from  a 
garage  in  Spokane,  Wash.,  to 
new  headquarters  that  resem 
bles  a  Myst  shrine,  complete 
with  rock  gardens,  waterfalls, 


educational  titles  such  as  Print  Shop 
and  Wiere  in  the  World  Is  Carmen 
Sandiegol,  sales  have  been  sluggish. 
Revenues  ai'e  expected  to  dip  from 
$186  million  in  1996  to  $184  million 
for  the  fiscal  year  that  ended  on 
Aug.  31.  Worse,  as  development  and 


anf!  a  (h-awbridge. 


"SCARY"  HOPES.  Now,  the 
Millers  are  putting  the  finish- 
ing touches  on  Riven,  the  long 
awaited  Myst  sequel.  Three-and-a- 
half  years  and  $10  million  in  the 
making,  analysts  expect  nearly  90% 
of  Myst  owners  to  snap  it  up,  which 
could  make  it  the  No.  1  seller  this 
Christmas  season.  "Expectations  are 
so  high,  it's  scary,'  says  Robyn 
Miller,  at  31,  the  younger  brother 

Nowhere  are  expectations  higher 
than  at  Broderbund  in  Novato,  Calif 
Despite  evergi'een  productivity  and 


OTHERWORLDLY 

The  new  title  is  to 
get  a  $10  million 
promotional  blitz 


marketing  costs  in- 
crease and  prices  on 
CD-ROM  titles  drop, 
earnings  could 
plunge  to  $12  million, 
vs.  $35  miUion  in 
1996,  analysts  warn. 

To  cushion  the  potential  blow, 
Broderbund  recently  fonned  a  divi- 
sion called  Red  Oi'b  (Broder  spelled 
backwards)  Entertainment  to  get 
into  the  hot  games  market.  While 
Red  Oi'b  will  produce  a  variety  of 
games,  Riven  is  the  one  most  are 
betting  on.  John  G.  Taylor,  an  analyst 
at  Arcadia  Investment  Corp.  in  Port- 
land, Ore.,  figures  Riven  could  help 


Broderbund  pump  up  its  entertain- 
ment revenues  to  $56  milUon  next 
year,  fi-om  $27  million  in  1997. 

Still,  the  game  market  can  be  bra 
tal.  Broderbund's  stock  took  a  major 
hit — dropping  from  60  to  22  last  yea 
when  it  delayed  introduction  of  the 
sequel."  Now  that  the  $50  title 
is  ready  to  ship  on  Oct.  31, 
Broderbund's  ceo,  Joseph  Dur 
rett,  is  launching  a  $10  miUion 
promotional  campaign. 

Riven  picks  up  where  Myst 
left  off,  building  on  the  story  ( 
the  main  character  Atras 
played  by  Rand  Miller),  who 
has  the  power  to  create 
worlds.  Players  will  explore 
new.  lusher  worlds  in  search  o 
Atrus'  wife,  Catherine.  Cyan 
packed  so  much  new  video  anc 
graphics  into  the  game  that  it 
now  takes  up  five  cd-roms.     |  ' 
Will  the  brothers  make  magic  I 
again?  Broderbund's  Durrett  con-  t 
cedes  that  consumers  can  be  fickle.  I 
And  analysts  point  out  that  Riven^s' 
familiar  M^sf-like  graphics  may  noti 
cut  it  with  sophisticated  consumers.[ 
Still,  its  creators  are  confident.  "Wei 
think  we  did  something  really  good  [ 
here,"  says  Robyn  Miller,  who  was 
an  archaeology  student  before 
dreaming  up  Myst.  There  are  al- 
ready waiting  lists  in  some  stores. 
So,  the  Miller  brothers  may  prove 
again  that  brains  and  imagination 
can  beat  out  brute  force  violence. 

By  Seanna  Browdet 
in  Spokane,  Wasfi 
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The  Intel  Pentiumll  processor. 


It's  the  most 
powerl'iil 
Intel  pioeessor 
available  today  and  it  was  designed 
with  both  your  current  and  future 
computing  needs  in  mind.  So.  not  only 
do  you  get  greater  performance  from 
traditional  business  software,  but 


//  works  as  hard  as  you  do. 


you  also  get  the  power  for  advanced 
applications  like 
e-commerce  and  video 
conferencing.  Most 
important,  you  get  the 
pentium'JJ   headroom  you  need  to 


maintain  long-term  investment 
protection  as  your  computing 
needs  evolve.  The  new  Pentium*  II 
processor.  It  works  as  hard  as  you 
do.  To  find  out  more, 
visit  our  Web  site. 


■■  www.intel.com/PentiumII 


The  Computer  Inside." 
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Sports  Business 


GOLF 


HOW  DO  YOU  SAY 
TORE'  IN  RUSSIAN? 

Cold-war  rocket  scientists  blast  into  the  titanium  clubs  business 

billion  of  golf  clubs  ai-e  sold  everv^  year." 

The  fti-st  clubs  designed  and  produced 
by  Metal-Park  scientists  were  snapped 
up  by  companies  in  Sotith  Korea.  But 
Bannikov  had  his  eye  on  the  American 
market,  whose  25  million  golfers  out- 
number those  of  any  other  coimtn-.  even 
golf-mad  Japan.  To  make  inroads  in 
America.  Metal-Park  needed  a  partner. 

Bannikov  started  haunting  golf  trade 
shows.  But,  he  says,  "no  one  cotild  be- 
lieve that  a  small  company  in  Prus- 
sia.. .  could  make  a  good-quahty  club." 
Finally,  in  1993,  at  a  show  in  I\Iunich.  he 
met  James  Shea,  CEO  of  Bob  Tosld  Coi-p.. 
a  small  mail-order  golf  outfit  in  Ohio. 
Metal-Pai'k  sent  Toski  test  samples,  and 
the  two  were  in  business. 
Even  in 


As  the  Mir  space  station  lui'ches  from 
one  crisis  to  another,  beleaguered 
Russian  scientists  fear  heads  will 
roll  at  Mission  Control  in  the  Moscow 
subiu'b  of  Korolyov.  But  in  a  converted 
missile  factoiy  nearby,  the  only  heads 
rolling  are  on  an  assembly  line.  Using 
missile-gi'ade  titanium,  workers  at  the 
privately  owTied  Metal-Pai"k  Co.  ai'e  pro- 
ducing tens  of  thousands  of  golf  club 
heads  for  U.  S.  and  Asian  companies. 

Russian  rocket  scientists  bai-ely  know 
the  difference  between  a  fainvay  and  a 
freeway.  But  their  expertise  in  titanium 
technology-  is  helping  forge  ties  to  top- 
flight Western  golf  companies.  Lighter 
and  stronger  than  wood  or  stainless 
steel,  titanium  has  been  revolutionizing 
the  golf  club  business  since  the  early 
19tK)s.  Metal-Park  was  a  pioneer  in  mak- 
ing titanium  club  heads  for  American 
golfers  in  1994.  But  when  the  market 
for  titanium  clubs  exploded  in  1995  and 
19%,  Metal-Pai-k  lost  its  eaiiy  edge  to 
bigger,  homegrown  rivals. 

Now,  thanks  to  new  equipment 
and  a  big  contract  with  Tavlor 
Made  Golf  Co.  in  Carisbad,  Calif., 
the  second-largest  U.  S.  produc- 
er of  titanium  clubs,  Metal-Park 
is  ready  for  takeoff.  Says  Richaixl 
Rugge,  product-development  man- 
ager of  Taylor  Made:  "If  they  can 
meet  om-  quality  standai-ds,  they  can 
supjjly  anybody  else  in  the  business." 
HEAD  START.  Metal-Park  is  one  of  the 
few  spin-offs  of  a  Russian  defense  com- 
pany to  succeed  in  the  consumer  mar- 
ketplace. As  the  cold  war  was  winding 
dowTi  in  1992,  titanium  became  available 
for  commercial  use  for  the  first  time. 
That  year,  a  group  of  10  scientists  from 
the  Strela  Aviation  plant  quit  their  jobs 
making  MiGs  and  missiles  to  open  up 
shop  in  an  empty  vocational  school. 

The  scientists  experimented  and  had 
some  success  building  titanium  bicycles, 
prostheses,  and  watch  eases.  Then,  in 
1992,  a  South  Korean  businessman  sug- 
gested golf  clubs.  They  never  looked 
back.  Says  Viktor  Bannikov,  48,  Strela's 
chief  designer  before  becoming  presi- 
dent of  Metal-Park:  "We  did  some  re- 
seaix-h  and  discovered  that  more  than  -SI 


a  rich  person's  sport 
such   as   golf,  titanium 
clubs  are  pricey.  A  single  tita- 
nium driver  costs  about  $400 — 
over  twice  the  price  of  a  stain- 
less steel  model.  A  set  of  titanium 
irons  goes  for  as  much  as  §2,000. 
But  they're  selling  fa.ster  than  tickets 
to  a  tournament   featuring  Tiger 
Woods — with  total  sales  expected  to 
approach  $500  million  in  the  U.  S.  this 
year. 

What's  the  draw?  Titanium  golf  club 
heads  are  bigger  and  more  powerful 
than  wood  or  steel,  and  that's  a  plus 
for  golfers  who  want  to  impress  fellow 


duffers  with  a  soaring  tee  shot, 
bigger  surface  also  helps  preventing 
barrassing  whiffs.  When  Toski  i" 
duced  its  "Czar"  driver  in  1994,  ti 
drivers  were  virtually  unknow 
America.  Today.  Metal-Park  sup 
about  $100,000  worth  of  titanium  h 
a  month  to  Toski.  says  Bannikov. 

Although  more  than  50  compa 
sell  titanium  clubs,  the  market  is  d 
nated  by  Taylor  Made,  now  part  of 
das  International,  and  the  No.  1  m 
Callaway  Golf  Co.,  also  of  Carls 
Says  Ely  Callaway,  founder  and  c' 
man:  "The  demand  for  titanium- 
golf  clubs  is  big  for  Callaway  and 
Made,  but  that's  it." 

Taylor  Made  and  Metal-Park 
brought  together  by  Cliicago  co' 
ties  trader  Joseph  Demme,  w 
Mantraco  International  Inc.  bough 
interest  in  Metal-Park  in  1995  an' 
vested  $250,000  in  new  equipment, 
helped  to  improve  quality — and  sna 
Taylor  Made  contract.  Bannikov  v 
disclose  ciurent  sales  but  estimates 
monthly  sales  Ln  1998 
exceed  $2  milho' 
all  goes  well, 
al-Park  coul 
supplying  h 
for  20%  of 
lor  Made's 
nium  dri 
by  year 
Demme 
ures.  Ta 
M  a  d  e  calls 
an  exaggerati 
What  isn' 
exaggeration 
the  role  that 
ture  tech  pi 
in  the  deal. 
tm's  Rugge:  " 
al-Park  is  a 
dow  that  al 
us  access  to 
sian  technol 
The  new  m 
that  could  be 
next  titanium  could  be  coming  ou 
the  former  Soviet  Union." 

In  Moscow  these  days,  rich  biz 
Item  have  taken  up  the  capitalist  g 
of  goh"  with  gtisto.  The  Moscow  C 
tiy  Club,  with  a  $27,000  annual 
bership  fee,  boasts  one  of  the 
courses  in  Europe,  designed 
Robert  Ti-ent  Jones  Jr.  You 
ee  Bannikov  on  the  links: 
game  is  confined  to  indoor  put 
But  don't  let  anyone  teU  you 
golf  isn't  rocket  science. 

By  Patricia  K, 
in  Moi 


MiGS  TO  CLUBS 

Bannikov  forged 
ties  in  the  West 
that  led  Metal- 
Park  to  land 
a  contract  with 
Tavlor  Made 


The  Wit 

Odyssey 

begins 

here. 


m 

PKOWCIS 


Introducing  the  most  important  productivity 
breakthrough  for  laptop  and  PDAs  since  the 
modem.  Imagine  being  able  to  send  and  receive 
e-mail,  access  the  Internet  or  your  company  LAN 
— without  a  phone  line  for  a  flat  rate  starting  at 
$29.95  per  month  for  unlimited  usage. 

Check  your  e-mail  over  coffee  on  your 
couch,  the  porch  or  patio.  Check  stock 
prices  from  your  car  or  the  golf  course.  Check 
pricing  or  product  availability  on  your  company 
LAN  from  a  client's  lobby.  Enter  orders  from 
your  favorite  restaurant.  Read  the  news  or 
even  receive  a  fax  while  waiting  for  a  flight  at 
the  airport  — or  even  at  the  beach! 

Ricochet  makes  wireless  access  for  virtually 
any  laptop  and  PDA  fast,  easy  and  affordable. 

Log  on  to  the  Ricochet  Wireless  network  in  the 
morning.  Stay  on  all  day  long.  Unlimited  usage  is 
just  $29.95  a  month  — that's  less  than  $1.00  a 
day,  even  if  you  stay  logged  on  24  hours  a  day. 
Seven  days  a  week. 

There's  never  a  wait  either — Ricochet  wireless 
service  means  no  phone  lines — no  busy 
signals.  Ricochet  isn't  just  fast,  its  secure.  State- 
of-the-art  spread-spectrum  frequency-hopping 
technology  changes  frequency  up  to  40  times 


To  order  call: 


800  GO  WIRELESS 

or  visit  us  at  www.ricochet.net 

©1997  Metricom.  Inc  All  rights  Reserved  Offer  expires  12/31/97/  Three  free  months  with 


a  second  to  keep  your  communications  secure. 

Ricochet  has  been  proven  in  the  field  over 
one  million  hours.  Thousands  of  professionals, 
consultants,  and  hundreds  of  companies  in 
your  city  are  using  Ricochet  every  day  to  turn 

downtime  into 
quality  time. The 
Ricochet  SE 
wireless  modem 
supports  PC  and 
Mac  as  well  as 
many  popular 
PDAs.  There's  even  a 
lifetime  limited 
warranty  on  the 
modem.  If  you're 
not  100%  satisfied,  return  the  Ricochet  modem 
within  thirty  days  for  a  full  refund. 

Call  I  800  GO  WIRELESS  today  to  order  your 
Ricochet  SE  modem  for  $349.00  and  you'll 
receive  the  first  three  months  of  Ricochet 
service  absolutely  free.  That's  a  $90.00  savings! 
If  you  use  a  laptop  or  PDA,  you  owe  it  to 
yourself  to  experience  the  freedom 
of  Ricochet. 


When  you  turn  on  your  Ricochet  SE 
modem,  it  aulomatically  begins 
communicoting  with  the  Ricochet 
network  and  provides  indications 
to  tell  you  what  you're  doing. 


VISA 


Metricom 


Christmas  Magic... 
Tlie  15tli  Annual 


Festival  of  Trees  1997 


Saturday  tliru  Monday 

Noveatber  29  to  December  1 


Sponsored  by  Peninsula  Children's  Center 
Charter  Auxiliary  (PCCCA).  Ail  proceeds  will 
benefit  the  PENINSULA  CHILDREN'S  CENTER/ 
ZONTA,  a  nonprofit  agency  serving  autistic, 
developmentally  disabled  and  emotionally 
disturbed  children  and  their  families  from  Santa 
Clara,  San  Mateo  and  Alameda  counties. 


You  are  welcome  to  attend  a  tantasylanci  of 
stunning,  professionally  decorated  Christmas 
Trees  tor  drawing,  auction,  and  sponsorship. 


...visit  the  Holiday  Boutique  featuring  many 
cjuality  decorations  and  unusual  gifts 

...enjoy  entertainment  performed  by  a  variety 
of  talented  local  groups  drawn  from  our 
area's  rich,  cultural  heritage 


For 

reservations 
or  more 
information 
please  call: 

(415)  306-0462 


-TREE  SALES- 


DcLOraled  Irei  ■>  <ire  .ivailable  tor  purchase  Ihroughuul  the  tt'stival 
Delivery  lo  your    home  or  business  by  arrangement. 


Hyatt  Rickeys 

4219  El  Camino  Real,  Palo  Alto,  CA 

From  101,  tal<e  Oregon  Expressway  to 
El  Camino,  South  to  Hyatt  Rickeys 

SCHEDULE    OF  EVENTS 


Public  Tree  Viewing  &  Entertainment 

Saturday,  November  29  12:30  pm  -  3:00  Pivl 

Sunday,  November  30  1 1 :00  am  -  6:00PM 

Special  Drdwing  between  5:00  pm  and  6:00  pm  Sunday 
General  Admission:       $5  Adults    $3  Children  &  Seniors 
Tickets  are  available  at  ttie  door 

Children's  Party 


4 


"Santa's  Circus  " 

Saturday,  November  29  10:00  am  - 12:00  noon 

By  Reservation:  $15Adults     $15  Children 

Refreshments  •  Crafts  •  Gifts  •  Surprises  •  Pocket  Lady 
f\/larionettes  •  Clowns  •  Free  photo  with  Santa 


Saturday  Night  Gala 


General  Drawings  held  December  1st 
V(ju  need  not  hf  presj'nl  to  wini 


"Party  of  the  Year" 

Saturday,  November  29  6:00  pm  - 12:00  pm 

By  Reservation:    $85  per  person     Live  &  Silent  Auctions 
No  Host  Bar  •  Buffet  •  Dancing  to  the  music  of  the  Unicorns 
Complimentary  Champagne  &  Wine  Hour 

Fashion  Show  •  Luncheon 

Around  The  World  In  Eighty  Ways" 
fwlonday,  December  1  10:00  am  -  2:30  pm 

By  Reservation:  $65  per  person 

Fashions  by:  Barcelino  •  Cache'  •  Surrey  Shop  •  The  Childrens' 
Shoppe  •  Impostors  ■ 


n  Unique  tompordtive  Exomindtion  of  the  Leodino 
Intranet/Extranet  Strateoies 


Cdmrnunications  Real-Worfd  Seminars  presents  a  landmark 
ay  seminar  designed  to  give  senior  IT  and  network  managers  an 
itage  in  developing  a  successful  corporate  intranet  or  extranet. 

ftNETS:  A  Real-World  Challenge  is  the  only  seminar  that  will 
3u  a  vvorking  understanding  of  the  key  elements  needed  to  create  a 
jsful  intranet/extranet,  as  well  as  deliver  comparative,  real-world 
)ns  that  will  make  your  organization  more  productive  and  competitive. 

ig  service  and  web  hosting  providers  will  present  their 

et/extranet  solutions  based  on  a  common  real-world  RFP  - 

ring  a  unique  opportunity  to  compare  offerings  on  an  equal  footing. 

5  more,  every  attendee  will  be  provided  with  a  specially  prepared 

heet  and  methodology  that  allows  responses  to  be  rated  and 

ted  against  their  specific  network  requirements  and  business  needs. 

:sues  to  be  examined: 


Seating  is  limited  so  register  early! 

Registration  fee  is  SUS  150.00.  Call  212/512-4733 
for  more  information.  Register  online  at 
http://vvww.data.com/conferences/intranets.html, 

or  simply  fax  the  following  form  to  212/512-3643. 

_l  I'd  like  to  register  immediately 

J  Santa  Clara   _l  Dallas   J  New  York 

J  Please  send  me  more  information 
Please  fill  in  the  following  information: 
Name  


Company 
Address 
City  


J  Please  keep  me  posted  about  future  events! 


Jtstanding  seminar  will  be  led  by  Intemet  guru  Joel  Maloff,  who  devised 
/eighted  Factor  Analysis"  metfrad  to  help  attendees  ascertain  the  best 
in  for  them.  Mr.  Maloff  has  been  involved  in  telecommunications  for 
0  yearsk  and  the  Intemet  since  1987.  As  President  of  The  Maloff 
any  his  expertise  is  in.wotking  with  Business  Week  1 ,000  companies  to 
lem  realize  how  the  Intemet  and  internetworking  can  help  reduce 
increase  revenues,  or  in  any  other  way  positively  impact  tiie  bottom  line. 


More  To  Come... 


X^^ouldn't  It  be  great  if  you  could  take  a 
vacation  from  workers'  compensation  hassles? 
Thats  exactly  what  over  200.000  California 
employers  have  already  done,  simply  by 
choosing  State  Fund  as  their  carrier. 

You  see.  we've  been  m  the  business  for 
more  than  eighty-two  years.  So  we've  got  the 
expenence  and  training  to  pro\ide  you  uith 
the  most  comprehensive.  worr\--free  workers' 
com.p  program  available.  .A:: .  ^ve  have 

21  distnct  offices,  the  serMce  you  need  is  never 
far  awav  We  also  work  with  you  to  help  prevent 
workplace  accidents  before  they  can  happen. 

And  vr.th  State  Fund,  claims  management 
is  also  a  breeze  We  monitor  em.ployee  medical 
expenses  and  locus  on  early  return  to  work 
planning  to  he'.p  keep  your  costs  dovsm. 

So    vou  v."an"  more  fromi  your  V'.-orkers' 
con-."er.sa::or.  rrogram.  I'-st  pick  up  the  phone 
and  ca'.'  v  ur  'cro'ker.  or  call  us  toll  free  at 
1-88'S-SI---TZ     :  :r  T'r.en.  call  your  travel  agent. 


STATE 

COfv*       N  S  ON 

FUND 

GET  MORE.  WORRY  LESS. 


NOW  THAT  Jack  Clayton  SIGNED  UP 

WITH  STATE  FUND,  he  can 

LEAVE  THE  OFFICE  FOR  MORE  THi 
A  TRIP  TO  THE  WATERCOOLER 
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RETAIL 


TALBOTS  DROPS 
THE  FUNKIER  STUFF 

But  can  it  woo  back  the  conserative  shoppers  it  relies  on? 


Constance  Hubbell  is  the  kind  of 
customer  who  made  Talbots  Inc. 
one  of  America's  hottest  retailers 
in  the  early  1990s.  The  35-year- 
oid  president  of  Hubbell  Group  Inc.,  a 
Boston-area  public-relations  firai,  says 
she  used  to  "drool  over  everything  in 
the  Talbots  catalog"  before  rushing  out 
to  buy  most  of  her  wardrobe  at 
one  of  its  stores — everything  fi-om  head- 
bands to  pumps. 

But  lately,  Hubbell  has  become  dis- 
enchanted. "Tiiey've  started  to  move 
away  fi'om  the  classics  and  gotten  into 
funkier  stuff,"  she  complains.  "I  would 
never  wear  anything  lime-green." 
Spuming  the  polyesters  and  fluorescent 
colors  that  have  i-ecently  found  their 
way  onto  the  Talbots  floor,  she  now  does 
half  her  shopping  at  department  store 
rival  Lord  &  Taylor. 

Hubbell  has  lots  of  company.  Once 
the  lead  purveyor  of  classic  suits,  tai- 


lored pants,  and  preppy  colors  to  a 
fiercely  loyal  cohort  of  conservatively 
dressed  career  women,  Talbots  has  lost 
its  touch.  Although  both  sales  and  earn- 
ings roared  ahead  at  a  double-digit  clip 
in  the  fii'st  half  of  the  decade,  the  com- 
pany has  stalled  of  late.  The  problems . 
culminated  in  the  quarter  ended  Aug.  2, 
when  a  too-trendy  spring-summer  line 
left  traditional  Talbots  customers  aghast. 
The  result:  an  $11.5  million  loss. 
FICKLE  CUSTOMERS.  Now,  management 
is  launching  an  aggressive  recovery 
campaign,  marked  by  a  return  to  Tal- 
bots traditional  styling  and  the  biggest 
ad  campaign  in  its  history.  "Improve- 
ment is  around  the  corner,"  promises 
Talbots  Chaiirnan  Takuya  Okada,  who  is 
also  the  ceo  of  Japanese  retailing  gi- 
ant Jusco  Co..  which  owns  63%  of  the 
stock. 

But  has  Talbots  changed  its  look 
in  time?  Fashion  is  a  fickle  business, 


READJUSTING  THE  FASHION  MIX:  "W  j^ 

moved  too  far,"  adinits  CEO  ZetchW 


and  Talbots'  disappointed  customers  k 
heading  to  other  shops.  "It's  harctc 
think  of  any  retailer  who  has  easily^ 
built  a  tarnished  reputation,"  wj^ 
retail  consultant  Peter  Glen,  whi 
clients  include  Nike  and  Warner  Br| 

To  be  siu-e,  few  specialty  chains 
match  the  recent  track  record  of  '4 
bots,  based  in  Hingham,  Mass.,  wnR 
its  fii-st  store  opened  in  1947.  Since  1^ 
when  Jusco  bought  Talbots  ft-om  CjB 
eral  Mills  Inc.  and  when  Arnoldlft 
Zetcher,  a  seasoned  retail  executive,|( 
came  ceo,  its  empire  has  exploded,  ii 
der  him,  Talbots  has  expanded  its  op 
women's  clothing  business  into 
sories  and  shoes,  as  well  as  kids'  an^ 
bies'  clothing.  Talbots  now  has  ne; 
600  stores,  up  from  137  in  1988, 
the  fiscal  year  ended  Feb.  1,  sales 
record  $1.02  billion,  up  from  $392 
in  1988.  Along  the  way,  Talbots  b 
fanatical  following,  including  one| 
woman  who  had  a  replica  of  Tal- 
bots' trademark  red  door  in 
stalled  on  her  closet  at 
home. 

But  in  the  past  18 
months,  there  have 
been  moimting  signs 
that   the  Talbots 
growth  machine  is 
getting  awfully  tired. 
Even  as  it  stepped  up 
its    expansion  cam- 
paign— opening  a  I'ecord  75 
stores  last  year,  up  from  46 
in  1992— Talbots  has  hit  a 


I  BACK 
CUSSI 
Talbots'  falE 
marks  a  sh, 
retreat  fror 
trendy  wart 
left  its  esta 
clientele  a^ 


Revenues  grew  just  3.9%  last 
-a  fraction  of  the  23%  gain  posted 
)2.  Earnings,  at  $63.6  million,  rose 
2%  last  year,  pretty  pitiful  com- 
I  with  the  55%  gain  posted  just 
•eai"s  eai'lien  And  worst  of  all,  sales 
ires  open  at  least  one  year — a  crit- 
leasiu'e  of  any  retailei"'s  health — ai"e 
lide.  After  dropping  3.1%-  last  year, 
fell  a  further  2.6%  in  this  year's 
lalf 

e  problem:  Even  as  it  plowed 
1  with  the  rapid  expansion,  Talbots 
cted  its  core  business  in  women's 
c  fashion.  Evidence  of  trouble  was 
in  1995,  when  same-store  sales 
just  1.2%.  It  was  a  sure  sign  that 
albots  look  was  gi'ovdng  stale.  But 
its  attentions  focused  elsewhere, 
ts  avoided  "the  real  issue,  which  is 
ying  their  current  customers,"  ar- 
Wendy  Liebmann,  president  of  con- 
ig  firm  WSL  Strategic  Retail. 
-BRIGHT  COLORS.  And  when  atten- 
iid  turn  to  fixing  the  fashions  at 
ts,  Zetcher  and  chief  merchandiser 
J.  Hinkley  only  made  the  problem 
In  an  attempt  to  broaden  their 
mer  base  and  attract  younger, 
fashion-oriented  shoppers,  they 
ed  to  update  Talbots'  styles.  But 
ler  now  concedes  that  "we  moved 
ir."  This  summer's  catalog,  for  ex- 
i,  was  loaded  with  youthful  models 
ng  short  skirts,  tight-fitting  slacks, 
leon-bright  colors  such  as  tangeiine 
iqua.  The  line  bombed  so  badly 
Talbots  was  forced  to  take  steep 
downs,  producing  the  big  second- 
er loss.  In  the  wake  of  the  debacle, 
ey  has  given  up  the  merchandising 
md  the  post  remains  open. 
;anwhile,  the  department  stores 
have  stepped  in  to  tiy  to  woo  the 
^  disaffected  Talbots  shoppers. 
Charter  Club,  a  store 
brand  that  is  offered  in 
some  400  Federated 
department  stores 
including  Macy's 
and  Burdines, 


IS  enjoying 
remendous 
growth,"  boasts  Tcacy 
Traver,  vice-president 
of  Charter  Club  for 
Federated  Merchandising 
Group.  Nordstrom  Inc. 
and  Lord  &  Taylor  are 
making  similar  inroads. 

Talbots'  $13  million  ad 
campaign  is  designed  to 
reestablish  it  as  the  pre- 
inier  purveyor  of  classic 
clothes.  The  casual  look 
that    dominated  last 
spring  has  been  re- 
placed by  far  more 
suits,  skirts,  and  other 


If  you'd  like  to  learn  more  about  the  way  we  make  our  Tennessee  Whiskey,  feel  free  to  drop  us  a  line. 

THESE  OLD  BOOTS  may  not  look  like  much, 
but  they're  just  what  a  barrelman  at  Jack  Daniel 
Distillery  needs. 

These  particular  boots  belong  to  Richard  McGee. 
They're  scuffed  and  worn  from  kicking  400-lb. 
barrels  of  whiskey  around  our  warehouses. 
(This  is  where  Jack  Daniel's  ages  for 
years  until  it's  sippin'  smooth.)  We 
believe  our  natural  aging  process  does 
wonders  for  the  taste  of  our  whiskey. 
But,  as  Mr.  McGee  will  attest,  it 
can  be  mighty  tough  on  the  boots 
of  our  barrelmen. 


SMOOTH 
TENNESSEE 


SIPPIN' 
WHISKEY 


Yuur  friends  at  Jack  Daniel's  remind  you  to  drink  responsibly 


Tennessee  Whiskey  •  40-43%  alcohol  by  volume  (80-86  proof)  •  Distilled  and  Bottled  by 
Jack  Daniel  Distillery,  Lem  Motlow,  Proprietor,  Route  1,  Lynchburg  (Pop  361),  Tennessee  37352 


COURAGE. 


PASSION. 


PRESSURE. 


ENVY. 


FINALLY,  A 


BUSINESS  NEWS  SHOW  THAT 


FEELS  LIKE  BUSINESS. 


Stories  of  immense  power,  fortune  and 
risk.  Stories  brought  to  life  like  never 
before  —  from  the  perspective  of  the 
people  behind  them.  Join  host  Sheilah  Kast  for  TV's  most 
coinfipelling,  in-depth  business  news  analysis.  Watch  for 
"This  Week  in  Business"  on  public  television. 


In  Business 


Produced  by  Wt  I  A/Washington,  D.C,  in  association  with 
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Marketing 


(h-essy  sportswear.  Still,  shoppei-s 
be  hard  to  lure  back.  While  Talbotst 
ceiitly  sent  Hubbell  a  prefen-ed-custo 
credit  card,  she  says  the  store  w 
"have  the  share  of  my  wallet  they  is 
to  have"  until  they  alter  the  fasWon  ib 
Despite  the  troubles  at  Talbots.  ha 
ever,  Zetcher  is  not  backing  off  his 
pansion  plan.  He  vows  that  Talbots 
have  more  than  800  stores  within  tl| 
years,  up  fi-om  605  at  the  end  of  1 
Yet  until  the  company  can  repai 


AS  TALBOTS  KEEPS 
EXPANDING... 
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"FOR  FIRST  HALE  ENDED  AUG.  2,  1997 

DATA:  TALBOTS  INC, 

famished  image  with  its  once  loyal 
tomers,  some  industry  watchers  s£ 
should  cut  back  the  moves  into  new 
ritory.  "They  should  get  their  hous 
order  before  expanding  [fiulher]," 
gues  consultant  Kurt  Barnard,  pi 
dent  of  Barnard's  Retail  Marke 
Group.  If  customers  are  still  not  hi 
come  Christmas — and  if  results  1 
not  improved — even  Zetcher  admits 
expansion  may  have  to  be  slowed. 

For  now,  many  on  Wall  Street 
main  leeiy  of  Talbots'  shares.  Alth( 
the  stock,  now  around  30,  has  re 
ered  somewhat  ft-om  a  sharp  tumb 
took  after  the  second-quarter  loss 
announced,  it  remains  far  off  its 
1995  peak  of  4S.  And  while  Zetcher 
he  and  other  managers  have  "lea: 
oui-  lesson,"  the  question  is  whether 
bots  still  has  the  touch  needed  to 
back  once  loyal  fans. 

By  William  C.  Syrm, 
in  Hingha  m,  k 
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EDITED  BY  AMY  DUNKIN  

JUST  HOW  JUICY 
IS  THAT  IPO? 


Manhattan  attorney 
David  Solomon  is 
hitting  pay  dirt  in 
IPOS.  In  recent  weeks,  he  has 
grabbed  several  initial  pubhc 
offerings  from  Fidelity  In- 
vestments, including  data- 
storage mak- 
er Box  Hill 
Systems  and 
Qwest  Communications  In- 
ternational. In  Qwest,  a  tele- 
com company,  Solomon 
snapped  up  500  shai'es  at  $22 
and  saw  them  surge  as  high 
as  $53.  "Obscene,"  he  says. 

Don't  we  all  get  the  urge 
to  make  such  a  kiUing?  So 
far  this  year,  the  volume  of 
new  issues  is  dovra  27%  from 
1996,  to  $23.8  billion.  But 
with  discount  brokers  such 
as  Charles  Schwab  and  Fi- 
delity taking  bigger  roles  in 
selling  new  issues,  small  in- 
vestors now  are  getting  more 
chances  to  get  in  at  the  start. 

Yet  for  every  Qwest,  there 
are  many  more  ipos  such  as 
Pixar  Animation  Studios, 
which  went  public  in  1995  on 
the  strength  of  its  dazzling 
work  for  the  Walt  Disney  film 
Toy  Story.  Pixar  briefly 
soared  to  $49.50  but  soon 
sank  to  near  $12,  and  it  is 
only  now  back  around  its  ini- 
tial $22  ])rice.  "For  every  suc- 
cess story  in  the  IPO  market," 
says  Nancy  Smith,  the  Secu- 
rities &  Exchange  Commis- 
sion's investor  education  di- 
rector, "there  are  many,  many 


INVESTING 


more  examples  of  failure." 

So  how  can  you  protect 
yourself  if  you're  a  buy- 
and-hold  investor  looking 
for  an  IPO  that  may  pay 
off  over  the  long  haul? 
While  there  are  no  sure 
bets,  your 
best  de- 
fense is  to 
pay  meticulous  attention 
to  an  issue's  prospectus. 
Every  company  aiming  to 
sell  stock  to  the  public 
must  by  law  make  one 
available,  but  the  docu- 
ment can  run  to  more 
than    100  reader-cruel 
pages  of  legalese  and  fi- 
nancial    tables.  "It's 
overkill,"  says  Jeff  Cal- 
loway,   a    Lake  City 
(Tenn.)  minister  and  for- 
mer   accountant  who 
runs  his  own  $165,000 
portfoho  via  Schwab. 
KEYNAMES.  The  more  you 
read  and  digest  in  a  prospec- 
tus, the  better — but  who  has 
the  patience  or  the  time? 
Here's  how,  then,  to  get  a 
cjuick  fix.  Each  of  the  key 
sections,  which  are  mandat- 
ed by  the  sec,  are  Listed  in  a 
table  of  contents,  usually  on 
page  3.  But  check  the  cover 
first.  Ignore  all  that  small 
type  (it's  boileiplate)  and  look 
at  the  bottom  to  see  which 
Wall  Street  fii'm  is  responsi- 
ble for  selling  the  stock.  Ever 
heard  of  it? 

Marc  Bavlin,  a  T.  Rowe 


COVER  PAGE 

Are  the  Wall  Street  underwriters 
well-known?  More  important,  are 
there  several?  IPOs  tend  to  do 
better  when  they're  sponsored  by 
more  than  one  firm.  That  creates 
more  investor  interest  in  the  new 
stock. 


Price 

Associates 

growth  stock  analyst,  scours 
prospectuses  for  a  living  and 
pays  close  attention  to  the 
underwTiters'  names.  He  al- 
lows that  even  the  top  firms, 
including  Goldman  Sachs, 
Morgan  Stanley,  Dean  Wit- 
ter, Discover,  and  Merrill 
Lynch,  sometimes  sponsor 
shares  that  later  collapse. 
Robertson,  Stephens,  a  well- 
regarded  fii'm,  led  the  Pixar 
offering.  Still,  those  firms  or 
well-known  boutiques,  such 
as  San  Francisco-based  high- 

SELECTED 
FINANCIAL  DATA 

Is  there  evidence  of  growth  in 
revenues,  profits,  cash  flow  from 
operations,  and  shareholders' 
equity?  The  business  should  be 
clicking  in  at  least  one  of  these 
areas;  if  not,  be  wary. 


tech  speciahsts  Montgon 
Securities  or  Hambrech 
Quist,  "have  more  busi 
than  they  can  handle,"  B; 
says,  so  they  can  pick 
best  deals. 

To  check  an  underwri 
record,  ask  a  broker  for  £ 
of  recent  ipos  it  has  lec 
use  such  Web  sites  as 
Maven  (www.ipomaven.c 

MANAGEMENT'S  DISC 
&  ANALYSIS 


How  is  the  company  far 
for  explanations  of  any 
signs  found  among  the  1 
data.  Also  look  for  a  tab 
"results  of  operations"  ( 
profit  margins.  Are  they 


1  keep  score.  An  even 
r  indicator  is  the  num- 
f  Wall  Street  firms  join- 
n  the  sales  effort.  The 
names  on  the  cover,  the 
fiiTns  ai'e  likely  to  trade 
5tock  once  it's  public, 
supports  its  price.  More 
onsors  also  means 
iverage  by  more  re- 
search 


page  or  two  of  small  numer- 
als— sort  of  the  gi'eatest  hits 
of  the  company's  financial 
statements.  (For  more  seri- 
ous number  crunching,  the 
statements  are  presented  in 
full  in  the  back.)  But  don't 
go  cross-eyed.  Focus  instead 
on  the  basics. 

How  large  is  the  compa- 
ny's shareholder's  equity? 
That's  all  assets  minus  all  lia- 
bilities. If  it's  negative, 
you'll  want  to  know  why 


sts,  another  key  to  in- 
r  interest. 

ur  next  stop  in  the 
lectus  should  be  a  sec- 
balled  "Selected  consoli- 
l  financial  data."  It's  a 


and  when  it  will 
turn  positive.  A 
full-service  broker 
may  be  able  to  provide  some 
answei"s.  Othenrise,  you  must 
dig  deeper  into  the  prospec- 
tus. Look  to  see  if  revenues 
ai'e  increasing.  And  if  net  in- 
come isn't  growing  or  is 


WNERSHIPOF 
IMMON  STOCK 

rrent  owners  bailing 
ncerned  if  any  insider 
[lore  than  10%  to  15% 
5  or  if,  as  a  group, 
iUing  more  than  a 
e  total  shares. 


RISK  FACTORS 

What  can  go  wrong?  Is  the 
company  dependent  on  one  or 
tvvo  customers?  Is  the 
government  about  to  regulate 
the  industr>?  Focus  on  risks 
that  are  specific  to  the 
company. 


nonexistent,  that's  a  worry. 
Also,  check  cash  flow  from 
operations.  Because  of  ac- 
counting niles,  companies  can 
post  higher  earnings  yet  see 
operations  drain  the  company 
of  cash.  Cash  flow  is  net 
earnings  plus  all  noncash  ex- 
penses, such  as  depreciation 
and  amortization. 

Convereely,  yeai'  after  yeai" 
of  red  ink  on  the  bottom  line 
may  divert  your  attention 
from  steady  cash-generation 
by  the  business.  A  recent  se- 
ciuities  filing  for  Friendly  Ice 
Cream,  the  Northeastern 
restaiu'ant  chain  that  aims 
to  go  public  later  this 
year,  shows  just  that: 
Friendly  has  run  losses 
at  least  since  1992,  which 
is  as  far  back  as  the 
prospectus  goes.  But  be- 
cause it  has  had  many 
noncash  expenses  such 
as  depreciation,  it  has 
always  generated  cash 
enough  to  maintain 
the  business. 

The  answer  to  the 
Friendly  enigina  lies 
in  a  section  called 
"Management's  dis- 
cussion and  analysis  of  fi- 
nancial condition  and  results 
of  operation."  Rather  than 
look  to  the  general  oveniew 
of  a  business  and  its  strategy 
that  always  can  be  found  at 
the  front  of  a  prospectus, 
Hambrecht  &  Quist  Manag- 
ing Director  Abby  Adlerman 
suggests  heading  straight 
here.  "It's  a  Uttle  drier,  but  it 
does  absolutely  discuss  the 
actual  trends  and  what's  caus- 
ing them,"  she  says. 

In  Friendly's  case,  you  can 
find  out  that  its  $176  million 
negative  net  worth  is  a  lega- 
cy of  a  1988  leveraged  buyout 
that  left  the  chain  heavily 
burdened  by  debt.  Also,  the 
$373  million  it  has  paid  in  in- 
terest on  that  debt  is  the 
chief  reason  why  operating 
income  is  positive,  while  net 
income  (a  figiu'e  reckoned  af- 
ter payment  of  interest)  has 
been  steadily  negative.  The 
upshot?  Friendly  might  post 
an  actual  profit  if.  after  rais- 
ing cash  in  the  IPO  to  retu-e 
much  of  its  debt,  it  has  a 
lower  ongoing  interest  bill. 


Here  you'll  also  find  a 
table,  "Results  of  operations," 
that  breaks  the  income  state- 
ment dowTi  as  a  percentage 
of  total  revenues.  Look  for 
the  operating  profit  margin, 
which  is  the  ratio  of  operat- 
ing income  to  total  revenues. 
Is  it  growing?  Is  it  wider  or 
narrower  than  rivals'? 
Friendly's  has  bounced 
around,  running  as  high  as 
5.8'7(  in  1994  and  more  re- 
cently at  -l.l^c. 
IN  A  HURRY?  As  with  an\i:hing 
you  buy,  you  might  wonder 
who's  selling  shares.  Learn 
that  by  tiu-ning  to  the  "Owti- 
ership  of  common  stock"  sec- 
tion, which  lists  all  owTiers  of 
5%  or  more  of  the  company. 
If  stockholders  are  bailing 
out,  it  should  give  you  pause. 
"They  know  a  lot  more  about 
the  business  than  I  know," 
Baylin  says.  Professional  in- 
vestors will  tolerate  an  insid- 
er giving  up  W7c  to  15*^  of 
his  or  her  holding's,  Adlennan 
says,  but  they  gi-ow  wary  if 
the  figiu'e  goes  higher. 

To  undei-stand  why  an  in- 
sider might  want  to  sell,  turn 
to  the  section  towai"d  the  fi"ont 
of  the  prospectus  called  "Risk 
factors."  Not  all  the  items 
stuffed  into  this  section  are 
worth  youi*  attention.  For  ex- 
ample. Friendly  lists  such  ob- 
\ious  wonies  as  "Exposm-e  to 
commodity  pricing" — that's  the 
concern  that,  say,  the  price  of 
coffee  or  cream  will  rise  and 
cut  into  profits.  Another  cate- 
goiy  is  "Regulation,"  a  gen- 
eralized concern  over  all 
manner  of  gox  emment  I'eg-u- 
lations.  "You're  going  to  get 
yoiu"  best  insight  if  you  focus 
on  risks  unique  to  a  compa- 
ny," Smith  says.  More  woni- 
some  about  Friendly  is  the 
high  debt  the  chain  will  owe 
even  after  the  IPO.  The 
prospectus  concedes  that  this 
means  Friendly  "is  more 
leveraged  than  certain  of  its 
principal  competitors,  which 
may  place  the  Company  at  a 
competitive  disadvantage." 

None  of  this  is  exactly 
light  reading.  However,  if 
you're  intent  on  investing  in 
IPOS,  cut  first  to  the  quick  of 
a  prospectus  and  protect 
voui'self.        Robert  Barker 
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THERE'S  BIG  GREEN 
m  ORGANIC  FOOD 


Hold  on  to  your 
Birkenstocks.  The 
natural  way  of  life  is 
gaining  ground — on 

Wall  Street  and  at  the  gi'o- 


cery  store.  All  you  have  to 
do  is  stroll  past 
the  produce 
aisle,  the  fi'ozen  food  section, 
and  the  deli  counter  to  see 
the  new  array  of  organic 
items  on  display.  These  no- 
pesticide,  no-hormone  prod- 
ucts used  to  be  limited  to 
health-food  stores.  But  today, 
major  supermarket  chains 
cany  organic  products  rang- 
ing fi-om  tomatoes  to  enchi- 
ladas. With  organic-food  sales 
growing  20%  to  25%  a  year 
since  1990— vs.  S%  to  5%  for 
the  food  industry  overall — 
the  time  may  be  ripe  to  in- 
vest in  companies  that  manu- 
facture, disiribute,  or  sell 
organic  goods. 

Reports  in  recent  years 
about  the  possible  cancer- 
causing  effects  of  pesticides 
and  chemical  additives  have 
raised  consumer  concern 
about  conventionally  cultivat- 
ed food.  Because  of  this,  and 
the  improved  cjuality  and 
lower  prices  of  organic  prod- 
ucts as  larger,  more  sophis- 


SMART  MONEY 


ticated  producers  have  en- 
tered the  field,  industiy  ana- 
lysts pi'oject  wholesale  rev- 
enues to  hit  $4.4  billion  this 
year,  2.5%  higher  than  in 
1996.  The  industry  should 
also  benefit  from  federal  stan- 
dards for  organic  products 
that  are  set  to 
become  law 
next  yeiU'.  Only  17  states  now 
have  rules  pertaining  to  or- 
ganic products,  and  theh"  rig- 
or and  enforcement  vaiy.  The 
credibility  conferred  by  a 
usD.A-certified  organic  seal  on 
everything  from  meat  to 
processed  foods  will  encour- 
age many  more  consumers  to 
buy  organic,  says  Frank 
Lampe,  editor  of  Natural 
Business  new'sletter.  "The  or- 
ganic sector  has  incredible 
potential,"  says  Michael 
Burbank,  a  \ice-president 
at  Montgomeiy  Secuiities 
in  San  Francisco. 
BUYING  SPREE.  Several 


i'ROUTING 
Sales  of  organic 
foods  have 
been  growing 
at  a  far  faster 
rate  than  food 
sales  in  general 

Shansby  Group,  a 
limited  partner- 
ship in  San  Fran- 
cisco, took  over 
Arrowhead  Mills, 
the  Hereford 
(Tex.)  manufactiu'- 
er  of  organic 
fiours,  cereal,  and 
nut  butters.  And 
Natural  Nutrition 
Group,  ownied  primarily  by  a 
Chicago  venture-capital  fiiTn, 
Frontenac,  bought  Health 
Valley  of  Ii"windale,  Calif.,  a 
maker  of  organic  soups  and 
baked  goods.  "When  the 
smart  money  comes  in,  that's 
a  telltale  sign  an  industry  is 
on  the  rise,"  Burbank  says. 

Although  many  players  in 
the  organic  industiy  are  pri- 
vately held,  publicly  traded 
companies  do  e.xist — and  ana- 
lysts predict  robust  earnings 
in  the  next  few  years  as  the 
business  takes  off.  "Being  in- 
volved in  this  sector  should 
be  very  profitable.  The  futui-e 
prospects  are  very  good," 
says  Yudi  Bahl,  an  analyst  at 
Piper  -Jaffray  in  Minneapolis. 
Currently,  Organic  Food 
Products  is  the  only  one  that 
sells  organic  goods  exclusive- 
ly. The  manufacturer  of  sal- 
sas,  pasta  sauces,  juices,  and 
frozen  entrees  has  been  trad- 
ing at  around  $4  a  share 
since  going  public  on  nasdaq 
in  August. 


The  Hunger  for  Organies 


agree.  Ti'efoil  Pailnei-s  II, 
a  group  headed  by  Roy 
Disney,  vice-chairman  of 
Walt  Disney  Co.,  last 
year  bought  a  controlling 
interest  in  Cascadian 
Farm,  a  producer  of 
frozen  organic  vegetables 
and  resserts.  MeanwWle, 


COMPANY 

STOCK 
PRICE* 

PRICE- 
EARNINGS 
RATIO" 

HAIN  FOOD  GROUP 

9'K6 

67.5 

ORGANIC  FOOD  PRODUCTS 

3% 

NA 

UNITED  NATURAL  FOODS 

21K 

31.1 

WESTBRAE  NATURAL 

3X6 

16.1 

WHOLE  FOODS  MARKET 

m 

26.4 

WILD  OATS  MARKETS 

27 

27.9 

Other  investment  oppo 
nities  can  be  had  thro 
companies  that  feature 
ganics  in  their  product  1 
Hain  Food  Group,  which  r 
kets  organic  crackers 
beans,  along  with  low-fat 
sugai-fi'ee  items,  is  up  to 
a  shai'e  from  3  at  the  be 
ning  of  the  year.  On  Sep 
the  company,  which  is  l£l 
owned  by  financier  Ge 
Soros,  announced  plans  ti 
quire  publicly  held  Westl 
Natural  Foods,  a  make 
organic  snacks,  soy  prodi 
and  canned  goods. 
SALAD  DAYS.  It's  also  p 
ble  to  invest  in  retailers 
distributors  of  organic  p 
ucts.  Although  most  m 
gi'oceiy  chains  are  dedica 
more  shelf  space  to  org 
goods,  none  can  match 
commitments  of  Whole  F( 
Market  and  Wild  Oats  I 
kets,  headquartered 
Austin,  Tex.,  and  Boul 
Colo.,  respectively.  Both 
pursuing  aggressive  acq 
tion  and  expansion  stratej 
Shares  of  Whole  Foo( 
which  operates  74  stores 
der  the  names  Whole  Fc 
Bread  &  Circus,  Wellsp] 
Grocery,  and  Fresh  FieL 
are  up  52%  this  year, 
Wild  Oats  stock  has  r| 
49%'.  United  Natm-al  FooA 
national  distributor  of  or 
ic  foods,  has  also  done 
Since  its  initial  public  offe 
a  year  ago,  its  stock  price 
appreciated  65%. 

Investing  through  a 
ture-capital  fund  or  throu 
private  placement — usual 
a  minimum  of  $100,00C 
another  way  to  go.  Ven 
Strategy  Group  and  R 
wood  Capital,  both  of 
Francisco,  have  fi 
that  invest  in  the  org 
and  natural-foods  in 
tries.  Also,  the  Org 
Trade  Assn.  (413 


*Sept.  22  **Based  on  12  months  ended  Aug.  31 

NA  =  Not  available      DATA:  BLOOMBERG  financial  markets 


names  of  companie 
search  of  investors.  . 
lysts  predict  that  th- 
ganic  industiy  will  r 
tain  or  exceed  its  cui 
gi'owih  rate  for  the 
5  to  10  years  at  1 
Talk  about  a  hes 
trend.        Kate  Mu 
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f  you're  trying  to  chart  the  future  of  information  storage 
re's  one  sure  company  by  which  to  navigate. 

For  nearly  two  decades,  Symbios  Logic  has  been  a  fixture 
storage  technologies.  We're  a  technological  leader  in 
rything  from  chips  to  complete  storage  systems.  And  we 
n  more  than  500  worldwide  patents  to  prove  it. 

Not  only  do  we  influence  industry-wide  storage 
idards,  but  our  vision  extends  to  just  about 
:ry  corner  of  the  computer  industry  where 
;a  is  moved,  stored  or  retrieved. 

And  while  the  average  consumer 
;  never  heard  of  us,  our  customers 
ck  up  like  the  dream  team  of  Fortune  100 

 —     companies.  So  we  quietly  impact 

^  "  the  lives  of  ordinary  people  the 

rid  over — in  global  banking  systems,  in  high-traffic  internet 
vers,  in  retail  inventory  management,  in  removable  storage 
/ices,  and  on  and  on. 

Call  1-800-856-3093  or  visit  our  web  site  for  more  information, 
d  even  if  you  don't  seek  us  out,  remember,  when  it  comes  to  storage 
hnologies,  we're  up  there. 

?7  S\Tnbios  Logic  Inc.  S^uibios  Logic  and  The  Storage  Connection  are  trademarks  of  Symbios  Logic  Inc. 


svmBios 

LOGIC 

The  Storage  Connection 


Personal  Business 


NO  REASON 

TO  QUIT  QUICKEN 


With  more  than  80% 
of  the  retail  market, 
Quicken  from  Intuit 
has  generated  lots  of 

loyal  customers  over  the  jjast 
13  years.  The  personal  fi- 
nance i^rogi'am  is 
wonderfully  sim- 
ple in  helping  people  con- 
struct household  budgets, 
print  checks,  and  pay  bills 
electronically.  Users  can  also 
employ  nifty  charts  and 
graphs  to  keep  track  of  the 
family's  loot. 

Since  1992,  Microsoft  has 
tried  in  vain  to  unseat  the 
market  leader,  which  it  even 
attempted  to  buy  in  1995. 
Now,  with  much  of  the  battle 
shifting  to  cyberspace.  Quick- 
en and  Microsoft  Money  are 
about  to  butt  heads  again.  In 
mid-September,  Microsoft  un- 
veiled Money  98  Financial 
Suite,  with  several  fea- 
tures that  tap  the  Inter- 
net. On  Oct.  2.3,  Intuit 
will  launch  Quicken 
Deluxe  98  foi-  Win- 
dows, with  its  own 
online  goodies.  Af- 
ter testing  the  new 
versions,  I  see  no 
comjjelling  reason 
foi-  (Quicken  users  to  switch. 
WEB  SITES.  Microsoft  is  go- 
ing aftei-  Quicken  customers 
aggressively.  Inside  the  bo.x 
is  an  instructional  booklet 
aimed  specifically  at  them,  and 
the  pi-oduct  promises  to  seam- 
lessly convert  Quicken  files 
into  data  Money  can  under- 
stand. It  tiiok  just  10  minutes 
to  convei-t  the  Quicken  files 
on  my  Pc  with  no  visible 
snags.  (Quicken  can  also  read 
Money  files.)  Microsoft  has 
added  some  nice  enhance- 
ments. The  M(Hiey  Home 
screen,  laid  out  like  a  Web 
page,  displays  bill  reminders, 
charts,  and  selected  account 
balances.  You  can  also  click  on 
headlines  to  jump  to  articles 
at  the  Microsoft  Investor  and 


SOFTWARE 


Money  Insider  Web  sites,  pro- 
vided you  have  Internet  ac- 
cess. Non-Money  customers 
can  visit  the  sites  with  any 
browsei". 

The  neW'S  and  stock  cjuotes 
ai-e  fi-ee.  But  many  of  the  best 
Investor  features,  including 
(lata  on  8,000  eq- 
uities and  mutu- 
al funds,  analyst  recommen- 
dations, earnings  estimates, 
and  E-mail  mai'ket  alerts,  cost 
$9.95  a  month,  or  $6.95  if  you 
subscribe  to  the  Microsoft 
Network.  Tlie  fii-st  sLx  months 
are  li'ee  for  Money  customers. 

At  the  Money  Insider  sec- 
tion of  the  pi'ogram.  you  can 
peruse  boilerplate  aiticles  on 
cai"  buying,  insm-ance,  and  re- 
tirement planning.  Informa- 
tion is  updated 


when  you  go  online.  Through 
a  feature  called  Advisor  fyi, 
the  program  tries  to  make 
these  articles  relevant  to 
your  personal  situation.  For 
example,  you  car)  read  about 
the  importance  of  paring 
dowTi  credit-card  debt,  and — 
for  motivation — view  your 
outstanding  card  balances  in 
the  mai'gin.  The  site  also  pro- 
vides directories  of  financial 
planners  and  onhne  banking 
services,  plus  a  database  of 
personal  finance  questions. 

Other  Money  98  features 
include  an  automatically 
generated  monthly  report  that 
Usts,  among  othei-s,  a  spending 
smninaiy  vs.  your  budget  and 
an  update  on  your 
investments.  The  progi'am  has 
also  added  goal  and  debt- 
reduction  planners.  Still, 
Money  is  slow  and  not  as  easy 
to  maneuver  as  Quicken.  And 
it  requii'es  a  PC  with  Wmdows 
95  or  NT.  (Quicken  also  nms 
on  Windows  3.1  and 
Macintosh.) 


Comparison  Test 


MICROSOFT  MONEY  98 
FINANCIAL  SUITE 


QUICKEN  DELUXE  98 
FOR  WINDOWS 


$55  $60 

•  Charges  for  some  of  its  best  •  Provides  more  free  online 
online  investment  features  info  through  Quicken.com 

•  Advisor  FYI  offers  personal-  •  Lets  users  shop  for 
ized  financial  tips  insurance  and  mortgages 

•"Signe^on  over  100  banks^  ^ ' "  ^J^l^^^^^*!  

brokers,  and  credit-card  issuers,  •  Improved  its  401(k)  and 

twice  as  many  as  Quicken  paycheck  tracking  capabilities 

•  Slow  and  not  as  friendly  as  •  Still  easiest  to  use 
Quicken  daia:  business  week 


With  the  latest  versic! 
Quicken,  Intuit  has  bolst 
some  of  the  program's 
shortcomings.  There's  a 
tax-deduction  finder  and 
ter   401(k)   and  payclii 
tracking  capabilities.  Tlie  iti 
gram  contains  an  emergiM 
records  organizer  as  a  j| 
to  store  and  })rint  key  r| 
ical  and  financial  informajl 
such  as  passwords. 

As  with  Money,  Qui 
users  can  visit  the  We 
free  news  and  stock  quilei 
culled  fi-om  Quicken.com.  5i| 
can  also  pore  through 
than  7,500  listed  mutual 
updated  with  the  la.l 
Momingstar  ratings  and 
prospectuses  online  atj 
charge.  Quicken,  like  Mcj 
is  equipped  with  a  Micrc] 
Internet  Explorer  brow^; 
ONLINE  SHOPPING.  Wll 
more,  anyone  shopping^ 
life  and,  by  winter,  aut(| 
bile  insiu'ance,  can  get  cji 
and  compare  pohcies  oi| 
from  Allstate,  State  F 
Travelers,  and  other  co: 
nies.  You  enter  your  zip 
but  otherwise  remain  an 
mous,  so  you  won't  be 
jected  to  bothersome 
calls.  You  can  simi 
shop  online  for  rr| 
gage  rates. 
Intuit  and 
crosoft  are  contii 
ly  making  it  ei 
to  bank  and 
stocks  at  the 
board.  Last  Jam 
the  two  compai 
along  with  Check! 
agreed  to  an  initi? 
called  OFX,  for  Oper 
nancial  Exchange, 
allows  financial  institutioi 
swap  data  more  easily 
the  Net  with  consumers 
a  result.  Quicken  and  Mi 
customers  will  be  abl 
download  brokerage  st 
ments  and  view  the  s 
transaction  infonnation  i 
able  at  an  atm.  Microsoft 
it  has  relationships  with  i 
than  100  financial  parti 
more  than  twice  the  nu: 
Intuit  claims.  But  in 
ways,  Quicken,  rather 
Money,  is  still  ahead  in 
personal  finance  soft^ 
game.  Edward  C. 


roi 


rom  muscle  comes  might.  Distribution  strength 

pends  on  relationships.  With  over  3  million  individual  and  100,000  institutional 
ents,  Smith  Barney  finds  interest  where  others  wouldn't  know  to  look 


Smith  Barney 

INVESTMENT  BANK 

They  make  money  the  old-fashioned  way. 
They  earn  it.^' 


Personal  Business 


XINTITLED 
(1966) 

Cindy 
Sherman's 
images  are  all 
of  the  artist 
herself,  A  print 
valued  at  $200 
in  1980  sold  at 
auction  not 
long  ago 
for  $66,000 


MAYBE  YOl  OUGHT  TO  BE 
IN  PICTURES 


Contemporary  pho- 
tography may  be  the 
novice  collector's 
dream:  Prices  are  not 


only  affordable  but  likely  to 
go  up.  There  are  plenty  of 
interesting  im- 
ages and  gal- 
leries. And  you  don't  have  to 
be  a  millionaire  to  own  pho- 
tos by  artists  whose  work 
hangs  in  museums. 

Most  important,  you  can 
find  to{>quality  pictiu-es  taken 
within  the  past  20  years  for 
under  $1,000 — much  less  than 
\Tntage  prints  by  famous  pho- 
togi-aphers  of  the  past.  Based 
on  cun-ent  trends,  contempo- 
rary photos  could  triple  or 
quadruple  in  price  in  three 
to  five  years,  e.xperts  say. 
One  e.xample  is  Abelardo 
Morell,  a  Cuban-bom  photog- 
rapher known  for  composi- 
tions that  fool  the  eye.  Bonn! 
Benrubi,  owner  of  a  New 
York  gallery  bearing  her 
name,  says  Morell  prints  that 
sold  five  years  ago  for  .$400 
are  now  wotlh  tu'ound  $2,(S00. 
WOLF  TRACKS.  Other  mud- 
em  photographers  atti'acting 
attention  include  Marianne 
Courville,  whose  haunting 
stills  fi-om  her  parents'  home 
movies  start  at  $600.  John 
Schabel's  photos  (starting 
at  .$600  to  $1,200)  focus  on 


COLLECTING 


passing  clouds,  airplane  pas- 
sengers, and  wolf  tracks.  Sal- 
ly Gall's  figures  and  land- 
scapes fetch  $1,000  and  up, 
as  do  Sandi  Fellman's  still 
lifes.  A  little  pricier  is  Dana 
Hoey,  whose  color  prints  of 
women  cost  $1,800. 

Contemporary 
photography's 
appeal  has  been  gi'owing,  in 
part  because  artists  of  all 
stripes,  such  as  painter 
Robert  Rauschenberg,  now 
devote  creative  energy  to  the 
medium.  And  top-flight  mu- 
seums, like  the  Whitney  and 
Guggenheim  in  New  York, 
have  been  expanding  their 
photo  collections.  The  Muse- 
um of  Modern  Art  spent 
more  than  $1  million  recently 
to  purchase  Cindy  Shemian's 
Untitled  Filtri  '  StiUa,  69 
black-and-white  photos  that 
explore  stereotypes  of  women 
in  movies.  Typical  of  Sher- 
man's work,  the  women  are 
all  images  of  the  artist  her- 
self. A  SheiTnan  print  valued 
at  .$200  in  1980  sold  at  auc- 
tion not  long  ago  for  .$66,000. 

The  Aug.  31  death  of  Di- 
ana, the  Princess  of  Wales, 
has  tumed  a  not-so-flattering 
light  on  another  gi'oup  of  con- 
temporaiy  photogi'aphers,  pa- 
parazzi. Since  the  opening  of 
a  foiu'-week  show  on  Sept.  9, 
the  Robert  Miller  Gallei-y  in 
New  York  has  been  doing  a 


brisk  business 
in  paparazzi- 
style  prints, 
shots  of  artist 
Andy  Warhol 
and  actress 
Sophia  Loren 
by  Marina  Schi- 
ano,  for  exam- 
ple, sold  for 
$900  each. 

To  get  start- 
ed collecting 
contemporary 
photos,  browse 
through  gal- 
leries and  pick 
the  brains  of  employees.  Also 
check  out  auction  houses,  es- 
pecially Christie's  (212  546- 
1063),*  Sotheby's  (212  606- 
7240),  and  Swann  Galleries 
(212  254-4710).  They  hold 
photography  sales  in  New 
York  every  fall  and  spring, 
offering  both  vin- 
tage and  contem- 
porary prints.  You 
can  go  to  previews 
the  week  before 
an  event  to  get 
educated,  or  buy  a 
catalog.  Or  see  if 
any  nonprofit  gal- 
leries like  the 
Center  for  Photog- 
raphy at  Wood- 
stock, N.  Y.,  are 
holding  benefit 
auctions.  Prices 
can  be  up  to  50% 
below  those  at  big  auction 
houses. 

For  exhibition  and  auction 
listings,  consult  two  newslet- 
ters. Photography  in  New 
York  (212  787-0401)  and  The 
Photograph  Collector  (215  757- 
8921).  The  Photo  Review,  a 
quaiterly,  offers  reviews  and 
intemews  with  photographer's 
(215  757-8921).  To  meet  deal- 
ers, check  out  the  annual  fail- 
sponsored  by  the  Association 
of  Intemational  Photogi-aphy 


Art  Dealer's,  scheduled  t( 
held  Feb.  13-15  in  New 

Once  you  select  an  a 
you'd  like  to  collect,  ke( 
few  points  in  mind.  F 
photogr'aphers  often  pr'0( 
editions  of  thr'ee  to  50  pr 
While  the  photogr'aphe 
stfll  making  pr-ints,  the 
ones  tend  to  be  less  ex 
sive  than  ones  made  lat' 
perhaps  $950  for  the  firs' 
$2,800  for  nimiber  30.  Th( 
tionale:  As  the  supply  d 
dies,  the  price  goes  up.  ( 
the  edition  is  finished,  I 
ever,  ail  the  photos  fetch 
same  pr-ice. 

Always  inspect  the  cc 
tion  of  the  work  caref 
Unlike  vintage  pieces, 
temporary  photogr'aphs 
to  be  in  pr'istine  shape, 
check  to  see  that  pr-ints 
signed  and  dated. 


DICTIONARY  (1994)  Abei.^u, 
Morell's  compositions  fool  the  eye 


Once  you  have  the  phi 
safely  home,  be  sure  no| 
expose  them  to  direct 
fight.  Also,  don't  send  t| 
to  any  old  place  to  be  mal 
and  fi-amed.  An  inex])eriej 
oper-ation  might  use  matej 
containing  chemicals 
could  cause  fading  or  st^ 
Properly  mounted  and 
played,  photogr-aphs  caril 
main  on  view  for  year-s — I 
perhaps,  provide  some  caj 
gains  as  well.  Anr 


WORTH  NOTING 


■  PAYING  IT  OFF.  A  new  booklet.  Debt  Consolidation 
101:  Strategies  for  Paying  Off  Debts  Faster  &  Saving 
Money,  helps  consumers  understand  the  pros  and  con 
of  various  ways  to  combine  loans.  It  offers  char-ts  sho 
ing  how  much  to  pay  when  using  a  debt  consolidation 
loan  and  how  much  money  can  be  saved.  Send  $4.50  t( 
Good  Advice  Press,  P.  0.  Box  78,  Elizaville,  N.  Y.  12.5; 


If  your  company's  mainframe  data  is  still  being  run  through 
private  lines,  you've  got  a  big  old  guzzler  on  your  hands. 

The  fact  is,  your  SNA  is  nowhere  near  as  efficient  as  it  would  be 
if  you  converted  from  private  lines  to  MCI's  advanced  frame  relay 
network.  Converting  could  save  you  up  to  40%  —  and  allow  your 
systems  to  finally  work  together. 

Doing  it  is  easier  than  you'd  think. 

And  with  those  savings,  you  could  equip  your  company  with 
other  high  performance  vehicles,  like  a  Web  site  or  intranet. 
The  road  is  wide  open. 

For  more  information,  visit  www.mci.com  or  call  1-800-659-5479. 


Is  this  a  great  time,  or  what? 


MCI 


FOR  AD  RATES  AND  INFORMATION 

PHONE:  (312)  464-0500 
FAX:  (312)  464-0512  OR  WRITE: 


BusinessWeek 


Marketplace 


BUSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE.  SUITE  2010 
CHICAGO,  IL  60611 


Business  Opportunities 


$350K+++  Annual  Profit 

Potential  From  Home 
from  less  than  $10K  start  up! 


•  $75K  possible  first  few  monthis 

•  Nominal  overhead 

•  Exciting  breakthrough  products 

•  24  hour  suppon  system 

•  No  employees  •  No  inventory 

•  No  selling  expenence  required 

•  Flexible  hours 

•  Porlable-operate  anywhere  you 
have  fax  and  phone 

Financial  freedom  can  be  yours  in 
90  days!  Find  out  more  today: 

1-800-432-0018,  Ext.  5252 

Fax  207-767-1103 


I  MADE  OVER  $1,000,000 
LAST  YEAR... 


in  a  zero  stress,  relaxed,  ideal 
lifestyle,  simple,  home-based  business' 
Now  I  want  to  teach  2  highly 
motivated  persons  in  your  area  my 
turn-key  system  Call  my 


24  Hr.  Hotline  800-367-3881 


SELL  /V£W  PATENTED  DEVICES 
in  the  Water  Energy  field 

and  receive  substantial  profits  Simple 
15-minute  demonstration  produces 

dynamic  results  Prime  territories  still 
available  Small  initial  investment 
For  details  and  Free  sample 

Call  1-800-447-4962 

Fax  310  530  1381  Chronomite  Labs,  Inc. 


CONSULTANTS 


International  firm  expanding  in 
US  needs  independent  consultants 
to  represent  our  company.  We 
offer  some  of  the  finest  Training 
and  Development  processes 
available  today.  Very  high  income 
potential.  Extensive  training  and 
support.  Management,  marketing, 
or  consulting  experience  helpful. 
Send  resume  or  brief  personal 
history  to: 

RESOURCE  ASSOCIATES 
CORPORATION 

D.L.  Engle,  VP  Development 
Department  WBI07 

31  Hickory  Road 
Mohnton,  PA  19540 
(800)  799-6227,  Ext.  12 
FAX:  (610)  775-9686 


>  rr  WHY  DIDN'T  I  0% 

•'^  •think  of  that. 


That's  the  response  hc  hear  alter  He 
explain  nur  unique  and  evcilin^ 
opportunilN.  If  \ou're  hiokiii};  lor  a 
simple  business  with  HKiH  INCOMK 
POTKNTIAI,  and  ahuiliilel)  no 
(Idwiiside.  let's  talk.  Territories  wim'l 
last.  Small  investmenl  includes 
in\enl(ir\  neiessar\  to  slarl. 


Call  1'800'257'6780 


Internet  Goldmine! 


I 


♦  Hake  over  $IOOK  your  1st  year! 

♦  Guaranteed  Monthly  Payouts!! 

♦  No  Selling  ♦  Kot  Multi-Level 

♦  Low  Start-up  ♦  Proven  Results 


inet  ^  (888) 


788-INET 


MAKE  MONEY  AS  A 
BUSINESS  FINANCE 
CONSULTANT 


Arrange  Business  Loans  and 
Equipment  LeasesUom  $1,0(X)to 
$10  million.  No  co-brokering.  Work 
directly  w/National  Lenders. 
Unlimited  earnings  potential  and 
residual  income. 
COLOR  brochure  and  FREE 
computer  disk 

CALL  1-800-336-3933 


Turn  Human  Resources 
into  Resourceful  Humans 

Prestigious  Home  Based  Business 

•  Proven  turn-key  system 

•  Financially  impressive 

•  Comprehensive  training  & 
ongoing  support 

•$2,500  or  $9,000  start  up 

•  99%  cuslonier  salisfaclion 

Call  (800)  745-0670 


3,464%  Growth 


in  temporary  industry  since  1970 


LAWCORPS* 


Femporary  l  egal  Stattmg  I  ranchisc 
■  Fastest  growing  niche;  +35%  year 
I  Legal  temp  mkt:  $15  billion 

 ^     ■  Exclusive  terri- 

I  ^       tory  available 

^  800-437-8809 

http  / / vAvw  law 


LawCorps- 


corps  com 

I        I  I'  ikv       ■    I'.U.J.  r,,l' 


Import  Opportunities 


SOURCES  FROM  CHINA 


•  contract  nnanufacturing 
•  product  sourcing 
Our  largest  alliance  of  manufacturing 
groups  in  Mainland  China  can  help. 
Please  contact: 

China  Products,  Inc. 

2601  S  Lemay.  Suite  7-417 
Fort  Collins,  CO  80525 


Attorney  Services 


Lawsuit  &  Asset  Protection 


•  Corporations  &  Ltd.  Partnerships 

•  Offshore  Trusts  &  Corporations 

•  Private  Offshore  Banlting 

•  Tax  &  Estate  Planning  Strategies 

•Frtifcsfu^nal  Confidential 

Steven  Sears,  CPA-Attornev 
714-544-0622 


Financial  Services 


Private  Capital 
Available 


Real  Estate  Dev.,  Business 

Funding,  Seed  Capital, 
Comml.'  Properties,  Credit 
Lines,  Equity  &  Debt 

InveCap  410-820-6713 


Business  Services 


INCORPORATE 
BY  PHONE!  'S 


For  as  little  as  $39  plus  state  fees 
we  will  form  your  Corporation  or  LLC 
in  any  state.  Last  year  our  compa- 
nies incorporated  over  100,000 
businesses.  We  specialize  in 
assisting  first-time  incorporators. 

In  as  little  as  5  minutes  over 
the  ptione  we'll  take  your  order  and 
in  most  states  you  will  be  incorpo- 
rated in  just  24-48  hours.  No  forms 
to  fill  out,  we  do  all  the  work! 

Call  now  to  set  up  your  company 
or  get  our  free  guide  to  incorpo- 
rating today! 

800-877-4224 

302  998  0598  •  FAX  302  998-7078 
www.(orporate.com  •  CompuServe:  GO  INC 
Email:  info@corpofote.com 

CORPORATE  AGENTS,  INC. 

Since  1899 


We  iiKorporofe  everybody: 


-i 


Public  Relations  tt 


INDUSTRIAL,  HI-TECl ' 
PUBLIC  RELATION 

Increase  sales  leads,  open  lip 
narkets.  New  York  firm  witlit 
decades  of  experience  provis 
marketing-oriented  PR  fci^ 
growing  companies.  ' 

Contact  Banner  &  Greif' 

212-687-7730 

r 

Business  Services 


OFFSHORE 

•  Tax  Free  Companies.  Trust/Foundl 

•  Accounts/Credit  Cards 

•  Tax-Minimization  &  Planning 

•  OfTshore  Investments 

•  Legal  '2nd  Citizenship  and  Passpol 
httpL'/www.offshorespecialistsl 

Buttcrfield.  Reimer  &  Assoc.  f 
Tel.-»-+501-234274,  Fax++501.23 
PO  Box  2098,  BeUze  City,  BeUz 


INCORPQRHT 


 il; 

•  FREE  Information         j  :!l 

•  All  U.S.  States  and  Offsl 

•  Aitorney  owned  and  opa^ 


1-800-672-911 

www.corpcreations.ccir, 


TRRDEMRRK 


Business  Services  ! 


Personal  ChedL: 

With  the  purchase  of  6( 

i-Ti)-,A-Piii;c  BusiiicH  Che. 


only  ^29^^56 
(Otter  good  Itiru  12/31/97) 

1-800-239-40 


RESEARCH  REPO 


20,000  ACADEMIC  TOPICS  AVAIL 

Send  $2  for  the  290  page  catal 
Cusloni-wnllen  leporls  also  3vsil3< 
RESEARCH  ASSISTANCE 
1  1322laaho  Ave  .  #206BF 
Los  Angeles,  CA  90025 
TOLL  FREE  HOTLINE:  800-35r 


http://www.research-assistanc 


Franchising 


Franchis 

your  busines 


Call  (or  Information  about 
"Franchise  Your  Business"  semd 
or  Information  on  (ranchisln] 

rrancorp' 

Specialists  In  Fianchlse  Devglopment 

1-800-FRANCHISE  (1-800-372-6 


1 


FOR  AD  RATES  AND  INFORMATION 

PHONE:  (312)  464-0500 
FAX:  (312)  464-0512  OR  WRITE: 


BusinessWeek 


Marketplace 


BUSINESSWEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE,  SUITE  2010 
CHICAGO,  IL  60611 


ucation/lnstruction 


"The  traditional 
room  environment  never 
essed  tlie  needs  of  the 
veling  professional." 

Richard  Barkidale,  - 

ConiullanI,  Ernst  t  Young  LLP, 
Inletnut  Delivered  Services 

Winning  Distance  Education 

A  or  MS  Degrees 

all  1-800-441-4746 

,dmissions@isimu.edu^^^ 

501  S  Cherry  St  , 

Office  350 
Denver,  CO  60222 

CD  CITY  (SMiaaa-^s" 

tKSl  I  T      Fax  (303)336-1144 

:reoited  by  the  Distance 
:ation  &  Training  Council 


^  M  B  A  ^ouR 

THE  FIRST  UNIVERSITY 
3E  AWARDED  ISO  9001 

elor.  Master,  Doctorate 


EE  Business  Library 

lume  CD  Reference  Library 


:cuTiVE  Certificates  *  * 

1  Quality  Management 
ronmental  Management 
■national  Trade  &  Commerce 

lewport  University 

)1  S.W.  Birch,  Suite  #120 
wport  Beach,  OA  92660 
;p://www.newport.edu 
:  adinissions@newport.edu 
57-1155  •  800-345-3272 


byDistaike  Learning 

1  university  offers  accrediter)  IVIBA,  no 
r  GMAT  needed.  Chosen  by  Economist 
Init  as  one  of  world 's  tiest  IvIBA  programs 

FT  UNIVERSITY  I  (800)  MBA-0707 
can  Distributor  I  •  Ask  for  ext  20 
on  St,  Suite  2,  El  Cerrito,  CA  94530 
late  FaxBack  literature:  from  your 
e's  phone,  call  (510)  486-8900. 


2T  A  College 
REE  In  27  Days 

/  MS/  MBA/  PhD.,  etc 

g  graduation  ring,  transcript, 
a.  Yes,   it's  real,  legal, 
eed  and  accredited 
mbia  State  University 

0-689-8647  24/hours 


MA,  MBA,  Ph.D. 

ARN  A  DEGREE 

isume  lor  no-cost  evaluation  or  call 
JP^^  (800)  240-5757 

6J0O  Uptown  Blvd  NE 
Suite  398-W 

  Dept  61 

'Albuquerque,  New  Ueaco  871 10  U  S  A 


Computer  Equipment 


HEWLETT-PACKARD 

Buy-Sell-Trade 

IjiSERJET  COLORPRO  DKAFT/MASTER 
DESKJET  DRAFTPRO  DESION.IET 

ELECTROSTATIC  PLOTTERS  RlK.KiEDWRITER 

HP  9000  workstations  &  Vectras 
Demo  &  Refurbished  Equipment 
Ted  Daslier  &  Associates 

41 17  Second  Ave  S  Birmlngfiam,  AL  35222 
Phone  205/59 1-4747  Fax  205/591  - 1 1 08 
800/638-4833  •  e-mail  sales@dasher  com 


Corporate  Gifts 


Publishing  Services 


Publish  Your  Book 

y.Vyear  tradition  of  quality.  Subsidy 
book  publisher  offers  publishuig 
services  for  books  of  all  types.  For 
free  Author's  Guide  wiite  Dorrance- 
BW,  643  Smithfield,  Pittsburgh,  PA 
or  call  \-m)-(>95-'J5m 


Education/Instruction 


University  Degrees 


Approved  Self  Paced  Home  Study 
Associate  Bachelors  Masters  Doctors 

Emphasis  in:  Business  Admin,  Public  Admin 
Health  Care  Admin,  Human  Resources. 
Finance,  Int'l  Business.  Tech  Mgmt.  Law. 
Paralegal.  Psychology,  Computer  Science 
http://www.scups.edu 
Email:  enroll@scups.edu 
1-800/477-2254  (24  hrs) 
Southern  California  University 
for  Professional  Studies 
1840  E.  17  St-BW,  Santa  Ana,  CA  92705 


Corporate  Gifts/Cigars 


THE  PERFECT  CORPORATE  GIFT 


Cigar  of  the 
Month  Club 


Cluh  members  sample 
Ihe  finest  cigars  from 
around  the  world.  Enjoy 
a  variety  of  four  premium  ; 
hand  rolled  cigars  each 
month.  Treat  yourself 
or  .someone  special 
to  one  of  the  finer 
things  in  life, 
HAVA  CICAR. 

Ciftpak^  (iL\(>  driifhihlc  ■  , 

1  •888*GET*HAVa 

1  •888-438-4282 


Consumer  Electronics 


Music  World 
Computer  World 

America's  Only  Catalogue  of  lis  Kind! 

Receive  Our  fRIi  Moil 
Order  (olalogue  Now! 

212  pgs.  of  Top  Brand 
Names  in 

Audio 'Video 
Computers  *Por1ables 

Home  Office 
Music 'Video  &  More 
Ail  at  Dis<ount 

BN096 

Order  loll  fiee  24  Hours  A  Ooy,  7  Ooys  A  Week 

1-800-221-8180 


Telecommunications  Services 


SECRETS? 

•  Avoid  tfie  pfione  bill' 

•  Use  prepaid  phone  cards 

•  Save  LD$ 

•  Collectible  Seriesi 

1-888-873-9327 

http  //onewebstreet  toni.'  manlyn.' 

Start  your  own  phonecard  business' 

Corporate  Gifts/Premiums 


 m 

This  is 

AME 


YOU'RE  ALLOWED  TO 
SHOP  FOR  500  MOUSE  PADS 


AT  I  A.M.  IF  YOU  WANT  TO. 


PROMOMART 

http://www.promomart.com/bw 

Your  imprinted  gift  cyberstore. 


Iir  $1,0M  bi  fTM  stoffl 

Visit  www.promomart.com/bw 


Wines/Cigars 


Winecellars 
Humidors 


Beautiful  burl  root  tiumidors  for  75 
cigars  only  $169.  includes  tiumidi- 
lier.  solution  kit  and  hygrometer  , 
$100  value' Other  models  for  up 
to  250  cigars  witfi  a  mirror- 
like poly/lacquer  finish  and  , 
brass  locksets.  Display 
units  With  2  glass  doors  i 
electric  humidifier-holds  1500  cigars 
only  S1395  and  custom  walk-ins  hold  millionsi 

47  Deluxe  Winecellars.  24  bottle  cellars  from 
S229.  handmade  wood  cellars  lor  60  to  3400 
bottles,  cooling  units,  custom  racks  and  cellars 

Call  for  a  free  catalog  800/777-8466 
www.vinotemp.com 


Real  Estate 


Snwot/i  Sailing  -flfuad 

CALL  FOR  A  FREE  BOOKLET: 
HOW  TO  BUY  YOUR  HOME  IN  FLORIDA 

VJhat  to  look  for— What  to  look  out  for. . . 

PRINGLE  DEVELOPMENT 
1-800-533-5940 


http://www.pringle.com 

VOID  WHERE  PROHIBITED 


If  walls  like  these 
can  come  down, 
surely  the  ones 

between 
engineering  and 
marketing  can. 


{  Berlin  Wall  circa  1989 


One  company's  research 
engineers  must  make  their 
findings  readily  available 
to  design,  manufacturing  and 
marketing  departments  in 
scores  of  subsidiary  companies 
on  four  continents. 

Another  company's  insur- 
ance brokers  need  to  send 
and  receive  instant  desktop 
information  back  and  forth 
day  after  day  among  dozens 
of  insurance  carriers 
nationwide 

The  largest  nation  in  the 
world  desires  no  less  than 
global  connectivity,  bringing  its  govern- 
ments and  businesses  together 
electronically  with  the  rest  of  the  globe. 

Each  of  these  enterprises  has  over- 
come longstanding  barriers  vdth  the  help 
of  Control  Data.  Through  a  series  of  IT 
solutions  we  call  Riaho,  we've  helped 
these  and  many  other  organizations  turn 
computer  distributed  information  into 
tangible  business  assets. 

Rialto  IS  Control  Data's  electronic 
marketplace,  representing  four  areas  of 
enterprise  intelligence:  messaging,  direc- 
tories, security  and  mformation  sharing. 


We  build  the  mfrastructures  that 
become  the  foundations  institutions  can 
leverage  into  electronic  commerce  and 
collaboration.  And  vdth  results  as  dramatic 
as  the  scope  of  the  IT  solutions  themselves: 
lowered  costs,  increased  revenues, 
improved  quahty  and  increased  speed. 

We  mvite  you  to  call  us  for  more 
information  about  the  organizations  we've 
helped  and  how  we  can  help  translate 
your  long-term  business  plans  into  a 
matching  technology  strategy. 

Call  us  at  1  888  R1ALTD4.  Or  visit  us 
on  the  Web:  http:  / www.cdc.com. 


The  Integration  Company   (Sg)  CONTROL  DATA 


[isiness  Week  Index 


)DUCTION  INDEX 


lange  from  last  week;  0.2% 
lange  from  last  year:  4.7% 


Sept  Jan  May  Sept. 

1996  1997  1997  1997 

!  index  IS  a  4-week  moving  average 

iroduction  index  gamed  ground  durmg  ttie  vireek  ended  Sept.  13.  Before 
ation  of  ttie  four-weel<  moving  average,  ttie  index  climbed  to  127.2,  from 
I  a  week  ago.  Sharp  gams  were  noted  in  rail-freight  traffic  as  railroads 
ed  increases  in  U.S.  loadings  of  gram,  gram-mill  products,  petroleum 
cts,  trailers,  and  containers.  Production  of  steel,  electric  power,  coal, 
jmber  were  also  up  after  seasonal  adjustment.  Car  and  truck  output  fell. 

Iiiffion  mrle«  copyright  1997  bv  The  McGfaw-Hill  Companies 


.DING  INDICATORS 


K  PRICES  (9/19)  S&P  500 

LATEST 
WEEK 

950.51 

WEEK 
AGO 

923,91 

YEARLY 
%  CHG 

38.4 

ORATE  BOND  YIELD.  Aaa  (9/19) 

7,09% 

7,28% 

-7.1 

STRIAL  MATERIALS  PRICES  (9/19) 

106,1 

106,9 

-2.8 

NESS  FAILURES  (9/12) 

NA 

NA 

NA 

ESTATE  LOANS  (9/10)  billions 

NA 

NA 

NA 

Y  SUPPLY.  M2  (9/8)  billions 

$3,976,5  $3, 989. Or 

5.2 

&L  CLAIMS.  UNEMPLOYMENT  (9/13)  thous 

306 

311r 

-7.3 

es:  Standard  &  Poor's.  Moody's,  Journal  of  Commerce  {inde 
1  Reserve,  Labor  Dept. 

X  1990=100), 

EREST  RATES 

RAL  FUNDS  (9/23) 

LATEST 
WEEK 

5,45% 

WEEK 
AGO 

5,52% 

YEAR 
AGO 

5.28% 

lERCIAL  PAPER  (9/23)  3  month 

5,52 

5.51 

5.48 

IFICATES  OF  DEPOSIT  (9/24)  3  montfi 

5.59 

5.58 

5.44 

1  MORTGAGE  (9/19)  30-year 

7.52 

7.71 

8.33 

STABLE  MORTGAGE  (9/19)  one  year 

5,66 

5.79 

6.04 

E  (9/19) 

8,50 

8.50 

8.25 

es:   Federal  Reserve,  HSH  Associates,  Bloomber 

g  Financial  Markets 

PRODUCTION  INDICATORS 


STEEL  (9/20)  thous.  of  net  tons 

LATEST 
WEEK 

2,155 

WEEK 
AGO 

2,175# 

YEARLY 
%  CHG 

10,3 

AUTOS  (9/20)  units 

124,761 

112,359r# 

-3,7 

TRUCKS  (9/20)  units 

132,713 

126,775r# 

9,9 

ELECTRIC  POWER  (9/20)  millions  of  kilowatt-hrs. 

69,830 

68,226# 

12,5 

CRUDE-OIL  REFINING  (9/20)  thous.  of  bbl./day 

15,090 

15,257# 

3,9 

COAL  (9/13)  thous.  of  net  tons 

21,718# 

19,906 

5,5 

LUMBER  (9/13)  millions  of  ft. 

489, 9# 

393,6 

-2,5 

RAIL  FREIGHT  (9/13)  billions  of  ton-miles 

27, 3# 

24,6 

2,6 

Sources:  American  Iron  &  Steel   Institute,   Ward's  Automotive  Reports,  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept.,  V>/WPAi,  SFPAj,  Association  of 

American  Railroads 

PRICES 

GOLD  (9/24)  $/troy  oz. 

LATEST 
WEEK 

322,700 

WEEK 
AGO 

320,450 

YEARLY 
%CHG 

-15,6 

STEEL  SCRAP  (9/23)  #1  heavy,  $/ton 

137,50 

137,50 

1,1 

COPPER  (9/19)  e/ib. 

97,6 

98,6 

5,2 

ALUMINUM  (9/19)  2/ib. 

77,3 

76,8 

16,2 

COTTON  (9/20)  strict  low  middling  1-1/16  in.,  e/lb,  71.02 

70,76 

-5,4 

OIL  (9/23)  $/bbl 

19,71 

19,43 

-20,1 

CRB  FOODSTUFFS  (9/23)  1967=100 

239,68 

240,60 

-9,3 

ORB  RAW  INDUSTRIALS  (9/23)  1967=100 

339.08 

336,08 

-0,2 

Sources:  London  Wednesday  final  setting,  Chicago  market,  Metals 

market,   NYMLX.  Commodity  Research  Bureau 

Week.  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (9/24) 

LATEST 
WEEK 

120,13 

WEEK  YEAR 
AGO  AGO 

120,85  110,38 

GERMAN  MARK  (9/24) 

1,77 

1-77 

1,51 

BRITISH  POUND  (9/24) 

1,51 

1.50 

1.56 

FRENCH  FRANC  (9/24) 

5,96 

5.95 

5.11 

ITALIAN  LIRA  (9/24) 

1732,3 

1729.8  1514.0 

CANADIAN  DOLLAR  (9/24) 

1,39 

1.39 

1.37 

MEXICAN  PESO  9/24) 

7,816 

7.752 

7.525 

TRADE-WEIGHTED  DOLLAR  INDEX  (9/24) 

106.0 

106.2 

97.9 

Sources:  Major  New  York  banks  Currencies  expressed  m  units  per  US  dollar, 
except  for   British   pound   in  dollars    Trade- weigh  ted  dollar  via   J  P  Morgan 


data  in  the  production  indicators  are  seasonally  adjusted  in  computmg  the 
lent,   l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn. 


BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


THE  WEEK  AHEAD 


INAL  INCOME 

ly,  Sept.  29,  8:30  a.m. edt^  Personal 
5  is  expectea  to  have  risen  0.5%  in 
t,  based  on  the  median  forecast  of 
nists  surveyed  by  mms  International,  a 
The  McGraw-Hill  Companies,  after 
;  up  0.1%  in  July.  Consumer  spending 
ids  and  services  is  projected  to  have 
ued  its  third-quarter  rebound,  climbing 
in  August,  after  rising  0,8%  in  July. 

iOm  SALES 

ay,  Sept.  30.  10  a.m.EOT^  The  mms 
'  projects  sales  of  new/  single-family 
;  in  August  to  have  declined  to  an 
I  rate  of  800,000,  from  817,000  in 


CONSUMER  CONFIDENCE 

Tuesday,  Sept.  30,  10  a.m.EDT^  The  mms 
poll  expects  the  Conference  Board's  index  of 
consumer  confidence  in  September  to  hold 
about  steady  with  August's  high  reading  of 
129,1.  The  August  reading  was  only  a  shade 
below  the  29-year  high  of  129.9,  hit  in  June. 
Improving  employment  conditions  are  keep- 
ing the  index  high. 

LEADING  INDICATORS 

Wednesday,  Oct.  1,  10  a.m.EDT>-  The  Con- 
ference Board's  composite  index  of  10  lead- 
ing indicators  for  August  is  projected  to  have 
increased  for  the  fourth  consecutive  month, 
rising  0.1%,  based  on  the  mms  survey.  The 
index  rose  0.3%  in  July. 


PURCHASING  MANAGERS'  INDEX 

Wednesday,  Oct.  1,  10  a.m.EDT^  The 
National  Association  of  Purchasing  Manage- 
ment's index  for  September  is  expected  to 
have  dipped  to  55.4%,  according  to  the  mms 
poll,  from  56.8%  in  August. 

EMPLOYMENT  REPORT 

Friday,  Oct.  3,  8:30  a.m. edt>-  The  Septem- 
ber job  data  are  expected  to  show  a  300,000 
increase  in  payrolls,  says  the  mms  poll,  up 
from  August's  49,000  rise.  August  payrolls 
were  depressed  by  the  strike  at  United  Parcel 
Service  Inc.,  and  the  September  total  will  be 
inflated  by  the  workers'  return.  The  jobless 
rate  is  expected  to  have  held  steady  at  the 
August  rate  of  4.9%. 


This 

Week, 

Online 

Business  Week  presents 
frequent  live  conferences 
and  chats  on  America 
Online-your  opportunity  to 
ask  questions  about  fea- 
tures from  the  magazine. 

Sunday 


I 
I 

I 

1 


<  

U.S.  workers  have  reason  to 
worry  about  their  jobs, 
according  to  The  Judas 
Economy,  the  new  book  by 
BillWolman  (BW  chief 
economist  and  CNBC 
commentator)  and  Anne 
Colamosca — our  guests 
online.  Sept.  28 
9  p.m.  EOT  in  BW  Online's 
Conference  Room 


Monday 

IVlichael  Savage  says  Don't 
Let  the  IRS  Destroy  Your 
Small  Business  in  his 
forthcoming  book.  He  will 
share  his  tips  on  76 
mistakes  to  avoid.  Sept.  29 
8  p.m.  EDT  in  the 
BW  Enterprise  Chat  Room 

AOL  keyword:  BW 


Transcripts  ot  all  conferences 
are  available  for  downloading 
from  the  BW  Online  area  on  AOL 
soon  after  eacti  event 

For  a  free  trial  diskette 

including  50  free  hours  on  ^  ^ 

AOL,  call  1-800-641-4848 
and  mention  Business  Week. 


A  M  E  Ryl  C  A 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company, 
i^st  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


Adidas  International  162 
Aetna  (AED  54 
Air  France  154 
Air  Inter  154 

Alcan  Aluminum  (AL)  106 
Alcoa  (AA)  106,182 
Allegheny  Intemational  12 
Allen  12 

Alpine  Electronics  23 
Amencan  Century  Benham  56 
Amencan  Express  (AXP)  128 
America  Online  (AOL)  8, 128 
AmeriSource  Health  (AAS)  54 
AMG  Data  Services  56 
Andersen  Worldwide  54 
Anheuser-Busch  (BUD)  106 
Apple  Computer  (AAPL)  6 
Aptex  Software  128 
Arcadia  Investment  160 
AnZona  Beverages  106 
Arrowhead  Mills  170 
Asimco  142 
AT&T(T)  128 

B 


Barnard's  Retail  Marketing  164 
Barnes  &  Noble  (BKS)  8 
Bell  Atlantic  (BEL)  138 
Bergen  Brunswig  (BBC)  54 
Berkeley  Systems  128, 156 
Berkshire  Hathaway  (BRK)  39 
Bernstein  (Sanford  C  )  54,122 
Bessemer  Venture  Partners  40 
Birinyi  Associates  60 
B|urman  (George  D )  56 
Bjurman  Micro-Cap  Growth 
Fund  56 

Boeing  (BA)  31,50 
Booz  Allen  &  Hamilton  116 
Borg-Warner  Automotive 
(BWA)  142 

Boston  Scientific  (BSX)  40 
Box  Hill  Systems  168 
Bridgeway  Ultra-Small  Company 
Fund  56 

Bnstol-Myers  Squibb  (BMY)  128 
Broderbund  Software  (BROD)  160 
Burdines(FD)  164 
Burger  King  (CRM)  118 
Burlington  Northern  Santa  Fe 
(BNl)  110 


Cablevision  System  (CVC)  54 
CAC  Brake  142 

Cadbuiv  Schweppes  (CSG)  106 
Callaway  Golf  (ELY)  162 
Campbell  Soup  (CPB)  12 
Cardinal  Health  (CAH)  54 
Cascadian  Farm  170 
Chase  Manhattan  (CMB)  34 
Chnsties  174 
Chrysler  (C)  6 
Cisco  Systems  (CSCO)  40 
Citicorp  (CCD  6 
CKS  Site  Specific  128 
Clanon  23 
CNET  128 
CNNOWX)  8 

Coca-Cola  (KG)  31,56.106 
ConAgra  (CAG)  40 
Conference  Board  179 
Coopers  &  Lybrand  6,128 
Corporate  Decisions  6 
Crown  Cork  &  Seal  (CCK)  106 
cue  International  (CU)  156 
Customer  PC  Financial 
Network  128 
Cyan  160 
CyberfVledia  23 


Dataquest  156 
Davidson  &  Associates  156 
Dell  Computer  (DELL)  182 
Detroit  Pistons  54 
DFC  Intelligence  156 
Donaldson  Lufkin  &  Jenrette 
(DU)  60 

Dow  Jones  (DJ)  78, 128 
DreamWorks  156 


Eastman  Kodak  (EK)  56. 118 
Educational  Testing  Sen/ice  66 
Electronic  Arts  156 
Electro-Optical  Sciences  75 
Enron  (ENE)  110 
Enterpnse  Investors  154 
Ernsts  Young  128 
Ethan  Allen  Intenors  99 
Enrade  Group  (EGRP)  128 
Excite  (XCID  128 


Fairmont  Hotel  Management  6 
Feralito  Vultaggio  &  Sons  106 
Fidelity  Contrafund  (FCNTX)  56 
Fidelity  Emerging  Markets 
(FEMKX)  56 

Fidelity  Investments  168 
Fidelity  Select  Computers 
(FOCPX)  56 

Fidelity  Select  Energy  Service 
(FSESX)  56 
FilaUSA(FHL)  54 
First  Star  Capital  62 
Forrester  Research  (FORR)  128 
Friendly  Ice  Cream  168 
Frantenac  170 


GE  Capital  (GE)  54 
General  Mills  (GIS)  138, 164 
General  Motors  (GM)  118 
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Editorials 

; 

THE  GLORIES  OF  PHILANTHROPY 

TXooray  for  the  rich.  Ted  Turner's  quixotic  gift  of  $1  billion 
J.  J. to  the  U.  N.  highlights  the  fact  that  the  U.  S.  economy 
has  become  an  amazing  wealth  machine,  minting  millionau'es 
at  a  prodigious  15%-20%  annual  growth  rate.  Last  year, 
nearly  100,000  families  reported  $1  miUion  or  more  in  in- 
come to  the  IRS.  That's  just  the  tip  of  the  iceberg — only  de- 
clared income,  not  the  vast  wealth  in  stocks  and  bonds,  pri- 
vately owned  businesses,  or  real  estate.  Thanks  to  the  rise  of 
the  information  economy,  a  900%  jump  in  the  Dow  Jones 
industrial  average  since  1982,  401(k)s,  and  the  spread  of  op- 
tions, there  are  millions  of  millionaires  in  America.  Indeed,  a 
sizable  slice  of  what  was  the  middle  class  is  ascending  to  the 
heretofore  rarefied  category  of  "rich,"  expanding  that  gi'oup 
dramatically. 

The  new  rich  are  a  different  crowd  than  the  inillionaires  of 
recent  decades.  They  are  younger.  In  an  era  of  fast  techno- 
logical change,  as  this  one  is,  the  young  catch  the  wave  ear- 
lier than  anyone  else.  A  big  percentage  comes  from  the 
growing  infoiTnation  economy,  where  stock  options  and  initial 
public  offerings  have  spread  enormous  wealth.  They  are 
more  likely  to  live  on  the  West  Coast  than  where  wealth  has 
traditionally  been  concentrated,  the  East  Coast  and  Mid- 
west. They  are  more  likely  to  give  to  environmental,  educa- 
tional, and  technological  causes  than  to  the  ails  or  himianities. 
Tliey  are  also  simply  richer.  There  ai'e  now  neaiiy  150  Amer- 
ican billionaires,  up  from  40  just  a  few  years  ago  (page  40). 

But  what  is  their  impact  on  society?  For  starters,  the  na- 
tion can  thank  the  rich  for  balancing  the  budget.  That's  right: 
The  top  5%  of  taxpayers  pay  nearly  half  of  all  income  taxes. 

the  largest  category  of  revenue  for  the  federal  govemi 
This  has  sent  interest  rates  lower,  boosting  coi-porate  pi 
capital  spending,  and  job  creation.  It  has  also  helpec 
stock  market  retain  momentum,  since  even  lofty  price/ 
ings  ratios  look  good  when  rates  are  falling. 

The  biggest  social  impact  may  be  in  philanthropy.  Tui 
decision  to  give  his  money  to  specific  U.  N.  agencies  foi 
cific  causes  is  ty]3ical  of  the  new  hands-on  charity  chart 
istic  of  the  Gateses,  Soroses,  Annenbergs,  and  othe 
givers  who  built  their  own  empires  and  beUeve  in  man; 
their  money's  impact  on  society.  Old  smokestack  money 
gave  blank  checks  to  foundations  or  schools.  New  Eco 
money  is  more  focused  in  its  giving  and  more  demandi 
concrete  results. 

But  overall.  New  Economy  millionaires  have  not 
paiticulai'ly  generous.  The  growing  each'e  of  newly  minte( 
lionaires  has  not  produced  a  corresponding  increase  in 
ity.  Total  giving  as  a  percentage  of  personal  income 
stayed  a  relatively  constant  1.83%  for  decades.  From  ar 
nomic  point  of  view,  it's  certainly  better  for  entreprenei 
continue  expanding  then*  businesses  and  generating  jobs 
spending  their  time  on  giving  their  money  away. 

Yet  with  government  downsizing,  the  needs  of  civil  sc 
ai'e  gi'eat  and  growing.  There  are  charter  schools  to  be 
math  and  science  teachers  to  be  trained,  wetlands  and  ft 
to  be  saved,  research  on  aging  to  be  supported,  technok 
Uteracy  to  be  spread.  Only  in  America,  with  its  enormou 
portunities  and  upward  mobility,  could  today's  fortun( 
made  so  swiftly.  It's  payback  time  for  the  new  rich. 

CAMPAIGN-FINANCE  REFORM:  JUST  DO  IT 

c 

rr^he  campaign-finance  reform  train  is  finally  leaving  the 
M.  station,  and  recalcitrant  legislators  had  better  climb 
aboard.  That  brazen,  big-time  donor  (to  both  parties),  oilman 
Roger  Tamraz  said  it  all  when  he  told  Congi'ess:  "You  set  the 
rales,  and  we're  following  the  rules.  This  is  politics  as  usual." 
Whicli  is  exactly  what  the  public  thinks  about  the  dollars-for- 
deals  democracy  practiced  in  Washington  these  days.  It's 
coiTupting  and  con-osive  to  see  a  Democratic  Vice-President 
hustling  potential  contributors  from  his  White  House  office 
and  Senate  Republicans  slipping  a  late-night  $50  billion  tax 
break  for  tobacco  donors  into  a  budget  agi-eement.  This  has 
got  to  change.  The  slimmed-down  McCain-Feingold  bill  ban- 
ning soft-money  contributions  is  a  significant  fii'st  step  in 
reining  in  nniaway  campaign-finance  spending  ($2  billion 
in  1996). 

Business  should  get  behind  this  bill.  Nearly  half  of  Cor- 
porate America  already  refuses  to  spend  shareholder  mon- 
ey on  the  access  game  in  Washington.  Some  26%  of  the  .544 
largest  companies  in  the  U.S.  dechned  to  make  political 

contributions  or  run  political  action  committees  ir 
1995-96  election  cycle,  according  to  a  survey  by  the 
Angeles  Times.  An  additional  21%  made  negligible  cc 
butions.  IBM,  Dell  Computer,  Steelcase,  Gillette,  Cc 
and  Alcoa,  among  others,  simply  say  "no"  when  a 
for  contributions  (page  46). 

E.x-Senator  Bill  Bradley  is  right  when  he  says  tha 
Supreme  Court  made  a  tenible  eiTor  in  judgment  wh 
niled  that  campaign  spending  was  equivalent  to  free  sp 
Voters  overwhelmingly  disagi'ee  with  this  notion. 

The  soft-money  loophole,  along  with  issue-advocacy  s] 
ing,  allows  corporations,  unions,  and  all  special  interes 
poui'  unlimited  amoimts  of  cash  into  political  parties.  Sor 
Democrats  and  thi'ee  Republicans  in  the  Senate  have  lin( 
behind  the  McCain-Feingold  bill.  The  business  commi 
which  provides  the  bulk  of  soft-money  funds,  can 
Congress  to  do  the  right  thing.  If  business  backs  the 
money  ban,  it  will  do  shareholders  and  the  voting  f 
an  enonnous  senice. 

Nortel  and  GTE  can   keep  you   out  of   rush   hour  traffic. 

Our  SONET  services  provide  the  network  reliability,  capacity,  and  bandwidth  features  necessary  for  the 
telecommunication  carriers  of  today.  We  can  virtually  assure  against  network  downtime,  with  (iTE's  survivable-ring 

technology.  We  also  have  an  operational  view  of  the  SONET  network  24  hours  a  day,  seven  days  a  week. 
Making  sure  you're  covered  at  all  times.  And  with  a  strategic  supplier  like  Nortel,  the  world's  leading  provider  of  high 

capacity  SONET  networks,  we  can  fulfill  your  company's  current  and  future  network  needs.  Call  1-800-483-4926 
now,  and  let  GTE's  SONET  services  ensure  your  company  a  smooth  ride  into  the  future. 

SO 

N£?RTEL 

©1997  Northern  Telecom.  Nortel  and  the  Nortel  globemark  are  trademarks  of  Northern  Telecom,  N08  FHHH  lUiCOI.'i 
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the 

''^if  technology 
is  such  a  great 
ivestment.where'^s 


our  return? 

solution 


ifb  not  just  about  l)its  and  \)\ 
anymore;  its  also  about  profits  and 
losses.  Iliat  s  wby  weVe  designed 
our  ex(  lusive  approach  lo  net- 
worked [)ersonal  computing.  It's 
railed  IBM  SystemXtra. 

Working  tbroueb  IBM  Business 
Partners,  we've  enhanced  the  IBM 
System  Care  portlolio  (il  tech- 
nologies, services  and  linancing, 
now  called  SystemXtra.  to  help 
you  get  even  more  out  ol  your 
high-tech  investment. 

For  example,  to  help  you  manage  your 
network  unattended,  we  oiler 
adxanci'd  technologies  like  Wake 
on  L\.X,  which  enable  applications 
like  LANClient  Control  Manager 
anil  \cllinit\  Manager. 

SystemXtra  oilers  tcchnii  al  Irairung, 
a  langc  ol  support  scr\  icc>!  and 
>oll\sarc  that  make  lilc  in  a 
mulli\en(lor  L\X  enxiroiunent 
considerably  easier. 

Xow  weve  made  it  c\en  easier  lor  com- 
[lanies  ol  all  sizes  to  take  advantiige 
ol  SystemXtra  through  new  linanc- 
ing options.  Ami  S\stemXtra 
Tcchnoloiiv  lAcluiniie  Hntiotr 

~ .  ~  I 

he|p>  make  siu'c  lliat  \sliat  s  on 
your  desk  is  the  latest  \crsion  of 
what  \()U  need. 
\  isit  w  w  w. Us. pc.ibm.com/svstemxtra 
or  call  us  at  I  iMH)  IBM-72r).5, 
c\t.  1221.  and  sec  how  \ou  l  an 
measure  your  investment  in 
dollar  returns.  It's  just  better 
business. 


Solutions  lor  a  small  planet  " 


'  Plartned  a'<atlabililv  ol  services  vanes  ■Finantinrj  available  Imrri  IBM  Cfedil  Corpoialiori  to  cjoat- 
ilitid  commefcial,  slate  and  local  government  cu"slomets.36-niontfi  lerm  available  on  harcJwate, 
20-28%  exchange  Ice  on  most  assets  Rates  based  on  credit,  term  and  options  Other  rcslnc- 
lions  may  apply  Suhiai  lo  change  or  withdrawal  without  notice  PCs  referenced  in  ihrs  ad 
ship  with  an  operating  system  IBM.  SystemXtra.  Business  Partner,  Wake  on  LAN.  Nellinity 
PC  300. ThinkPad.  InleliiSlation  and  Solutions  lot  a  small  plariel  aielrademark.sol  Intemalional 
Business  Machines  Corporation  in  the  United  Slates  and/or  other  counlrics  Pentium  and  Ihe 
Intel  inside  logo  ate  registered  Irademarks  ol  Intel  Coipoialion  in  Ihe  U  S  and  ollw  countries 
'c'i957iBM Corp  All  nohn  reierved 


(\VE  YOU  been  getting 
a  less  than  enthusiastic 
response  to  your 
presentations  lately? 


You  finish  your  presentation  and  there  they  sit.  And  you  realize  it  is  definitely 
getting  harder  to  wow  an  audience.  Maybe  in  this  age  of  technology  people  just 
aren't  as  easily  impressed.  ^^^^  But  there's  a  way  you  can  put  the  latest  technology 
to  work  lor  you.  Through  your  own  Kinko's  Corporate  Account  Manager. 
They  can  help  you  make  even  the  biggest  company  presentations  more 
effective  and  unforgettable.  Your  Account  Manager  will  have  ideas  that  bring 
your  presentation  to  life  through  color  charts  and  transparencies,  oversize 
exhibits  and  stellar  leave-behinds.  So  lor  your  next  roadshow  or  new  product 
intro,  let  Kinko's  produce  your  thousancis  of  hand-outs,  and  even  ship  them 
ahead  to  your  next  destination.  -^^^  As  long  as  your  audience  has  a  pulse,  you 
can  be  sure  a  presentation  pulled  together  at  Kinko's  will  really  bring  them 
to  life.  That's  why  every  day  more  than  200,000  businesses  use  Kinko's. 

The  new  way  to  office.  |cin|fO'S 

UUiUliil 


For  More  Information  Visit  our  Web  sit£:http://www. kinkos.com  or  call  1-800-2-KINKOS 

®  1 997  Kinko's,  Inc.  All  rights  reserved,  fanko's  and  The  new  way  to  office  are  registered  trademarks  of  Kinko's  Ventures,  Inc.  and  are  used  by 
Dermission.  Kinko's  reouires  written  oermission  from  the  convripht  holder  in  order  to  renrodnre  .inv  rnnvriirhrpd  work  Ai-roimr  Manatrpr';  availahip  in  mna  arras 
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FALLING  AXES 


FOR  ITS  FOUNDER,  HOUSE  OF  BLUES  INDEED 

of  Tigrett.  who  is  still  chair- 
man, is  being  negotiated. 

The  board  majority  appar- 
ently wanted  to  rein  in  the 
spending  habits  of  Tigrett. 
who  co-founded  the  Hard 
Rock  Cafe  at  age  22. 
Due  to  expensive 
publicity  stunts,  such 
as  spending  millions 
on    a  temporary- 
HOB   for  Atlanta's 
Oh-mpics.  and  ag- 
gressive diversifica- 
tion, it  keeps  losing 
money.  In  addition 
to  sis  restaurant-mu- 
  sic  clubs,  the  five- 
year-old  House  of  Blues  has 
a  radio  show,  music  label,  eon- 
cert  tours,  and  Net  and  book 
publishing  di\isions.  A  charm- 
ing but  stubborn  eccentric.  Ti- 
grett consults  with  a  spiritual 
ad\"iser  in  India  on  business 
decisions.      Kathleen  Mom-s 


DAN  AYKROYD  is  BETTER  AT 

placing  the  blues  than  board- 
room politics.  He  just  lost 
a  bid  to  keep  Isaac  Tigrett 
on  as  CEO  of  the  House  of 
Blues  music-club  chain. 

Sources  close  to 
the  company  say  Ti- 
grett and  his  pal 
Ayki-oyd  were  the 
only  dissenters  in  the 
board's  decision  tc 
oust  ligrett.  48.  Oth- 
er boai'd  members 
include  representa- 
tives from  such  pan- 
owners  as  Walt  Dis- 
(10'~f).  Chain 


AYKROYD:  Pal 


ney 

President  Greg  Trojan,  who 
joined  House  of  Blues  last 
year  from  CaUfomia  Pizza 
Kitchen,  vnH  be  the  new  ceo. 
the  sources  say.  Tigrett  could 
not  be  reached  for  comment. 
A  company  spokeswoman 
would  oiilv  sa^■  the  fiinu-e  rcile 


THE  LIST  MNNYMIES 


On  Tne  Nanny,  Fran  Drescher's  boss  is 
wealthy.  Whether  a  real  family  needs 
tc  be  rich  to  afford  a  nanny  depends 
on  where  you  live.  Some  places,  as 
noted,  often  have  live-in  nannies, 
and  the  figures  don't  include 
their  room-and-board  benefit. 

HOURLY  PAY  AROUND  THE  WORLD 

In  $ 


p  AUSTRALIA 

8.27 

BRITAIN 

5.83 

U.S.  (LIVE-IN) 

5.79 

CANADA 

5.13 

JAPAN  (LIVE-IN) 

4.62 

GERMANY 

3.19 

BRAZIL  (LIVE-IN) 

2.66 

HONG  KONG 

2.31 

ITALY 

2.04 

MEXICO 

1.13 

CHINA 

0.53 

TALK  SHOW  UWhy  would  Congress  ask  the  American 
people  10  spend  billions  of  dollars  for  a  census  that  won't  I 
amthing?" — iiTiite  House  spokesman  Mike McCurry.  arguing  t 
the  use  of  statistical  sampling  would  help  the  head  count's  accurat 


FENCE  MENDING 

NEWT'S  SERMON 
ON  THE  HILL 

M  A  X  Y    RELIGIOUS  RIGHT 

leaders  view  Ne\M  Gingrich 
■with  suspicion.  They  think 
that  he's  too  concerned  with 
secular  issues,  such  as 
balanced  budgets,  and 
more  interested  in  sa\ing 
his  own  job  than  in  fur- 
thering some  of  the  reli- 
gious agenda  that  he  has 
endorsed. 

The  embattled  Speaker 
of  the  House  is  doing  his 
best  to  woo  them  back. 
His  latest  attempt:  A 
"Faith  &  Freedom"  Web 
(speakemews.house.gov/ffp/). 
It  includes  inspirational 
destinations  around  Wash- 
ington, such  as  the  I\Iembers' 
Prayer  Room  at  the  Capitol 
and  the  Lincoln  and  -Jefferson 
Memorials,  where  calls  from 
those  Presidents  for  di\"ine 


guidance  are  etched  in  st« 
The  site  also  displays 
torical  documents  that  inv 
God's  name,  as  well  as  qu 
tions  on  the  importance 
religion. 

Trying  to  show  the  his 
ical  precedents  for  invoV 
religion  in  ptiblic  life.  ( 


GINGRICH:  Web  site  for  faithfu 


site 


grich  includes  the  Contin 
tal  Congress'  1779  pro 
mation  of  a  day  of  fast 
and  supplication  to  G 
Gingrich  says  he  hopes 
his  new  site  makes  peo 
of  faith  feel  that  the  nati( 
capital  isn't  all  that 
godly.    Richard  S.  Dunh 


HARRIS  POLL 


THE  SPECTER  OF  A  PINK  SLIP  SLIPS  AWAY 


JOB  IN.^ECURITY  I.<  ON  THE 

wane.  A  hefty  TS'Tc  of  the 
working  population  doesn't 
fear  losing  jobs  in  the  next 
year,  according  to  a  Sept.  17- 
21  poll.  That  confidence  level 
has  soared  from  two  years 
ago.  when  65'7<:  had  no  fear 
of  firing. 

The  survey 
question,  asked 
of  1.000  em- 
ployed adults  by 
Louis  Harris  & 
Associates  for 

BUSINESS  WEEK, 

shows  young 
workers  are  the 
most  confident. 
People  18  to  24 
years  old  are  get- 
ting jobs  and  have  relatively 
small  financial  burdens,  so 
89^c  of  them  have  no  fear  of 
losing  employment.  Mort- 
gage- and  family-laden  baby 
boomers  (40  to  49)  are  the 
least  confident,  at  71^f.  After 


age  -50,  job  security  increa 
a  bit,  to  76%. 

Then  there's  the  educatj~, 
factor  Those  with  gradu; 
degrees  are  the  most  w 
r>--free.  at  a  sky-high  91 
compared  with  75%  of  wo 
ers  with  no  high  sch 
diploma.  Diff 
ences  in  co 
dence  are 
less  pronounc 
among  eth 
groups,  wi 
whites  at  79 
blacks,  76%; 
}lispanics,  68% 
Are  workers 
cocky?  Despite 
current  upturn,  layc 
still  occasionally 
waste  to  pajToUs.  And  if 
economy  slows,  John  Ch 
lenger  of  outplacement  fr 
Challenger.  Gray  &  Chri 
mas  warns  we'll  see  a 
more  downsizing — and  a 
less  confidence.  Lisa  Sand* 
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^his  year,  give  your  clients  and  employees  the  magic  of  entertainment.  The  Blockbuster* 
jift  Certificate  Card  can  be  redeemed  for  movie  rentals,  music  and  more  at  over  4,000 
blockbuster  Video*  and  Music  locations  nationwide.  Available  in  denominations 
rom  $5  to  $50,  it's  a  great  idea  for  all  your  corporate  gift-giving  needs. 

?he  Blockbuster  Gift  Certificate  Card  is  ideal  for  the  holidays,  but  it's 
;ood  anytime.  And,  it's  not  too  late  because  orders  placed  now  can 
)e  processed  in  48  hours.  The  Blockbuster  Gift  Certificate  Card; 
he  perfect  way  to  remember  them. 


(hi// now.  .^j/Zy/vc:  /-(SXSW-^'iA'i-t^i^.'i/ 
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Blockbuster  Gift  Certificate  Card  is  available  in  limited  quantities  at  participating  stores.  Designs  may  vary  Certain  restrictions  apply 
Blockbuster  name,  desien  and  related  marks  arc  trademarks  of  Blockbuster  Entertainment  Inc  'Myy7  Blockbuster  Knlt-rlainrnt- nt  Im-  All  rights  resi-rvi-d 
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DRAWN  &  QUARTERED 


GREEN  WATCH 


AN  AIRPORT  GETS  ITS  WINGS  CLIPPED 


AMSTERDAM".?  SCHIPKOL 

airport  wins  kudos  from 
travelers  and  businesses 
worldwide  for  its  intelligent 
design  and  stunning  ameni- 
ties, including  a  Las  Vegas- 
style  casino  and  a  Finnish 
sauna.  Air  ti-amc  has  doubled 
since  1990  and  is  up  11%  this 


SCHIPHOL:  Too  muck  nOtse 

year.  But  popularity  has  a 
downside:  more  noise. 
Schiphol.  Europe's  founh- 
busiest  airport,  has  sur- 
passed legal  noise-pollution 
limits. 

So  airport  authorities  have 
cut  back  night  flights  and 
mav  close  one  runwav  dur- 


ing peak  dajtime  hoiu-s — far 
tougher  restraints  than  in  the 
U.  S.  Los  Angeles  Interna- 
tional, for  instance,  closes 
i-unways  only  at  night. 

Schiphol's  war  on  noise  is 
worrisome  to  the  Dutch  ec-on- 
omy.  to  which  the  airpon 
contributes  an  estimated  2<^c 
of  total  output.  Half  of  all 
U.  S.  and  -Japanese  distri- 
bution centers  for  Eu- 
^  rope,  including  those  of 
]^Iia-osoft  and  Nissan  Mo- 
tor, are  based  in  the 
Netherlands. 

Already.  Schiphol  is 
losing  business.  Last 
year.  Federal  Express" 
need  for  a  hub  there 
couldn't  be  accommodated 
without  breaking  noise  lim- 
its, so  FedEx  opted  for 
Paris.  Even  Dutch  flag  cani- 
er  KLM-Royal  Dutch  Airlines 
v\-ams  that  if  it  can't  expand 
any  further  at  Schiphol.  it  will 
shift  new  operations  to  other 
coimtries.  WiJUain  Echikson 


LITIGATION  NATION 

GERBER  DOESNT 
OWE  YOU  A  DIME 

A  B.AIi  P.UMijR      I-LAFlD  TO  KILL. 

•Just  ask  Gerber  Products. 
Since  early  1997.  consumers 
have  flooded  the  company 
with  calls  asking  about  get- 
ting in  on  a  legal 
settlement  re- 
garding its  baby 
food.  The  itunor: 
If  they  had  a 
baby  between 
1986  and  1996. 
they  c-otild  receive 
a  S500  savings 
bond — even  if  the  MYTH:  B-.g 
tot  didn't  eat  <;^r- 
ber  food. 

Trouble  is.  Gerber  is  not 
part  of  any  such  settlement. 
Yet  it  can't  put  the  matter 
to  rest,  despite  posting  a  de- 
nial on  its  Web  site  and  alen- 
ing  all  .50  state  attorneys  gen- 
eral (who  often  get  c-onsumer 


inqturies).  It  is  trolling  Inter- 
net chat  rooms  to  try  to  find 
how  the  tale  is  circulating. 

One  inadvertent  rumor- 
spreader  was  Bi-ett  Carroll,  a 
clergvTnan  v*ith  the  Spots- 
wood  Baptist  Church  in  Fred- 
ericksburg. \a..  who  put  out 
fliers  in  March  about  a  Gerber 
-•r::"-ement  after  hearing  of  it 
from  a  friend. 
^^Tiile  only  10 
fliers  were  taken 
before  he  learned 
of  his  mistake,  he 
still  gets  calls. 

Gerber  figures 
:he  rumor  stems 
I  from  s-'^'-TTients 
etthroent  inv : !      _     ;  rice- 


  nxinj.-  j.-.arges 

reached  in  17  states  in  1996 
by  two  infant-formula  mak- 
ers. Abbott  Laboratories  and 
Mead  .Johnson,  which  denied 
^vrongdoing.  Filing  deadlines 
expired  months  ago.  for  col- 
lecting maxim.um  awards  of 
.>-5-5.  '^11  "J  Barrett 
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WILD  BLUE  YONDER 

ATMs  AT 

12  O'CLOCK  HIGH 

THE    INliI.-PEXSABLE  CASH 

dispensing  machine  is  everj-- 
where.  so  why  not  in  air- 
planes? The  ATM  is  sched- 
uled to  take  wing  this 
FebruarT.-  aboard 
two  Cathay  Pacif- 
ic Airways  747 
jetliners.  "The  sup- 
plier. Aero-Design 
Technology-,  is  tr.  - 
ing  to  sell  air- 
borne ATMS  to 
L*.  S.  carriers,  too. 

The  machines 
will  dispense  cur-  WHATT.L  IT 
rency   for  bank 
cards  and  all  major  credit 
cards.  Plus,  they  -niO  c-onvert 
U.  S.  doUar  bills  into  the  cur- 
rencies of  19  other  nations, 
\\ith  daily  exchange  rates  set 


by  a  satellite  feed.  Aero-I 
sign  of  Irvine.  Calif.,  figu 
the  senice  should  be  a  b( 
to  people  who  don't  want 
waste  time  on  the  grou 
converting  currency  or 
ing  for  an  atm. 

The  machines  also  app 
to  the  security-conscio 
Aero-Design  says  that 
passenger  surv 
show  many 
'osing  an  atm  u 
strange  airport 
risky,  especial 
overseas 
ATM  withdraw; 


TEMPS  FOREVER 

When  companies 

CUT  TOO  deeply  in 
do^Tisizing.  guess 
where  They  turn 
for  replacemems 
in  The  eliminated 
jobs"?  Temps,  who 
are  cheaper  and 
easier  lo  geT  rid 
of  next  time 


FOOTNOTES  \'enture-caDital  investments  in  so  frware,  1992:  $543  million:  1996:  S2.3  billion 


If  your  company's  mainframe  data  is  being  run  on 
a  private  line,  you're  actually  paying  for  the  whole  cow. 

That's  because  you  have  to  pay  for  a  private  line 
even  when  you're  not  using  it. 

By  converting  your  SNA  traffic  from  private  line  to 
MCI's  frame  relay  network,  you  can  save  up  to  40%. 

Doing  it  is  easier  than  you  think.  You  won't  even 
need  to  invest  in  new  equipment. 

And  with  those  savings,  your  company  can  afford 
other  modern  necessities  such  as  a  Web  site  or  intranet. 

For  more  information  about  why  it's  time  to  put 
your  old  system  out  to  pasture,  visit  www.mci.com  or 
caU  1-800-659-5479. 

Is  this  a  great  time,  or  what? 

MCI 


Why  buy 
he  whole  thing 
when  you  just 
leed  the  milk? 
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Readers  Report 


MAKING  WORK  AND  FAMILY 
WORK  BETTER  

Thank  you  so  much  fur  pubHshing 
Kathleen  Macligmi's  commentaiy  " '  Fam- 
ily' doesn't  always  mean  children"  (pait 
of  "Work  and  family,"  Special  Report, 
Sept.  15).  Childless  by  choice,  my  hus- 
band and  I  constantly  find  that  people 
assume  that  our  schedules  are  there- 
fore completely  flexible. 

People  without  children — even  mar- 
ried people  without  children — have 
busy  schedules,  too.  We  do  volunteer 
work,  we  run  our  own  businesses,  we 
have  hobbies  that  recjuire  us  to  meet 
with  other  people  at  specific  times  and 
places,  we  have  responsibilities  to  aging 
parents,  and  we  even  have  regular  jobs 
where  a  flexible  schedule  is  not  possible 
(unless  one  counts  the  employee's  flex- 
ibility to  work  overtime).  Somehow, 
"family  time"  has  come  to  mean  "time 
with  children."  The  need  to  spend  time 
with  a  spouse  seems  to  be  of  little  con- 
sequence to  those  who  trimipet  "family 
values." 

Judith  Plumb 
Edmonton,  Alta. 

As  a  union  lawyer,  I  have  often  en- 
countered feelings  such  as  those  de- 
scribed by  Kathleen  Madigan.  Those  of 
us  who  are  childless  and  employed  feel 
exploited  when  employei's  help  others 
with  child-care  needs.  This  reflects  our 
labor  market's  failure  to  integrate  par- 
enting and  wage-work  functions.  We 
still  do  not  have  an  economy  that  per- 
mits employees  with  children  to  live  de- 
cent lives.  Most  parents  must  choose 
between  a  harried  juggling  act  and  rel- 
ative poverty. 

Employers  wiio  make  even  modest 
efforts  to  alleviate  the  stress  created 
by  these  situations  risk  a  backlash  such 
as  that  described  by  Madigan.  Why 
should  we  be  penalized,  goes  the  think- 
ing, simpl\^  because  we  have  chosen  not 
to  have  kids? 

The  reality  is  that  people  with  chil- 
dren have  substantial  time-off  needs 
and  cannot  afford  to  lose  pay  as  a  re- 
sult. In  the  postwar  years,  a  gi-owing 


CORRECTIONS  &  CURIFICATIONSj 

"Whiteout  at  17,000  feet,"  (Letter  fr 
Alaska,  Sept,  29,  in  some  editions)  m 
stated  tlie  date  of  the  Mt.  Everest  clit 
described  in  Jon  Krakauer's  best-selli 
book,  Into  Thin  Air.  It  was  in  1996. 

Due  to  an  editing  error,  a  letter  from 
Butensky,  president  of  the  Television  Bure 
of  Advertising  (Readers  Report,  Oct. 
incorrectly  described  cable  tv's  viewersh 
The  letter  should  have  said:  "Cable  s 
doesn't  reach  nearly  one-third  of  Americ 
consumers." 


economy — and  strong  unions — ens 
that  single-paycheck  households  w 
be  viable.  Now,  mothers  need  to  w 
to  make  ends  meet,  but  the  resul 
time  crunch  has  become  unbeara 
Simply  put,  it  takes  too  many  hour 
the  job  to  pay  the  family's  bills. 

What's  needed  is  a  substantial 
structuring  of  work  hours  for  peo 
who  have  children.  This  is  a  social 
sponsibUity  that  must  be  spread  ai'o 
Lowell  Peter 
New  Y 

As  a  w^orking  mother,  I  found  y 
articles  on  various  work-life  progra 
successes  and  failiu'es  comforting",  if  o 
because  it  reaffirms  that  my  husb 
and  I  are  not  alone.  But  a  question 
you:  Ar-e  you  really  siu'prised?  The 
dia  and  pohticians  may  think  this  co 
try's  cuiTent  economic  state  is  paradi 
but  you  would  be  hard  pressed  to 
an  average  Joe  who  would  agi'ee. 

Conditions  today  are  good  only 
making  corporations — and  theii"  se 
executives — richer.  It  would  seem  t 
average  Americans  are  right  in  th 
belief  that  life  is  getting  tougher, 
easier.  This  is  the  foundation  of  t 
greatest  public-pohcy  irony  of  the  '9 
If  family  values  are  so  wonderful,  w 
have  so  many  welfare  mothers  be 
forced  back  to  work?  Those  childr 
need  the  attention  of  their  mothers 
much  as  or  more  than  any  others.  T 
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VISJO 


Visualize  your  business" 


You  understand  the  power  of  communicating  ideas  graphically. 
And  the  right  tool  makes  complex  ideas  clear  to  everyone  m  your 
organization.  The  wrong  tool  leaves  too  much  to  interpretation.  Because 
Visio^  Standard  5.0  offers  a  complete  toolbox  with  over  1,300 
SmartShapes'"  symbols,  you  can  be  sure  your  ideas  are  expressed  succinctly 
whether  you  use  flowcharts,  project  timelines  or  any  business  diagram.  And 
since  Visio  technology  seamlessly  integrates  with  the  Microsoft  Office 
environment  you  already  know,  you'll  be  able  to  represent  the  information  that  describes  your  business  in 
less  time  than  you  can  say  "org  chart."  Want  to  share  the  drawing  with  the  rest  of  your  team  or  branch  offices 
around  the  world?  Just  email  the  Visio  drawing  or  post  it  on  your  intranet  site  and  everyone  will  be  on  the 
same  page.  To  find  out  how  you  can  dynamically  communicate  throughout  your  organization  with  Visio 
Standard  5.0  and  other  Visio  products,  call  1  -800-24-VISIO  ext.  A025  or  visit  www.visio.com/standard. 


isio  Corporation.  All  rights  res(?rved, 
;  Visio  logo,  tKe  Visualize  your 
logo,  and  SrnarlShapes  are  either 
<s  or  registered  trademarks  of  Visio  Corporation  in  the  United  States  and/or  other  countries.  All  other  trademarks,  trade 
■  comjaany  names  referenced  hereirv  are  used  for  identification'  only  and  are  the  property  of  their  respective  companies. 


Readers  Report 


answer:  Family  values  are  fine  until 
they  cost  someone  money.  Corporations 
feel  that  flexible  work  schedules  hurt 
productivity  and  therefore  the  bottom 
line — and  I  don't  see  how  you  would 
ever  convince  them  otheraise.  I  know  I 
have  yet  to  succeed  in  convincing  them 
in  my  little  cornei"  of  the  world. 

Amy  Cast 
Redmond,  Wash. 

HEART  DISEASE: 

AN  OUNCE  OF  PREVENTION 

"Can  we  end  heart  disease?"  (Special 
Report,  Sept.  22)  addresses  an  ex- 
tremely important  problem:  This  coun- 
try expends  far  too  little  on  preventing 
heart  disease.  As  you  briefly  mention, 
at  least  50%  of  all  cases  of  heart  dis- 
ease can  be  prevented  by  changing 
such  things  as  diet,  exercise,  and  smok- 
ing habits.  So  why  is  so  much  more 
attention  devoted  to  the  development 
of  treatments? 

These  medical  discoveries  are  indeed 
amazing,  and  I  do  not  deny  the  hope 
they  bring  to  the  millions  suffering  from 
heait  disease.  Nonetheless,  making  them 
the  focus  of  eveiy  medical  report  will 
only  encourage  Americans  to  do  what 
many  already  do:  use  quick  and  expen- 
sive solutions  foi'  teiTiporaiy  repair  of 
manageable  and  preventable  health 
problems.  Extolling  the  benefits  of  a 
gene  therapy  that  allows  people  to  "eat 
all  the  potato  chips  they  want"  rein- 
forces America's  poor  dietary  habits, 
which  contribute  to  other  diseases,  such 
as  obesity,  adult-onset  diabetes,  and 
hyjiertension.  Surely,  spending  grocery 
money  on  more  wholesome  food  is  more 
appealing  than  doling  out  millions  of 
taxpayer  and  personal  dollars  to  have 
yoiu'  chest  cavity  bludgeoned  and  spend- 
ing the  rest  of  yoiu"  life  with  an  aitificial 
gadget  in  your  heart  (if  you're  lucky). 

The  media  needs  td  shift  its  focus 
from  gloiifvdng  medical  advances  to  edu- 
cating the  i)ublic  on  the  jjroven  and  in- 
disputable effects  that  diet,  exeix-ise,  and 
life.'^tyle  have  in  ])reventing  many  cases 
of  this  disease.  Tine,  broccoh  and  a  pair 
of  limning  shoes  will  not  generate  billions 
for  biomedical  companies,  but  they  could 
save  this  countiy  billions  of  dollars  and 
one  a  million  lives  eveiy  year. 

Elizabeth  Hemck 
Berkeley,  Calif. 

Emerging  technologies  to  cure  or 
eliminate  heart  disease  are  tinly  amaz- 
ing. On  the  other  hand,  I  face  the  real- 
ity of  increasing  insurance  costs  to  pay 
for  these  new  technologies.  I  have  had 
two  health-insurance  policies  in  the  past 


five  years,  each  of  which  doubled  in 
cost.  Now,  for  the  fii'st  time  in  my  adult 
life,  I  am  faced  with  the  real  possibihty 
that  in  just  a  few  yeai-s,  I  will  be  unable 
to  afford  health  insurance. 

Peter  B.  Grazier 
Chadds  Ford,  Pa.' 

In  dealing  with  heart  disease,  the 
"end"  is  to  remove  the  root  cause  of 
athei'osclerosis — the  acciunulation  of  cho- 
lesterol-containing plaques  in  coronary 
arteries.  Surgical  thei'apy,  by  new  tech- 
niques such  as  minimally  invasive  pro- 
cedures, is  late  therapy,  analogous  to 
iron-lung  therapy  for  polio.  The  ulti- 
mate way  to  end  heart  disease  is  with 
cholesterol-lowering  medications  that 
can  dramatically  reduce  both  blood  cho- 
lesterol and  cholesterol  in  developing 
coronary-artery  plaques.  For  the  fii-st 
time,  we  as  a  society  can  indeed  end 
atherosclerosis  as  the  cause  of  coronaiy 
disease.  No  article  on  the  "end  of  coro- 
nary artery  disease"  should  omit  this 
dramatic  new  information. 

Bruce  F.  Bower,  M.  D. 
Chief,  Endocrinology  &  Metabolism 
Hartford  Hospital 
Hartford 

A  U.S.-CHINA  NUCLEAR  DEAL 
WOULD  HELP  BOTH  NATIONS 

Thanks  for  your  timely  article  on 
commercial  nucleai*  opportunities  in  Chi- 
na ("A  slow  boat  to  China,"  News: 
Analysis  &  Commentary,  Sept  8).  My 
company,  ABB  Inc.,  is  actively  involved 
in  the  debate  on  how  best  to  do  busi- 
ness with  China.  We  have  an  important 
presence  in  China  in  non-nuclear  pi'oj- 
ects,  and,  as  the  desigTiei'  anil  builder  of 
advanced  light-water  reactoi's  such  as 
those  in  operation  in  South  Korea  and 
being  built  in  North  Korea,  we've  stud- 
ied the  Chinese  nucleai"  industiy  as  weU. 

U.  S.  sanctions  have  failed  to  impede 
China's  acquisition  of  nucleai-  technology. 
Reactors  of  Canadian,  Chinese,  French, 
and  Russian  design  have  been  built  or 
will  be  built  in  China.  It  would  be  bet- 
ter by  far  for  China  to  do  business  with 
the  U.  S.,  which  has  the  safest,  most 
advanced  technology  in  the  world. 

ABB  has  developed  an  advanced 
nuclear-plant  design  certified  by  the 
U.  S.  Nuclear  Regulatory  Commission. 
Certification  required  more  than  a 
decade  of  review  under  the  most  strin- 
gent set  of  safety  standar'ds  ever  ap- 
plied by  the  commission. 

A  U.  S.  deal  with  China  would  in- 
deed create  U.  S.  jobs.  The  question 
facing  Washington  is  how  the  U.  S.  can 
constructively  engage  China,  with  its 


vast  potential  as  a  consumer  and  ] 
dustrial  market. 

Peter  S.  Jan| 
President  & 

ABB 

Norwalk,  Cc 

OUR  POSITION 

NEEDED  READJUSTING  

"Power-assisted  squirming"  (De 
opments  to  Watch,  Sept.  29)  discusse| 
technology  that  will  be  incoi-porated 
the  seats  of  the  1998  Cadillac  Sev: 
STS  model.  But  the  story  omits  the  f 
that  Intelhgent  Surface  Technology  v 
licensed  to  Textron  Automotive  Co 
BCAM  International  Inc. 

BCAM  is  workijig  on  other  applicatic 
for  office  chairs,  hospital  beds,  whe 
chairs,  and  the  world's  fii'st  "intellige: 
shoe. 

Michael  Strai 

c 

BCAM  International  Ii 
Melville,  N. 


FINDING  US  ONLINE 


The  full  text  of  Business  Week,  the  Business  Week 
Daily  Briefing,  and  six  years  of  BW  archives  are 
available  on  the  World  Wide  Web  at: 
www.businessweek.com 

and  on  America  Online  at  Keyword;  BW. 
To  sign  up  for  BW  on  AOL,  call  (800)  541-4848 
and  mention  Business  Week. 

MaVen 

Shopping  for  computer  equipment?  Visit  Maven,  our 
online  Computer  Buying  Guide,  for  continuously 
updated  ratings  and  price  information. 
Go  to  Keyword:  Maven  on  America  Online, 
or  to  the  World  Wide  Web  at: 
www.maven.busincssweek.com 
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UNLIMITED  PARTNERSHIP 


DKAN  lU  KCtSb  HRdM  ARAMARK  with  ()\VK\  (  HAI'PKI.I.  01-  HRl  ll^H  I'HROIHIM 


FINDING  ARAMARK  WAS 

GENIUS.  WHEN  WE  HAD  SALES  OF  $150  MILLION,  6  MONTHS  FASTER  THAN  WE  PLANNED,  IT  WAS 

LIKE  STRIKING  OIL 


uld  wc  have  sold  50.000  bands  of  oil  a  day  a!  S22  a  band  iii  1'^%  ij  ARAMARK  weren't  a  major  part  of  the  eonsortiiiiu  of  eoiiipaiiies  working; 

us  ill  the  North  Sea'f  I  think  the  answer  is  elearly.  no.  ()/;,  we  knew  how  well  Ih'an  Hiirsiess  and  his  team  uv,i/i/  handle  our  load  serviee, 
aziiie  and  book  eoneessions,  the  fieility  tnana\;einent  and  even  mail  delivery  for  %  full-time  people.  There  ir,  never  a  doubt.  Hul  when 
iMARK  had  the  idea  to  build  the  entire  offshore  erew's  //rn/t^'  quarters  on  dry  land,  float  it  to  the  site,  lift  it  onto  the  platform  and  in  less  than  four 
■s  plu^  it  in  so  we  eould  be;^in  drillin;^  oil  iminediately  well  that's  when  we  knew  we  had  ourselves  a  real  partner.  And  to  think,  the  entire  projeet 
p  in  5136  ;;;;//;();;  under  bud;^et.  When  you  eombine  that  with  the  millions  of  barrels  of  oil  we've  sold,  well,  what  ean  I  say'^"  The  words  ofihveii 
ppell  of  British  Petroleum.  Who  said  it  eouldn't  be  done'^  No  one  at  ARAMARK,  thafs  tor  sure.  That  attitude  is  nowhere  to  be  found  when  the 

thm^  that  matters  is  solvin;^  a  partner's  problems.  Helping  a  partner  save  money  And  helpm;^  a  panner  make  money  It's  led  Mr.  Chappell  to 
one  thin^:  ''  The  value  of  HP's  partnership  with  ARAMARK  is  proven  to  me  every  dav  -  barrel  by  barrel."  ^/^^ ^H^J^/^J^/f/i^f^^ 

-hARN  MOKK  A[i(Hl  LMIMITHD  RAKINKKSHIH  (AIL  1 -800- ARAM  ARK  l)R  Vlsn  Is  Al  htlp://www  jramark  com  Miifuigcii  Senica.  M.iiuigct  Bcth-r 


Books 


INSIDE  INTEL 

Andy  Grove  and  the  Rise  of  the  World's  Most  Powerful  Chip  Company 

By  fim  Jackson 

Dutton  •  424pp  •  $24.95 


PARANOIA,  AGGRESSION, 
AND  OTHER  STRENGTHS 


Through  a  mix  of  extraordinarily 
hard  wori^,  rathlessness,  and  just 
plain  luck,  Intel  Corp.'s  execai- 
tives  have,  in  just  29  years,  made  it  the 
world's  No.  1  chipmaker.  Its  market  cap- 
italization is  gi'eater  than  the  Big  Tliree 
auto  makers'  combined.  The  company 
so  dominates  microjjrocessoi's — and  in- 
deed the  entire  computer  industry — 
that  federal  investigators  have  just 
launched  a  probe  to  determine  whether 
Intel  exploits  its  near-monopoly  for  un- 
fair gain. 

Such  is  the  context  for  a  fascinating 
look  inside  one  of  the  most  secretive 
companies  in  high  tech.  In  Inside  Litel, 
Tim  Jackson  offers  a  keyhole  view  of 
the  company's  history,  laced  with  re- 
markable detail  and  sometimes  shocking 
I'evelations  about  its  business  practices. 
(The  title  is  a  play  on  the  company's 
"Intel  Inside"  marketing  slogan.)  Jack- 
son, a  fomier  reporter  for  The  Econo- 
mist and  the  Financial  Times,  but- 
tresses his  deep  reporting  with  a 
profound  gi'asp  of  Intel's  strategy,  wliich 
he  explains  in  clear  and  lively  prose. 

Jackson's  thesis  is  that  Intel  was 
largely  shaped  by  the  personality  of  one 
man:  its  brilliant,  mercurial  chairman 
and  chief  executive,  Andrew  S.  Grove. 
Although  not  one  of  Intel's  founders — 
those  were  Chairman  Emeritus  Gordon 
E.  Moore  and  the  late  Robert  N. 
Noyce — Grove  was  a  poweiful  force  in 
the  company  almost  from  the  start. 
Through  dozens  of  examples,  Jackson 
shows  how  (irove's  behavior  and  val- 
ues have  foi'med  Intel  and  jircjpelled  its 
rise  to  dominance.  But  wliile  there's  am- 
ple evidence  of  the  CEo's  forcefulness, 
Jackson  doesn't  seal  the  case  that,  as  he 
says,  "Intel  is  the  personal  creation"  of 
Grove.  Too  many  others  have  fashioned 
this  company  that  has  become,  in  many 
respects,  the  role  model  for  much  of 
Silicon  Valley. 

Tlic  book's  other  drawback  is  that  it 


stops  too  soon:  Except  for  an  epilogue 
that  updates  Intel's  story  through  last 
May's  filing  of  a  patent-infiingement  suit 
by  Digital  Ecjuipment  Corp.,  the  tale 
ends  around  1993,  the  time  of  the  Pen- 
tium-bug crisis.  While  Jackson  does  a 
fine  job  of  laying  out  the  company's  his- 
tory and  its  evolution  into  a  chip  pow- 
erhouse, enough  has  happened  in  the 
past  four  years  to  merit  more  atten- 
tion. Jackson  may  have  been  stymied 
by  Intel's  unwillingness  to  cooperate. 
Indeed,  he  says,  the  company  early  on 
told  employees  not  to  talk 
to  him. 

Inside  Intel  begins  and 
ends  with  the  stoiy  of  the 
Pentium  bug — the  same 
event  that  kicks  off  Andy 
Grove's  own  Chily  the  Para- 
noid Survive.  After  a  user 
found  a  bug  in  the  chip,  In- 
tel at  fu'st  downplayed  the 
problem  before  finally  bow- 
ing to  public  pressure  and 
agreeing  to  exchange  the 
defective  parts.  Jackson  sees 
Intel's  stonewalling  and  its  ultimate  re- 
versal as  emblematic  of  Grove's  mix- 
tui'e  of  arrogance  and  pragmatism. 

"Did  the  Pentium  scandal  reveal 
something  important  about  Andy  Grove 
and  the  company  he  ran'?"  Jackson  asks. 
The  author  tries  to  answer  that  ques- 
tion through  an  exhaustive  recitation 
of  anecdotes.  He  describes  a  company 
driven  by  enormous  attention  to  detail 
and  a  confrontational  culture  where  di- 
rectness is  prized.  One  chilling  story 
recounts  Grove's  parting  words  when 
chip  pioneer  Federico  Faggin  left 
Intel  to  found  Zilog.  "You  will  fail 
in  everything  you  do,"  Jackson  quotes 
Grove  as  saying.  The  author 
adds  that  Faggin  was  "shaken  by  the 
almost  medieval  brutality  of  these 
words."  Grove's  sense  of  betrayal  at 
defections  eventually  gave  rise  to  many 
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INSIDE 
INTEL. 

I.  .  •  ,  .  .   

|Siic!\' Grove 
laud  flic  Rise  . 
jol' till- World's- 
|M(isi  I'dwcrful 
jChip  (ionipaiiy 

TIM  JACKSQN 


Intel  lawsuits  against  foi-mer  employi 
That's  just  one  example  of  an 
gi-essive  style  that  Jackson  amply  do 
ments.  He  unearths  Intel's  penchant 
keeping  as  trade  seci'ets  the  serend: 
tous  discoveries  made  in  its  labs, 
spite  an  industry  tradition  of  patent: 
and  shai'ing  advances  through  sclent 
papers.  He  describes  instances  of 
leged  insurance  fraud,  which  incluc 
suppression  of  documents  and  know 
misrepresentation,  committed  in  Int 
Malaysian  plant.  He  charts  the  kgb-1 
behavior  of  Intel's  internal-secur 
force,  which  once  even  went  throu  OK 
the  gai'bage  of  an  employee  suspected 
stealing  leftover  gold  from  an  Intel  f 
tory.  And  he  reveals  fascinating  det: 
of  the  company's  longstanding  rival 
and  sometime  alUance,  v/ith  Advanc 
Micro  Devices  Inc.,  a  relationship  tl 
has  included  a  nearly  ceaseless  sti-ing 
lawsuits. 

Fortunately,  the  book's  appeal 
tends  beyond  mere  voyemism:  It  def 
chi'onicles  the  rise  of  t 
Andy  Grove  school  of  mi 
agement.  Like  a  model 
tlay  Frederick  W.  Tayl 
Grove  believes  that  evei 
tiling  in  management  can 
quantified  and  improv 
through  the  application 
stringent  methods.  To  th 
he  adds  a  mix  of  parano 
personal  obsessiveness,  ai 
doggedness.  Although  tl 
mentality  wasn't  enough 
fend  off  some  of  Intel's  m 
takes,  such  as  the  demise  of  its  meir  w 
ly-chip  business  in  the  mid-'80s  or  an 
fated  venture  into  digital  watches, 
does  indeed  lie  at  the  heart  of  Inte 
success.  While  Jackson  notes  the  huj 
role  that  sales  and  marketing  ha^  li 
played  in  Intel's  success,  he's  wise 
assert  that  Grove's  operational  foci 
has  set  Intel  apart. 

Inside  Intel  may  be  a  bit  too  detail- 
for  some  general-interest  readers.  Ail 
it  might  have  benefited  from  mo 
analysis,  especially  about  the  companj 
addiction  to  the  treadmill  of  product  o 
solescence  and  upgrades.  But  anyboc 
interested  in  a  juicy  tale  of  high-tec  itj 
empire  building  will  find  this  book  fa  Wl 
cinating — and  a  little  tlisturbing. 

BYANDYREINHARCfel 
Reinhardt  covers  Int 
for  BUSINESS  WEE. 


INTEL  MAY  NOT  BE  ANDY  GROVE'S  CREATION, 
BUT  IT  SURE  HAS  BEEN  SHAPED  IN  HIS  IMAGE 
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Pechnology  &  You 


STEPHEN  H.  WILDSTROM  

GREAT  LEAP 
OR  LAPTOPS 


tel's  Tillamook 
Dcessor  makes  the 
w  models  lighter 
t  more  powerful 


r  ▼  r 


ho  says  you  can't 
get  something  for 
nothing?  The 
/est  notebook  computers. 
It  around  Intel's  latest 
itium  processor,  offer  more 
ed,  extra  memory,  huge 
:  diives,  and,  in  many  cas- 
bigger  dis- 


i^s,  often  at 
er  prices 
n  the  mod- 
they  re- 
;e.  Falling 
m  p  u  t  e  r 
ices  are 
hing  new. 


TOSHIBA'S 
750CDT  UPTOP 

PROCESSOR  233-Mhz 
Intel  Tillamook 

MEMORY  32  MB 


these  lap-  offers 


$6,799  Tecra  is  a  great  choice, 
although  I  find  its  eight- 
pound  heft  a  bit  much  for 
travel.  Remarkably,  it  costs 
about  the  same  as  its  prede- 
cessor, the  740CDT,  when  the 
740CDT  was  introduced  last 
spring — and  it  weighs  a  half- 
pound  less. 

You  don't  have  to  fork 
over  that  much  for  a  Tilla- 
mook notebook.  A  Micron 
Transport  XKe  2000,  with 
fewer  multimedia  features 
but  48  MB  of 
RAM,  goes  for 
$5,699,  as  does 
a  Gateway 
2000  Solo  9100 
with  64  MB. 
Dell  Comput- 
er's Inspiron 
3000  M200ST 
bar- 


3  provide  a 
lus:  More 
ver  with 
weight  and 
jer  battery 


WEIGHT  8  1b. 
OTHER 

FEATURES  Built 
in  video  camera, 
13.3-in.  active 
matrix  display 

PRICE  $6,799 


'he  key  is  a 
/  processor 
ign,  code- 
led  Tilla- 

)k.  These  mmx  chips  run 
200  and  233  megahertz, 
from  a  previous  top  of 
Mhz  in  mobile  com- 
srs.  In  addition  to  be- 
faster,  the  latest  chips 
n  less  power  and  run 
ler.  Most  manufacturers 
m  at  least  30  minutes  of 
ed  battery  hfe. 
-TIMEDIA  PERKS.  Nearly 
aptop  manufactm-ers  have 
ught  out  premium  note- 
ks  using  the  new  chips, 
i  Toshiba  Tecra  750cdt 
»le)  is  a  good  example  of 
5e  high-end  models.  If  you 
d  the  ultimate  in  a  multi- 
lia  notebook,  I  think  the 


gam  price 
of  $3,399. 

Laptop  manufacturers  bill 
these  heavy-duty  units  as 
desktop  replacements,  but 
their  peifonnance  lags  behind 
the  hottest  desktops,  which 
come  with  266-Mhz  (and  soon 
300-Mhz)  Pentium  II  chips. 
The  price  difference  is  even 
bigger:  A  new  ibm  ThinkPad 
770  costs  nearly  $3,000  more 


than  a  top-of-the-line  Aptiva 
S6S.  The  power  gap  should 
close  next  year  when  Intel 
releases  a  mobile  version  of 
the  Pentium  II,  code-named 
Deschutes.  But  progress  will 
come  at  a  price.  Laptop  mak- 
ers report  that  in  tests, 
Deschutes  is  hot  and  power 
hungry  and  will  more  than 
reverse  Tillamook's  battery- 
life  gains. 

One  effect  of  Tillamook 
has  been  to  drive  down  the 
cost  of  older  models.  The 
street  price  of  the  166-Mhz 
MMX  Toshiba  Tecra  740CDT 
has  fallen  nearly  $2,000,  to 
$4,850.  If  you  can  take  a  lit- 
tle less  all  around — a  12.1-in. 
active-matrix  screen  and  a 
3-GB  drive,  for  example,  you 
can  buy  an  ibm  ThinkPad 
380ED  for  $3,600. 
UPGRADES.  Passive-matrix 
displays  are  dimmer  and  dis- 
play data  more  slowly,  mak- 
ing them  less  suitable  for 
games  or  video,  but  they're  a 
lot  cheaper.  A  Compaq  Com- 
puter Armada  1500dm  with  a 
133-Mhz  mmx  processor,  1.4- 
GB  disk,  and  a  12.1-in.  screen 
sells  for  $2,500,  and  an  NEC 
Versa  2730M  with  similar 
specs  has  a  price  tag  of  just 
$2,200.  These  laptop 
models  feature 
built-in  floppy  and 
CD-ROM  drives  and 
are  fine  for  all  but 
the  most  demanding 
applications. 

Most  of  these  low- 
er-cost notebooks 
come  with  16  MB  of 
memory.  I  strongly 
recommend  spend- 
//  ing  $200  to  $300  to 
upgi'ade  to  32  MB.  A 
program  such  as  Mi- 
crosoft Word  will  per- 
form a  lot  better  on  a  133- 
Mhz  laptop  with  32  MB  of 
RAM  than  on  one  with  166 
Mhz  and  16  MB. 

If  Intel  follows  its  usual 
practice,  Tillamook  technology 
wiU  move  into  all  mobile  Pen- 
tiums in  coming  months.  And 
by  the  time  this  process  is 
complete,  Deschutes  will 
come  along  to  give  prices  an- 
other jolt  downward. 


BULLETIN  BOARD 


BOOKSHELF 
TAMING  WORD . . . 

Microsoft  Word  is  probably  the 
world's  most  widely  used 
computer  application.  And 
while  Word  is  powerful  and 
flexible,  there  are  a  lot  of  real- 
ly irritatmg  things  about  it, 
such  as  tool  bars  cluttered 
with  buttons  for  features 
hardly  anyone 


uses.  Now, 
there's  help. 
Woody  Leon- 
hard,  who  has 
been  giving 
good  advice  on 
Word  since  dos 
was  in  style,  ■■ 
has  teamed  up  with  Lee  Hud- 
speth and  T.  J.  Lee  to  write 
Word  97  Annoyances  (O'Reilly 
&  Associates,  $21.95).  The 
breezy  book  gives  practical 
advice  on  how  to  both  simpli- 
fy Word  and  unlock  its  power. 
Despite  the  title,  much  of  the 
information  is  applicable  to 
Word  95  and  even  Word  6.0. 
While  intended  for  readers 
who  aren't  afraid  to  work 
under  the  hood  and  maybe 
even  do  a  little  bit  of  pro- 
gramming, thorough  instruc- 
tions make  it  possible  for 
even  complete  novices  to  cus- 
tomize the  application. 

...  AND  WINDOWS 

The  companion  volume,  Win- 
dows Annoyances  by  David  A. 
Karp  ($29.95)  gives  similar 
treatment  to  Windows  95  and 
NT.  Want  to  know  how  to  keep 
Windows  from  randomly  re- 
arranging the  icons  on  your 
desktop  or  demanding  confir- 
mation every  time  you  want  to 
delete  a  file?  This  book  has 
the  answers  in  the  form  of 
step-by-step  instructions. 
Even  Karp  doesn't  know  how 
to  make  the  Microsoft  Network 
icon  disappear  permanently, 
but  he  can  make  it  go  away 
most  of  the  time. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 


IXiolhincj  moves  faster  than  light.  Which  is  why  Qwest  designed  its  new  $2  billion,  nationwide  fiber-optic  network 
N'^RTEL  ^°  ^^"^^  more  voice,  data  and  video  at  light  speed  than  ever  before.  It's  the  world's  first  Macro 
noRiHERN  uLtco;,'     Capacity  Fiber  Network.  With  Nortel's  high-speed  broadband  technology  (OC-192)  and  the  world's 


irest  fiber  optics,  it's  designed  to  have  more  capacity  than  any  other  long-distance  networl<. 
'eater  reliability.  Fewer  errors.  Lower  cost.  You  get  the  picture.  We've  captured  light, 
id  the  world  is  about  to  become  a  very  different  place.  www.qwest.net 
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Economic  Viewpoint 


BY  RUDI  DORNBUSCH 


MEXICO  LEARNED  ITS  LESSON. 
NOW,  WILL  EAST  ASIA? 


DISCIPLINE: 

After  the  peso 
fell,  the 
Mexicans  bit 
the  bullet- 
and  prospered. 
But  Asians 
seem  unsure 
that  they 
really  want 
free  markets 


Rudi  Dornbusch  is  professor  of 
economics  and  management  at 
Massachusetts  Institute  of  Technology 


In  the  latest  round  of  high  finance, 
Malaysia's  Piime  Minister  Mahatlur  called 
speculators  "unnecessary,  unproductive, 
and  immoral."  One  day,  Mahathir  is  credibly 
talking  of  high-tech  corridors  to  advance  his 
country  to  First  Worid  status  by  2020.  The 
next,  there  is  a  serious  question  about  the 
model,  the  future,  and  the  man. 

On  the  other  side  of  the  debate  is  George 
Soros,  speculator-incarnate,  announcing  that 
Mahathir  is  a  menace  to  his  countiy,  ui-ging 
him  to  stop  the  verbal  rampage  lest  investors 
get  even  more  concerned  about  the  viability 
of  the  Malaysian  economic  model.  No  ques- 
tion, Soros  is  right.  Yet  Asia  finds  it  hard  to 
accept  the  message  and  may  reject  the  dom- 
inant role  international  capital  is  playing  in 
emei'ging  economies. 

The  Asian  currency  crisis  that  started  in 
Thailand  and  has  since  taken  its  toll  in  the 
Philippines,  Indonesia,  and  Malaysia  is  not 
unlike  the  Mexican  crisis  of  just  a  few  years 
ago.  Mexico  at  the  time  had  a  large  deficit 
and  an  overvalued  currency.  Devaluation — 
too  late  and  too  little — made  matters  worse 
because  it  revealed  the  terrible  shape  of 
banks  and  the  vast  and  highly  liquid  debt 
exposure  of  companies  and  the  govemment. 
Meltdown  ensued  until  the  U.  S.  rescue  pulled 
Mexico  out.  All,  except  the  latter,  applies  to 
Thailand,  which  is  suffering,  in  addition,  from 
an  overheated  real  estate  market  financed  by 
cheap  bank  loans.  Not  surprisingly,  once  Thai- 
land was  found  wanting,  speculators  asked 
who  was  next.  Tlie  Pliilij^pines  was  an  obvious 
case  because  the  currency  had  appreciated 
quite  a  bit  and  the  deficit  had  gi'own  large. 
Indonesia  and  Malaysia  were  not  as  obvious 
but  fell  to  speculators  as  evidence  of  their 
own  parlous  financial  and  trade  situations  be- 
came known. 

SANITY  IN  INDONESIA.  If  a  good  set  of  policy 
responses  to  the  Southeast  Asian  currency 
crisis  was  now  put  in  place,  it  would  assure 
investors  that  a  period  of  austere  manage- 
ment and  investor-friendly  policies  lies  ahead. 
But  this  is  where  the  parallels  between  Mex- 
ico and  Southeast  Asia  end.  The  aftermath  of 
the  crisis  in  Asia  has  seen  quite  different 
policy  responses.  In  Thailand,  the  govern- 
ment is  far  from  resolving  the  financial  mess 
that  has  been  created.  Deep-seated  and  per- 
vasive coiTuption  plays  a  big  role  in  it,  and  in- 
competence accounts  for  a  lot.  The  liabilities 
are  larger  and  due  at  short  notice,  and  cred- 


itors won't  roll  their  claims  over  unless  t^y 
see  positive  action.  The  Thai  authorities  1^ 
not  come  up  with  much.  The  play  is  not  oisr,' 
and  there  may  be  more  than  one  act  to  co|fe 
In  Indonesia,  the  government  tried  foi'a 
while  to  fight  off  the  attack  by  raising  ras, 
as  any  government  should.  But  they  soome- 
alized  that  speculators  had  laid  a  siege  id 
were  not  short  on  stamina.  The  country  a- 
telligently  drew  the  lesson,  let  the  curre^ 
go,  and  moved  to  an  impressive  show  of  bi- 
get  cutting.  It  restored  confidence,  and 
vestors  are  abeady  back. 

Malaysia  takes  the  prize  for  incompete 
The  dictator-Prime  Minister  took  the  cur 
cy  issue  personally.  Having  become  the  i- 
carnation  of  Malaysia's  miracle,  he  could  A 
accept  that  world  capital  markets  could  wJi 
so  much  ease  sink  the  cuirency.  And  evij. 
time  Mahathir  gets  off  another  tirade  abrt 
the  International  Monetary  Fund  and  Sow 
and  the  need  to  put  them  all  out  of  busints, 
more  investors  recognize  his  totalitarianin 
and  want  to  get  their  money  out.  Evt^. 
tantnim  leads  to  another  wave  of  selling 
another  round  of  stock  market  decline  sd 
currency  depreciation. 
SAFETY  ZONE?  The  Soros-Mahathir  shoot-d^ 
reflects  a  much  wider  problem  than  bruisidi 
egos.  Simply  put,  Asia  has  a  hard  time  u 
cepting  free-market  economics.  Its  goveM 
ments  enjoy  the  access  to  external  finani 
technology,  and  applause,  but  do  not  read 
accept  the  discipline  that  comes  with  it.  W^j 
the  going  gets  tough,  the  leaders  revert 
control  mode,  suspending  economic  freed 
and  closing  the  country  to  negative  influent 
by  suppressing  the  press  or  restricting 
vestors.  Latin  America  has  accepted  the  i 
and  international  capital,  but  Asia  has  ri 
really.  It  just  can't  get  itself  to  embrace  tl 
new  reality.  One  could  imagine  other  Asii 
countries  hunkering  down  with  Japan  a 
China  to  create  a  safety  zone  where  interi 
tional  capital  does  not  have  the  domina 
vote.  That  might  be  attractive  to  Malays 
Japan,  China,  and  South  Korea,  which  ha 
been  dragging  their  heels  on  opening  up 
capital  flows.  It  is  also  a  sure  way  to  h( 
back  Asian  gi-owth. 

A  cmTency  crisis  is  a  wake-up  call  to  bri 
bad  finance,  budgets,  and  unreal  projects  i; 
der  control.  Mahathir  and  his  cohorts  bett 
stop  blaming  the  messenger  and  get  t 
message. 
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WE'RE  GETTING  HIT  LIKE  CRAZY! 


With  an  average  of  a  million  hits  —  that's  about  100,000 
page  views  —  every  day,  p3at0ur.com  is  one  of  the  most 
popular  sports  sites  on  the  worldwide  web. 

Why?  There's  only  one  way  to  find  out.  Don't  miss  out  — 
log  on  to  p3at0ur.com  for  official  real-time  scoring  on 
the  PGA  TOUR,  Senior  PGA  TOUP  and  NIKE  TOUP,  in- 
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of  other  information  you  won't  find  anywhere  else. 
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Economic  Trends 


HIT  THE  GAS- 
AND  SAVE  LIVES? 

The  paradox  of  higher  speed  limits 

Does  speed  kill?  As  far  as  motor  ve- 
hicles are  concerned,  the  answer 
seems  to  be  yes.  When  speed  limits 
were  cut  to  55  mph  in  the  mid-1970s, 
for  example,  traffic  fatalities  dropped 
sharply.  And  deaths  on  niral  interstate 
highways  rose  when  most  states  raised 
speed  limits  to  65  mph  in  1987. 

More  recently,  several  states  that 
raised  limits  after  federal  restrictions 
ended  in  1995  have  reported  a  sm-ge  in 
traffic  deaths.  In  Texas,  wliieh  adopted  a 
70-mph  limit  on  most  state-maintained 

FEWER  DEATHS 
ON  U.S.  ROADS 
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▲  PERCENT  CHANGE  FROM  YEAR-EARLIER  LEVEL, 
FOUR-MONTH  MOVING  AVERAGE 

DATA  NATIONAL  SAFETY  COUNCIL 

roads,  fatalities  jmnped         last  year. 

These  statistics,  however,  tell  only 
part  of  the  story.  As  it  happens,  nation- 
al traffic-fatality  rates — deaths  per  mil- 
lion vehicle  miles — have  been  falling 
continuously  for  70  years.  And  despite 
recent  increases  in  a  few  states,  the  ac- 
tual number  of  fatalities  nationwide  has 
been  declining  on  a  year-over-year  basis 
since  mid-1996  (chart). 

Moreover,  Chai-les  Lave  of  the  Uni- 
versity of  California  at  Irvine  observes 
that  ( 'ongi'ess  acted  to  raise  the  speed 
limit  in  1987  pailly  because  widespread 
evasion  of  the  law  was  eroding  its  ef- 
fectiveness. "The  growing  variance  in 
speed  between  the  vehicles  of  law- 
breakers and  law-abiders  was  causing 
more  and  more  accidents,"  he  says.  In- 
deed, in  a  recent  study.  Lave  and  col- 
league Patrick  Elias  find  that  the  1987 
speed-limit  increase  actually  lowered  fa- 
tality riites  significantly. 

The  t\  I  economists  claim  that  feder- 
al sanctioii-  attached  to  the  55-mph  lim- 
it had  forccii  state  highway  patrols  to 
shift  limited  resources  to  monitoring  in- 
terstate highways,  which  were  already 


the  nation's  safest  roads,  accounting  for 
only  9%  of  fatalities.  The  low  limit  also 
prompted  many ,  disgruntled  motorists 
to  shift  to  other,  less-safe — and  now 
less-policed — roads.  When  it  was  raised 
to  65  mph,  however,  traffic  shifted  back 
to  the  far  safer  interstates,  and  pohce' 
resources  were  more  effectively  allocat- 
ed— lowering  overall  fatalities. 

To  test  this  thesis,  the  study  com- 
pared states  that  adopted  the  65-mph 
speed  limit  in  1987  with  those  that  kept 
the  55-mph  limit.  In  the  first  group,  it 
found  that  traffic  on  the  interstates  in 
1987  gi-ew  1.75  times  faster  than  overall 
traffic  and  1.62  times  faster  than  inter- 
state traffic  in  the  55-mph  gi-oup. 

At  the  same  time,  though  highway 
deaths  in  the  states  with  higher  speed 
limits  rose,  their  overall  fatality  rate 
(reflecting  driving  on  all  roads)  fell  by 
4.(38%  in  1987  and  an  additional  1.55%  in 
1988.  By  conti-ast,  fatahty  rates  in  the 
55-mph  states  showed  no  change  in  1987 
and  fell  by  2.55%  in  1988.  The  two  re- 
searchers conclude  that  the  speed-limit 
increase  cut  fatality  rates  by  3.62%. 

As  for  the  nation's  latest  exposure  to 
higher  speed  limits.  Lave  says  fatalities 
increased  in  Texas  because  it  chose  to 
raise  limits  on  all  highways,  even  dan- 
gerous two-lane  rural  roads.  "But  the 
national  results  are  quite  different:  Fa- 
talities have  actually  declined,"  he  says. 


WHERE  CEO  PAY 
REALLY  GRATES 

Alienated  managers  bristle-and  flee 

While  most  Americans  look  askance 
at  the  multimillion-dollar  pay 
packets  reaped  by  the  heads  of  corpo- 
rations, investors  seem  less  troubled — as 
long  as  a  company's  stock  keeps  rising. 
In  today's  increasingly  tight  labor  mar- 
ket, howevei',  there's  a  gi-owing  chance 
that  outsize  ceo  compensation  can  erode 
a  company's  management  talent  pool — 
jeopai-dizing  its  future  performance. 

That,  at  least,  seems  to  be  the  impli- 
cation of  a  recent  study,  "Oveipaid  CEOs 
and  Underpaid  Managers,"  by  Charles 
A.  O'Reilly  of  Stanford  University  and 
James  Wade  and  Tim  Pollock  of  the 
University  of  lUinois  at  LIrbana.  Using 
data  fi'om  120  major  coiporations  over  a 
five-year  period,  the  study  looked  at 
{)ay  and  turnover  trends  among  five  lev- 
els of  management  from  the  CEu  down. 

The  researchers  found  that  overpay- 
ment of  fE(_)s,  relative  to  industiy  nornis 
and  lower-echelon  compensation,  tends 
to  harm  management  loyalty.  The  larg- 


er the  gap  between  the  ceo's  pay  £d 
those  in  lower  management  levels,  ie| 
liigher  the  tiUTiover  among  subordinate. 
Wliile  the  study  focused  on  higher  m.i- 
agement  levels,  O'Reilly  thinks  the 
ative  impact  of  outsize  ceo  compenB 
tion  can  hurt  overall  employee  mora" 

Meanwiiile,  with  roughly  half  of  co  ;^ 
compensation  taking  the  foiTn  of  sUk 
options,  corporations  may  be  waking 
to  the  need  to  share  such  goodies  w^'' 
the  rank  and  file.  A  new  William  .. 
Mercer  Inc.  study  finds  that  30%  i 
America's  largest  coi-porations  have  - 
tablished  plans  to  provide  stock  optic? 
to  a  majority  of  their  employees — thoLJ 
so  far  less  than  10%  have  actually  ma| 
such  broad  gi'ants. 


SO  THE  COASTS 
AREN'T  TOAST 

Job  growth  edges  the  heartland's 

It  took  a  decade,  but  combined  ja 
growi:h  in  the  Pacific  region  and  tsj 
Northeast  has  finally  surpassed  thatf 
the  interior  of  the  U.  S.  by  a  slim  m;-, 
gin,  report  Kathryn  Chin  and  Davi; 
Hensley  of  Salomon  Bi-others  Inc.  .i 
Part  of  the  reason,  of  course,  is  thti 
the  inland  regions  have  lost  momentu^] 
Job  growth  there  has  slowed  from 
high  of  around  3.7%^  (year  over  yej| 
in  1994  to  about  2.1%  cuiTently,  in  pd 
because  construction  booms  have  Ic! 
steam,  in  part  because  immigration  h|i 
slowed  as  coastal  regions  recover.  !J 
Meanwhile,  the  hemorrhaging  of  dsj 
fense  jobs  in  the  Pacific  region  has  rtj 
nally  stopped,  while  both  commerclj 
aircraft  and  high  tech  ai-e  booming,  t 
the  Northeast,  soaiing  earnings  on  Wli 
Street  and  the  explosion  of  the  mutu;* 
fund  industry  are  i™™* 
spilling  over  into 
the  business,  com- 
puter, and  legal- 
services  sectors. 
And  both  coastal 
areas  are  experi- 
encing manufactiu- 
ing  job  growth  and 
healthy  increases 
in  home  prices. 

The  big  ques- 
tion for  many 
coastal  states  is 
how  long  the  good 
times  will  last. 
Wliile  labor  mar- 


A COASTAL  PICKUP 
IN  JOB  GROWTH 

3  0  m  


k  PERCENT  RISE  IN  EMPLOYt.U 
IN  JUNE  OVER  HAST  12  MDMI 
DATA  UBOR  DEPT , 
SALOMON  BROTHERS  INC 


kets  are  tight  in  much  of  the  counti 
jobless  rates  are  .still  close  to  6%  in  tl 
Pacific  and  Mid- Atlantic  regions. 
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Go  figure. 


ANYWHERE 


What's  Your  Priority? 


FC73 


Now  that  FedEx  -  and  UPS"^  have  moved  to  zone-based  pricing.  Priority  Mail™  makes  more  sense  than  ever. 


^/www.usps.gov 


'Priority  Mail  average  delivery  of  2-3  days.  Price  comparisons  based  on  Priority  Mail  up  to  2  lbs.  vs.  2-lb.  published  rates  for  FedEx  2Da/"  from  Region  2 
(New  York  City)  from  $7.25  to  $10.25  and  UPS  2nd  Day  Air*  from  zone  202  (New  York  City)  from  $7.25  to  $10.50.  ©1997  U.S.  Postal  Sendee 
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The  International      The  International 
Symbol  For  Taxes.  Symbol  For 

International  Taxes. 

The  good  news  is  that  your  company  does  business  all  over  the  world.  The 
bad  news  is  that  your  company  pays  taxes  all  ov—  oh,  you  get  the  point. 

If  you're  grappling  with  the  ever-Byzantine  complexities  of  multinational 
taxation,  we  can  help  you  in  freeing  up  significant  capital. 

Because  at  Ernst  &  Young,  we've  put  together  an  enviably  credentialed  group 
of  tax  professionals.  We've  even  pioneered  an  extensive  system  of  U.S.-based 
Foreign  Desks  to  respond  to  changing  taxation  issues,  not  within  weeks,  or 
days,  but  within  hours. 

Altogether,  we're  uniquely  qualified  to  help  you  develop  a  global  strategy  to 
improve  after- tax  profits.  So  whether  your  company  does  business  in  30  or  130 
countries,  we  hope  you'll  call. 

You're  probably  in  need  of  some  fast,  fast,  fast  relief. 

There  Isn^tA  Business  We  Can^t  Improve  ^ 
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4V0R  THOSE  RATES 
^^HILE  THEY  LAST 

,  this  pace,  the  Fed  will  have  to  tap  on  the  brakes  before  yearend 


us.  ECONOMY 


NO  RATE  HIKE,  BUT 
POLtCY  IS  TIGHTER 


REAL  FEDERAL 
FUNDS  RATE* 


As  widely  expected,  the  Fed- 
eral Resei-ve  let  interest  rates 
i  at  its  Sept.  30  meeting.  For  now,  Greenspan  &  Co. 
no  urgency  to  tighten  policy,  and  Wall  Street  knows 
viW  take  hard  evidence  that  a  rate  hike  is  justified 
Dre  the  Fed  is  willing  to  act.  So  the  question  for  the 
look  is:  When,  if  ever,  will  that  evidence  emerge? 
'he  data  clearly  show  that  the  economy  is  slowly 
.ded  toward  the  Fed's  red  zone.  In  fact,  overall  de- 
nd  in  the  third  quarter  is  gi-owing  at  a  rapid  pace, 
haps  close  to  the  first  quarter's  4.5%  surge,  and 
sumers  appear  ready  to  charge  into  the  fourth  quai'- 
as  well.  Strong  demand  is  what  prompted  the  Fed's 
irter-point  hike  in  March,  and  the  jobless  rate  is 
in  lower  now,  with  capacity  utilization  rates  higher. 
5ed  on  the  rationale  for  the  March  increase,  the 
e  for  another  hike  is  increasingly  compelling. 

However,  a  key  resti'aint  on 
Fed  action  since  March  has 
been  the  favorable  pattern  of 
inflation  itself.  It's  not  that  the 
Fed  is  waiting  for  inflation 
to  flare  up  before  clamping 
down — a  Fed  committed  to 
pi-eemptive  policy  would  never 
do  that.  What  is  happening  is 
this  year's  surprising  decline 
in  inflation  has  pushed  up  real 
interest  rates,  which  play  a  big 
3  in  Fed  thinking,  resulting  in  de  facto  tightening. 
Based  on  this  year's  drop  in  core  inflation,  excluding 
;rgy  and  food,  the  real  fedei'al  funds  rate — that  is, 
!  Fed's  short-tenn  rate  adjusted  for  inflation — is  cm*- 
itly  a  half-point  higher  than  it  was  at  the  begin- 
g  of  the  year  (chart).  Presto!  Another  quarter-point 
tightening,  without  lifting  a  hand.  And  in  the  past 
ir  and  a  half,  the  real  fluids  rate  is  up  tbree-quarters 
a  point.  The  trade-weighted  dollar's  19%  surge  dur- 
;  the  two  years  ended  in  April  has  played  a  big  role 
cutting  core  inflation. 

IT  WHEN  THE  FED  SITS  DOWN  AGAIN  in  No 

Tiber,  will  policy  still  look  tight  enough  to  keep  in- 
bion  under  wraps  in  1998?  Clearly,  if  inflation  con- 
ues  to  fall,  the  central  bank  might  sit  back  and 
ax.  But  based  on  the  strength  in  consumer  spend- 
l,  capital  spending,  and  housing — about  85%  of  over- 
demand — the  pressure  on  labor  markets  and  pro- 
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duction  capacity  will  continue  to  increase,  which  could 
translate  into  higher  labor  and  materials  costs  heading 
into  next  year. 

Few  strains  on  production  are  showing  up  yet.  In- 
deed, the  index  of  industrial  activity  compiled  by  the 
nation's  pm'chasing  managers  fell  for  the  second  month 
in  a  row  in  September.  Although  the  purchasers'  read- 
ings of  dehvery  times  and  prices  paid  show  that  mar- 
ket conditions  are  considerably  tighter  than  they  were 
earlier  in  the  year,  they  are  not  yet  at  levels  that 
would  ring  alarm  beUs  at  the  Fed. 

However,  demand  shows  no 
signs  of  slacking  off,  and  con-     HOUSEHOLD  OPTIMISM 
sumer  spending  is  actually       REMAINS  SKY-HIGH 
speeding  up— especially  pur-  consumer 
chases  of  big-ticket  durable    i^"  -  confidence 
goods.  Real  consumer  spend- 
ing on  goods  and  sei-vices  rose 
a  modest  0.2%  in  August,  but 
that  followed  a  hefty  0.8%  ad- 
vance in  July  Car  and  truck     80  mmnni.nnnnin.m.^ 

sales  led  the  July  increase,  aindex:1985=ioo 

,   ,1  •        lY-    u   •       A  DATA  CONFERENCE  BOARD 

and  they  remamed  high  m  Au- 
gust. Also,  furniture  and  appliance  sales  increased 
strongly  in  both  months,  reflecting  buoyant  housing 
demand.  The  third-quarter  rise  in  consumer  outlays 
looks  to  be  gi-eater  than  4%  at  an  annual  r-ate.  Over  the 
past  year,  consumers  have  been  spending  at  the  fastest 
four-quarter  pace  in  more  than  three  years. 

OVERFLOWING  CONFIDENCE  is  a  key  reason  The 
Conference  Boai'd's  index  of  consumer  confidence  rose  a 
full  point  in  September,  to  128.6,  close  to  the  28-year 
high  hit  in  June  (chart).  A  steadily  increasing  percent- 
age of  households  said  business  conditions  were  "good," 
and  fewer  thought  jobs  were  "hard  to  get."  Looking 
ahead,  a  rising  percentage  of  consumers  felt  that  busi- 
ness would  improve,  that  jobs  would  be  more  plentiful, 
and  that  their  family  incomes  would  rise. 

Consumer  durables  and  housing  usually  go  hand- 
in-hand,  and  this  time  is  no  exception.  Resales  of  ex- 
isting homes  rose  to  a  record  annual  rate  of  4.32  mil- 
lion in  August,  and  while  August  purchases  of  new 
homes  dipped  2.2%  to  an  annual  rate  of  800,000,  sales 
for  the  third  quarter  stood  well  above  the  second- 
quarter  average.  Sales  will  continue  to  gain,  given 
nearly  ideal  conditions  for  home  buying,  including  sol- 
id income  growth,  strong  job  markets,  sky-high  con- 
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sumer  confidence,  and  low  inflation  and  mortgage  rates. 

Housing  starts  fell  in  both  July  and  August,  but 
those  declines  are  unlikely  to  last.  The  high  third-quar- 
ter level  of  new  home  sales,  along  with  builders'  upbeat 
assessment  of  September  market  conditions  and  ex- 
ceptionally low  inventoiies,  strongly  suggest  that  starts 
will  rebound  in  coming  months.  At  the  current  sales 
rate,  the  supply  of  unsold  new  homes  was  4.4  months  in 
August,  just  above  the  record  low  liit  in  July.  Although 
homebuilding  will  add  little,  if  anything,  to  economic 
gi'owth  in  the  third  quarter,  it  is  on  track  to  boost 
the  fourth  quarter. 

ANOTHER  KEY  AREA  of  strength  in  the  thiixl  quailer 
is  capital  spending.  Of  course,  businesses  continue  to 
shell  out  big  bucks  for  high-tech  equipment,  but  the 
growing  trend  this  year  is  in  outlays  for  more  tradi- 
tional items,  such  as  basic  machinery.  In  the  second 
quarter,  purchases  of  transportation  equipment  posted 
the  largest  gain  in  3^  years,  while  spending  on  indus- 
trial machinery  rose  at  the  fastest  clip  in  13  years. 

Outlays  for  new  building's  fell  in  the  second  quarter,  but 
contracts  for  new  commercial  and  industrial  building  are 
on  the  rise,  and  office  vacancy  rates  continue  to  decline, 
especially  in  suburban  areas.  Moreover,  monthly  data 
on  constinction  spending  suggest  that  basiness  outlays  for 
new  builcUngs  will  add  to  thiixl-quaiter  econoiTiic  growth, 
a  trend  that  is  likely  to  continue  in  the  fourth  quarter. 


SINGAPORE 


FACTORY  ORDER  BOOKS 
ARE  FILLING  UP  FAST  i 


Given  consumers'  appetite  for  durables,  along  wii 
business  outlays  for  capital  goods,  it's  not  surprisi  j 
that  durable-goods  manufacturers  are  feeling  the  u 
draft.  Their  order  books  showed  a  2.7%  jump  in  ne/| 
bookings  in  August,  the  third  monthly  gain  in  a  ro; 
Through  August,  orders  are  growing  at  a  13.6%  anm 
al  rate  from  the  second-quarter  average.  If  maintain'!^ 
in  September,  that  would  be  the  fastest  quarterly  pa; 
in  2'A  years  (chart).  And  as  for  capital  goods,  bookin 
are  rising  at  a  24.8%  annual  rate. 

Rising  new  orders,  on  top 
of  a  sharp  increase  in  the 
backlog  of  unfilled  orders  in 
August  and  the  sizable  gains 
in  auto  output  already  sched- 
uled for  both  the  third  and 
fourth  quarters,  mean  that 
manufactm-ers  will  continue  to 
I'amp  up  production  in  coming- 
months,  and  operating  rates 
will  keep  rising. 

The  way  the  second  half  is 
shaping  up,  relentless  growth  in  demand  seems  de 
fined  to  outstrip  the  ability  of  producers  to  meet 
However,  until  the  Federal  Reserve  sees  that  ha 
pening,  the  economy  can  continue  its  free  ride,  i 
hop  on  and  enjoy,  but  later  this  year,  keep  an  e 
out  for  the  traffic  cops  at  the  Fed. 
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▲  PERCENT  CHANGE  FROM  PREVIOUS 
QUARTER,  ANNUAL  RATE  'THROUGH  A 
DATA:  COMMERCE  DEPT.  BUSINESS  WEEK 


AN  ISLAND  OF  CALM  AMID  CURRENCY  TURMOIL 


Singapore,  the  tiny  island  state 
with  huge  economic  clout,  is 
unlikely  to  suffer  much  from  the 
currency  woes  of  its  neighbors  in 
the  Association  of  Southeast 
Asian  Nations  (ASEAN).  Since 
Thailand  floated  the 
baht  on  July  2,  it  has 
dropped  30%-  vs.  the 
U.  S.  dollar,  with  the 
Indonesian  napiah  and 
the  Philippine  peso 
down  21%.  and  the 
Malaysian  ringgit  off 
20%.  The  Singapore 
dollar  has  fallen  7%. 

Singapore  did  not 
participate  in  the  easy 
credit,  excessive  building,  and 
generally  reckless  growth  of  its 
neighbors.  Although  known  for 
tough  immigration  niles  and  rigid 
controls  on  job  placement  and 
personal  rights,  its  centrally 


EXPORTS  WILL  CONTINUE 
TO  POWER  GROWTH 
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▲  PERCENT  CHANGE  FROM  A  YEAR  AGO 
•THREE-MONTH  AVERAGES 

DATA  STANDARD  AND  POOR'S  DRI 


planned  government  consistently 
posts  a  budget  surplus,  and  its  fi- 
nancial institutions  are  stable. 
Also,  it  runs  a  current-account 
surplus  equal  to  a  huge  15%  of  its 
gross  domestic  product. 

Outside  of  Singa- 
pore, the  currency 
collapses  will  hammer 
economic  growth,  the 
I'esult  of  higher  inter- 
est rates,  fiscal  belt- 
tightening,  less  for- 
eign investment,  and 
reduced  domestic  de- 
mand. Thailand  may 
even  face  a  recession. 
But  Singapore  is  ex- 
pected to  gi'ow  about  7%  this 
year,  with  1998  gi'owth  projected 
at  6%.  Exports  and  manufacturing 
will  lead  the  way.  July  industrial 
output  jumped  7.7%)  from  a  year 
ago,  with  electronics — 45%-  of  in- 


dustrial output  and  12%  of  GDP 
up  9.1%.  Half  of  Singapore's 
nonoil  exports  go  to  growing  U.  S 
and  European  markets. 

Nonoil  exports  in  August  rose  £ 
less-than-expected  5.5%,  perhaps 
reflecting  Singapore's  stronger 
currency  vs.  its  neighbors.  But 
any  negative  impact  ft-om  that 
new  muscle  will  be  limited,  since 
Singapore  imports  a  lot  of  raw 
materials  fi'om  the  area,  and  most 
of  its  exports  to  asean  countries 
are  ultimately  bound  elsewhere. 

Singapore's  major  risk  is  fur- 
ther currency  tunnoil  that  would 
harm  growth  and  boost  inflation. 
But  while  its  neighbors  face 
prospects  of  inflation  near  10%, 
Singapore's  inflation  rate  stood  at 
2.3%  in  August.  That  was  a  two- 
year  high,  but  the  1998  expecta- 
tion is  about  2.5% — another  sup- 
port for  its  currency. 


er 
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Gateway  Solo  2300 


lo  0100 


Better  living  through  common  modularity. 


4 


Funny  how  computers  can  make  your  life  more 
difficult  when  their  purpose  is  to  make  things 
easier.  Well,  the  problem  is  you  have  all  these 
different  models  and  brands  of 
ortables  that  are  unable  to  share  components.  So  you're 
tuck  with  the  hassle  and  cost  of  maintaining  a  huge 

inventory  of  spare  parts.  Now  Jnere  s  ' " ' " 
the  solution.  Gateway.  Simply  put,  Gateway 
offers  portables  that  can  share  components.  AC 
adapters  and  battery  packs.  Memory  and  hard 
drive  kits.  Even  Gateway  Solo^"  Full  and  Mini 
Docking  Stations.  Those  days  of  wading  through 
a  mess  of  hardware  are  over.  Ahhh  ...  life  is  good. 


)entium* 


llewav  •  12  1"  SVGA,  TFT  or  DSTN 

Solo™  "^'^p'^y 


2300 


Intel  Pentium"  Processors  with 
M^AX'"  Technology  up  to  233MH; 
SDRAM  Expandable  to  192MB 
2S6K  Pipelined  Burst  Cache 
128-Bit  Graphics  Accelerator  w/64K  Colors 
Up  to  4GB  Hard  Drive 
Modular  3.5"  Diskette  Drive 
Modular  6X  min/UX  max 
CD-Rom  Drive 
16-Bit  Wavetable  Sound 
Stereo  Speakers 

12-Cell  Lithium  Ion  Battery  &  AC  Pack 

85-Key  MS'  Windows"  95  Keyboard 

Carrying  Case 

NTSC/PAL  Video  Out 

USB  Ports  &  Zoomed  Video 

MS  Windows  95  or 

MS  Windows  NT'  4,0 

MS  Works  95  or  MS  Ofhce  97. 

Small  Business  Edition  Plus  Encarta'  97 

LapLink-  for  WmJowi  95  & 

McAfee'  VirusScan 

Gateway  Gold  "'^  Service  and  Support 

for  Portable  PCs 


Gateway 
Solo™ 
9100 


Prices  starting  at  ^1999 


Inside  Logo,  Intel  and  Pentium  ate 
engineered  lo  Gateway  2lJ0()  specifi 
include  shipping  or  applicable  sales  t 


■  13.3"  (1024  X  768  resolution) 
XGA  Color  Display 

■  Intel  Pentium  Processors  with  MMX 
Technology  via  I  M  M  Package 

■  SDRAM  Expandable  to  192MB 

■  Up  to  512K  Pipelined  Burst  Cache 

■  4MB  EDO  Video  RAM  (1280  x  11)24  external) 

■  Up  to  5CB  Hard  Drive 

■  Removable  Combo  6X  min/i  IX  max 
CD-ROM  &  3  5"  Diskette  Drive 

■  Premium  Sound  System  w/16-Bit  Wavetable 
Sound  c!;  Yamaha'  Stereo  Speakers 

■  12-CeO  Lithium  Ion  Battery  fi  AC  Pack 

■  Full  88-Key  MS  Windows  95  Keyboard 

■  Carrying  Case 

■  NTSC/PAL  Video  Input  Outjiut 

■  USB  Ports  8i  Zoomed  Video 

■  15-Pin  MIDI/Game  Port 

■  MS  Windows  95  or  MS  Windows  NT  4  II 

■  MS  Works  95  or  MS  Office  97, 
Small  Business  Edition  Plus  Encarta  97 

■  LapLink/£!f«''rafcit'>95f; 
McAfee  VirusScan 

■  Gateway  Gold   Service  and  Support 
for  Portable  PCs 

Prices  Starting  31^3299 
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YOU'VE    GOT    A    FRIEND    IN    THE  BUSINESS 
CALL  I-888-888-0792  www. gateway  com 
Gateway  3(H)0  Ma|or  Accounts,  Inc. 
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THE 
NEW 

WORLD 
ORDER 


With  his  daring 
bid  for  MCI, 
Bernie  Ebbers 
seeks  to  build 
WorldCom  into  a 
new  kind  of 
telecom  empire 


If  you  want  a  revolution,  call  a 
revolutioniuy.  Wliile  other  phone- 
company  executives  huddle  with 
consultants,  lawyers,  and  invest- 
ment bankers  to  figm'e  out  how 
they  can  position  then-  companies  in 
the  new  world  of  deregulated  telecom- 
munications, Bernai'd  J.  Ebbers  is  at 
the  rami)ai'ts.  A  onetime  high  school 
coach  who  fell  into  telecom  thi'ough  a 
lucky  investment  with  some  pals  in 
Mississippi,  Ebbers  is  now-  showing  in- 
dustiy  veterans  what  the  new  era  in 
communications  is  all  about.  After  a 
series  of  deals  that  took  his  company, 
now  known  ai^  WorldCom  Inc.,  fi'om  an 
idea  in  a  coffee  shop  to  the  No.  4  in 
long-distance,  this  outsider  has  pro- 
posed a  stunning  takeover — potential- 
ly the  lai'gest  merger  in  U.S.  histo- 
ry— to  produce  the  first  new-era 
telecom  giant. 

Fii-st  thing  in  the  moining  on  Oct.  1, 


W^RLD 
COM 

47.9  billion**' 


REVENUE 


LONG  DISTANCE  The  No.  4  compa 
ny  in  the  U.S.  market  with  a  5%  sha| 


i 


LOCAL  WorldCom  already  owns  fibej 
optic  networks  running  through  the 
streets  of  52  U.S.  cities,  thanks  to 
the  1996  merger  with  MFS  Commu 
nications.  WorldCom  has  a  deal  to 
purchase  Brooks  Fiber,  another  loca 
calling  company,  for  $2.9  billion 


THE  INTERNET  WorldCom  already 
owns  UUNET,  the  world's  biggest 
carrier  of  Internet  traffic,  as  well  as 
ANS,  the  former  data-networking 
subsidiary  of  America  Online,  and  tl 
former  CompuServe  network. 

'1997  estimates '  "(including  ANS  and  CompuServe) 


Tl 

COMBINI 
COMPAI 


REVENUE' 


$27.9  bi] 


REVENUE' 


MCI 

$19.8  billion 


LONG  DISTANCE  The  feisty  No.  2 
the  industry  is  famous  for  marketin 
innovations  such  as  Friends  &  Fam 
ly.  But  lately,  it's  been  under  pres- 
sure from  smaller  rivals,  including 
WorldCom. 


LOCAL  CALLING  MCl's  costly  inves 
ments  in  building  up  local  connec- 
tions in  major  cities  have  squeezed 
earnings.  Merging  with  WorldCom, 
which  already  has  extensive  local  ne 
works,  would  allow  that  spending  to 
be  scaled  back. 


THE  INTERNET  MCI  has  one  of  th( 

most  extensive  Internet  "backbone" 
systems  in  the  nation. 

*1997  estimates 


* 
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bers  picked  up  the  phone  in  a  New 
•k  hotel  and  called  Bert  C.  Roberts 
chief  executive  officer  of  MCi  Com- 
nications  Coip.  Roberts  wasn't  in, 
;  he  returned  the  call  at  about  8:30. 
bers  calmly  informed  the  MCi  exec 
t  WorldCom,  which  had  revenues  of 
t  $5.6  billion  last  yeai',  was  ready  to 
iceed  vdth  an  unsolicited  offer  for 
I,  the  No.  2  long-distance  company, 
ich  had  $18.5  billion  in  sales  last 
ir.  Never  mind  that  Roberts  had 
ently  gone  through  wrenching  ne- 
iations  to  re-piice  a  long-anticij^ated 
rger  with  Bntish  Telecommunica- 
is  PLC.  Ebbers  would  top  bt's  $19 
ion  deal — offering  $30  billion  in 
ck  and  the  assumption  of  $5  bilUon 
iebt. 

'.t  was  a  wake-up  call  for  the  entii'e 
ustry.  Ebbers,  in  fact,  joked  with 
(orters  that  if  Roberts  winds  up 
fking  for  Mm,  he'd  better  be  in  the 
ce  "a  little  bit  earlier."  MCi  and  bt 


MCl's  Internet  "backbone"  network. 

That  makes  WorldCom  the  very 
model  of  a  21st-centuiy  phone  compa- 
ny. Right  off  the  bat,  the  deal  will  let 
WorldCom  offer  businesses  one-stop 
shopping  for  neai'ly  all  their  communi- 
cations needs.  Down  the  road, 
however,  the  combination  of  local, 
long-distance,  voice,  and  data  net- 
works puts  WorldCom  in  position 
to  become  the  first  canier  to  offer 
a  seamless  digital  network.  Eventually, 
the  company  will  be  able  to  move  all 
sorts  of  traffic — voice  calls,  \ideo,  Web 
pages — across  a  single  digital  path.  "I 
think  the  world  changed  today,"  says 
BiTice  E.  Behi'ens,  who  manages  the 
Flag  Investors  Telephone  Income 
Fund,  a  major  WorldCom  shai'eholder. 
"This  changes  the  dynamics  of  the 
industry." 

It's  not  that  nobody  else  has  ever 
thought  of  putting  all  these  pieces  to- 
gether. It's  just  that  they  haven't  done 


nally  just  an  investor  in  what  was 
called  LDDS,  for  Long-Distance  Dis- 
count Service.  The  company  started 
by  reselling  long-distance  service  it 
bought  wholesale  fi'om  at&t  and  other 
larger  caniers. 
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Before  long,  how^ever,  the  company 
began  to  falter,  and  in  April.  1985, 
Ebbers  came  on  full-time  as  president. 
He  developed  a  passion  for  deabnaking 
and,  through  a  series  of  about  50 
transactions,  boosted  the  company  into 
a  major  long-distance  player.  He  start- 
ed out  by  gobbling  up  small  long-dis- 
tance companies  in  the  South  and 
West.  Deals  for  Metromedia  Commu- 
nications, Resm'gens  Communications 
Group,  and  idb  Cominunications  Group 
in  1993  and  1994  catapulted  the  com- 


»ISTANCE  With  25%  of  the 
the  new  company  will  be 
in  on  AT&T,  whose  share  has 
from  52%  to  54% 

m. 

CALLING  The  combined 
y  will  have  local  connections 
100  cities  across  the  U.S. 

FERNET  The  combination  of 
WorldCom's  data-networking 
>,  and  MCl's  Internet  backbone 
he  new  company  the  top 
player  in  cyberspace. 


SYNERGIES  MCI  would  plug  a  big 
hole  in  WorldCom's  ability  to  do  "sys- 
tems integration"  for  business.  Its  SHL 
Systemhouse  subsidiary  is  a  leader  in 
bundling  packages  of  voice  and  data 
networks  for  big  corporate  customers. 

HOLES  Neither  company  has  a  presence 
in  wireless  communications.  For  now, 
they  can  resell  service.  Will  they  buy 
again  to  fill  the  gap?  Also,  neither  has  a 
strong  overseas  presence — unless  MCI 
can  retain  its  marketing  alliance  with 
British  Telecom,  the  merger  partner 
WorldCom  hopes  to  supersede. 


THE  FUTURE  With  its  proposed  merger 
with  MCI,  WorldCom  is  building  a  new 
breed  of  phone  company.  From  a  single 
supplier,  customers  will  be  able  to  get 
almost  all  of  their  communications  ser- 
vices. WorldCom  will  not  only  have 
great  marketmg  muscle  but  also  a  cost 
advantage  over  other  long-distance 
companies  and  the  nation's  largest 
data  network  for  the  Internet-access 
business.  The  deal  should  change  the 
competitive  landscape  for  the  U.S. 
telecom  business. 

'1997  estimates  "(including  Brooks  Fiber) 


le  declined  to  comment  on  World- 
tn's  proposed  deal, 
rhe  WorldCom-MCl  deal,  if  it  passes 
^latoiy  muster  and  is  ap])roved  by 
ireholders  of  both  comjjanies,  is  far 
re  than  the  latest  coup  for  a  brash 
ilmaker  (time  line,  page  28).  If 
bers  is  able  to  puU  it  off,  WorldCom 
1  become  the  fii'st  major  phone  com- 
ly  since  the  breakup  of  the  old  at&t 
offer  long-distance  and  local  ser- 
e  across  the  U.S.  Indeed,  even  as 
bei's  was  biiefing  analysts  and  re- 
ters  on  the  bid  for  the  nation's  No. 
ong-distance  company,  his  bankers 
re  nailing  down  a  .$2.9  billion  deal  to 
juire  Brooks  Fiber  Properties  Inc., 
ich  will  extend  WorldCom's  local- 
ling  network.  Equally  important, 
)rldCom,  wiiich  already  owns  the 
I.  1  Internet  service  provider, 
NET,  would  get  a  huge  boost  in 
Derspace    communications  from 


it.  "This  was  a  masterstroke  by 
Ebbers,"  says  William  K.  Newbuiy, 
an  analyst  at  TL\.\  cref.  a  WorldCom 
investor.  "That's  what  makes  him  so 
good — he  does  things  out  of  the  box." 

Ebbers  lives  out  of  the  box.  In  an 
industiy  dominated  by  colorless  phone- 
company  lifers,  he's  a  cowboy — literal- 
ly. Bom  in  1941  in  Edmonton,  Alberta, 
Ebbers  came  to  the  U.S.  and  eni'olled 
at  Mississippi  College,  near  Jackson, 
w^here  he  won  a  basketball  scholar- 
ship. He  never  left.  After  earning  a 
physical  education  degTee,  he  spent  a 
yeai'  coacliing  liigh-school  sjiorts  teams 
before  investing  in  a  Mississippi  hotel 
company. 

In  1983,  a  year  before  at&t's 
breakup,  Ebbers  and  tlii'ee  other  en- 
trepreneurs got  together  at  the  Days 
Inn  coffee  shop  in  Hattiesburg,  Miss., 
and  hatched  a  plan  to  start  a  long- 
distance company.  Ebbers  was  origi- 


pany  into  markets  in  the  Northeast, 
California,  and  Em'ope. 

In  the  past  year,  Ebbers'  acquisi- 
tion pace  has  been  startling.  Using 
the  strong  cuirency  of  an  ever-nsing 
stock  (page  30),  the  dealmaker  has  ^ 
bulked  up  in  local  calling  and  data  i 
services.  Last  December,  he  paid  | 
$12.5  billion  for  mfs  Communications  ^ 
Co.,  a  company  that  lets  large  busi-  =| 
nesses  connect  then-  voice  and  data  ? 

< 

calls  to  long-distance  networks  with-  ^ 

out  using  the  local  phone  company  ^ 

or  paying  access  charges.  The  mfs  | 

deal  also  brought  it  it'.xet  Technolo-  3 

gies  Inc.,  the  Internet  service  giant.  | 

John  Sidgemore,  uunet's  president,  g 

serves  as  WorldCom's  techno-vision-  | 

ary.  On  Sept.  8,  Ebbers  beefed  up  i 

the  Internet  end  of  the  business  again  ~ 

by  pmx'hasing  CompuSei'\'e  fi'om  h&r  § 

Block.   It  kept  the   CompuServe  I 

network  and  traded  its  online  senice  t 
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to  America  Online  in  exchange  for 
aol's  data-networking  subsidiary. 

The  combination  of  long  distance, 
local  senice,  and  data  communications 
has  proven  potent.  Operating  income 
hit  $896.1  million  in  1996,  six  times 
the  level  in  1992,  on  revenues  of  $5.6 
billion.  Revenues  ai"e  exj^ected  to  grow 
an  additional  239f  this  yeai;  to  $6.9 
billion,  not  counting  the  latest  deals. 
Now,  with  the  planned  MCi  merger. 
WorldCom  is  a  power — potentially  the 
power — to  be  reckoned  with.  "Ten 
years  ago.  WorldCom  was  a  mouse 
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among  elephants,"  says  Daniel  F.  Ak- 
erson,  former  MCi  pi'esident  and  now 
CEO  of  Nextel  Communications  Inc.,  a 
wii-eless  ventui'e.  "Now  it  is  literally 
bringing  the  elephants  dowTi." 

Ebbers  may  spend  a  lot  of  time 
with  Wall  Street  investment  bankers, 
but  he  hasn't  lost  any  of  his  down- 
home  style.  He  often  walks  through 
company  headquarters  in  .Jackson, 
Miss.,  in  faded  jeans,  chomping  on 
a  cigar.  He  jokes  that  certain  work- 
ers don't  like  him  around  "because 
I'm  a  Willie  Nelson  fan."  On  week- 
ends, he  loves  to  spend  time  on  his 
cattle  and  soybean  ranch.  "The  best 
relaxing  time  is  riding  the  tractor," 
he  says. 

If  the  MCI  deal  goes  through, 
Ebbei*s  may  have  trouble  finding  trac- 
tor time.  This  deal  has  a  scale  few 
have  ever  attempted  and  involves 
risks  Ebbers  has  never  before  con- 
templated. "MCI  is  a  whale  compai-ed 
with  all  the  other  companies  they've 


swallowed,"  says 
Scott  Cleland,  an  an- 
alyst at  Legg  Mason 
Wood  Walker  Inc.  In 
long  distance,  the 
new  company  would 
command  a  com- 
bined mai'ket  share 
of  about  259c.  The 
scale  of  its  combined 
networks,  Ebbers 
says,  wiU  produce  ef- 
ficiencies that  will 
free  up  resouix-es  for 
marketing  and  cus- 
tomer senice. 

Initially,  the  focus 
of    the  combined 
companies'  efforts 
will  be  on  business 
customers,  wiiere 
profits  ai'e  more  reli- 
able. In  consumer 
long  distance,  peri- 
odic price  wai's  and 
mai'ket-shai'e  battle 
disrupt  earnings. 
"We  will  look  at  the 
residential  mai'ket  as  long  as  it  doesn't 
hull  om-  stock  price,"  said  Ebbers  in 
an  inteniew  with  business  w'eek. 

Ebbei"s  has  come  this  fai*  by  paying 
careful  attention  to  the  stock  price. 
Over  10  yeai's,  ending  in  1996.  World- 
Com averaged  an  annual  return  to 
shai'eholders  of  oS^c.  Only  one  com- 
pany, Oracle  Coip.,  had  a  higher  aver- 
age return.  WorldCom  stock — now- 
trading  at  a  whopping  90  times  earn- 
ings—gives Ebbers  the  cheap  soiu'ce 
of  capital  to  do  his  deal.  He  also  has  a 
tidy  personal  stake,  some  14  million 


shares  worth  about  $500  million. 
April,  Ebbers  bought  1  million  sha 
on  the  open  mai'ket.  "I'd  say  his  Uj 
terests  are  certainly  ahgned  wil 
shai-eholders'."  says  Da\id  M.  Leacf 
head  of  the  compensation  consulti 
practice  at  Compensation  Resoi 
Group  Inc. 

That's  not  to  say  that  this  giant 
nancial  leap  doesn't  have  some  i| 
vestoi"s  scratching  theii"  heads.  Ebbejl 
proposes  to  pay  a  stock  price  th; 
amounts  to  just  shy  of  WoiidConj  . 
entire  market  capitahzation.  "I'l 


HOW 

WORLDCOM 
DEALT  ITS 
WAY  INTO 
THE  BIG  TIME 


SEPTEMBER,  1983 


Bernie  Ebbers  and  three 
friends  meet  at  the  coffee 
shop  at  the  Days  Inn  in 
Hattiesburg,  Miss.,  to  begin 
planning  a  startup  to  sell 
discount  long-distance 
service.  In  November,  the 
company  is  named  LDDS 
(for  Long-Distance  Discount 
Service).  The  same  month, 
LDDS  receives  certification 
from  the  Mississippi  Public 
Utilities  Commission  to 
operate  as  a  long-distance 
carrier.  The  company 
struggles  for  two  years  to 
attract  customers. 


JANUARY,  1985 

LDDS  sells  its  first  minute 
of  long  distance  to  the 
University  of  Southern 
Mississippi.  Ebbers  named 
president  of  LDDS  in  April. 

JULY,  1987 

LDDS  IS  formed  as  a  consoli- 
dated company  to  combme 
the  operations  of  several 
smaller  predecessor  carriers. 

AUGUST,  1990 

WilTel  and  MCI  announce  a 
long-term  agreement  provid- 
ing each  with  access  to  the 
other's  fiber-optic  network. 
The  agreement  provides  Wil- 


Tel with  access  to  md 
30,000  system  miles 

DECEMBER,  1992 


After  a  series  of  sma 
acquisitions  around  t 
U.S.,  LDDS  acquires 
Advanced  Telecommi 
tions,  making  it  the  f 
largest  long-distance 
provider  in  the  count 

MARCH,  1994 


LDDS  acquires  Dial-r 
with  operations  spree 
throughout  half  the  L 

SEPTEMBER,  1994 


LDDS  acquires  Resu 
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rriNG  IT  TOGETHER  much  as  $2.9  bUlion 

rldCom,  which  already  owns  Internet  service  in  savings  in  the 

)vider  UUNET,  would  get  a  big  boost  in  cyberspace  &'st  year  the  deal 
nmunications  with  MCI's  "backbone"  network 


;ting  the  hkelihood  at  1  in  10  of 
irldCom  pulling  off  the  merger," 
s  Tom  Aust,  a  telecom  analyst  with 
icoip  Secmities  Inc.  "I  think  it  is  a 
PR  grab — a  move  to  say  we  are  a 
yer." 

ro  prove  he's  a  player,  Ebbers  has 
work  on  making  the  deal  pay  off. 
leed,  WorldCom  expects  to  reap  as 


is  completed,  prob- 
ably 1999.  British 
Telecom  exjDected  to  save  that  much  in 
five  yeai's  fi'om  buying  MCi.  The  figiu'e 
assumes  savings  in  capital  spending, 
reduced  access  chai'ges  to  local-phone 
companies,  and  lower  overhead.  An- 
nual savings  are  expected  to  reach  $5 
billion  in  2002. 

The  deal  is  sure  to  win  support 
among  MCi  shai'eholders.  Many  were 


burned  badly  when 
British  Telecom  ratch- 
eted down  its  offer  for 
mci.  The  prospect  of  a 
43%  premium  over*  the 
cuiTent  offer  has  some 
salivating.  "We're  de- 
lighted at  the  higher 
offer,"  says  David  M. 
Graham,  director  of  re- 
search at  Palley- 
Needebnan  Asset  Man- 
agement Inc.,  a  $5 
billion  investment  com- 
pany in  Newport 
Beach,  Cahf.  "I  can't 
imagine  why  share- 
holders would  vote  for 
the  BT  offer  over  the 
WorldCom  offer." 

What  about  a 
spurned  British  Tele- 
com? Without  a  major 
acquisition  like  mci,  it 
has  no  cleai"  path  into 
the  U.S.  and  its  $180 
biUion  long-distance  and 
local  phone  markets. 
What's  more,  without  a  presence  here, 
it  will  be  extremely  difficult  for  bt  to 
win  business  fi'om  multinational  cor- 
porations that  want  one  provider 
ai-ound  the  world.  "It'll  blow  bt's  glob- 
al ambitions  out  of  the  water,"  says 
Stan  Pearson,  investment  director  for 
British  equities  at  Scottish  Widows, 
an  Edinburgh-based  pension  fund. 

StiD,  it's  not  out  of  the  question  that 
British  Telecom  will  cede  MCi.  bt's 
shai'eholders  have  ah-eady  complained 
that  the  acquisition  was  too  pricey — 
especially  after  mci  disclosed  that  its 


ications  Group  and 
dia  Communications 
5-way  transaction, 
merger,  the  compa- 
amed  LDDS  Com- 
ons. 

tER,  1994 

quires  IDB  World- 
ing  the  company  far- 
global  capabilities. 

Y,  1995 

immunications 
acquires  WilTel 
Services  for  $2.5 
om  Williams 
ducing  the  No.  tk 
j-distance  company. 


FEBRUARY,  1996 


Upon  enactment  of  the 
Telecommunications  Act  of 
1996,  WorldCom  signs  agree- 
ments to  become  long-dis- 
tance provider  for  GTE, 
Ameritech,  and  SBC  Mobile 
Systems. 

WorldCom  receives 
permission  to  provide  local 
telephone  service  in  Califor- 
nia, Connecticut,  Illinois,  and 
Texas. 

SEPTEMBER,  1996 

MPS  acquires  UUNET  Tech- 
nologies, the  world's  largest 
Internet  service  provider. 
MPS  gains  regulatory 


approval  to  connect  into 
Ameritech's  local  calling  net- 
works in  Illinois,  Indiana, 
Michigan,  Ohio,  and  Wiscon- 
sin— the  first  deal  of  its  kind. 

DECEMBER,  1996 

WorldCom  completes  merger 
with  MPS  Communications, 
which  operates  "alternate- 
access"  local-calling  networks 
for  business  customers  in 
major  cities. 

SEPTEMBER,  1997 

Announces  plan  to  buy  Com- 
puServe from  H&R  Block  in  a 
$1.2  billion  stock  deal. 
WorldCom  will  keep  Compu- 


Serve's data  network  and 
swap  its  online  service  for 
America  Online's  ANS  net- 
work services  subsidiary — 
giving  WorldCom's  UUNET 
Internet  services  unit  a  big 
capacity  boost. 

OCT.  1,  1997 

WorldCom  announces  an 
unsolicited  $34.5  billion  bid 
to  acquire  MCI  Communica- 
tions, the  No.  2  long-distance 
company  in  the  U.S.  On  the 
same  day,  WorldCom  an- 
nounces a  deal  to  purchase 
Brooks  Piber  for  $2.9  billion, 
boosting  its  presence  in  local 
calling. 
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losses  foi'  the  second  half  of  tliis  year 
would  be  $800  inillion,  oi-  double  what 
was  expected.  It's  highly  unlikely  that 
BT  will  actually  increase  its  bid  to 
make  it  competitive  with  WorldCom's. 
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Anfl  Biitish  Telecom  actually  benefits 
from  the  higher  offer — its  10%  MCl 
stake  is  worth  $1.2  billion  more  un- 
der the  WorldCom  bid.  "bt  may  look 
at  this  as  a  way  out  of  a  very  difficult 
situation,"  says  Daniel  Reingold,  se- 
nior U.  S.  telecom  analyst  at  Meriill 
L\iich  &  Co. 

The  biggest  huixUe  may  be  in  Wash- 
ington. Government  officials  are  al- 
ready up  in  arms  over  what  many 
considei'  the  failure  of  the  Telecommu- 
nications Act  of  1996  to  spur  ftirther 
competition  in  local  and  long-distance 
telei)hone  sei'vice.  With  the  No.  2  and 
No.  4  largest  long-distance  providers 
combining,  there's  likely  to  be  even 
less  aggTessive  pnce  cutting  in  that 
market.  "I  think  it's  a  big  question 
whether  the  government  wiW  aj^prove 
tliis  deal,"  says  Clekuul  of  Legg  Mason. 

What's  more,  MCi  and  WorldCom 
own  two  of  the  biggest  chunks  of  the 
Internet — which  could  raise  antitrust 
concerns  there  as  well.  According  to 
market  researcher  Yankee  Group,  the 
two  companies  control  57%  of  the  con- 
sumer Internet  access  mai'ket.  "This 
merger  has  to  have  some  anticompet- 
itive implications,"  says  Melanie  A. 
Posey,  a  senior  Internet  analyst  at  In- 
ternational Data  Coip.  "We're  getting 
to  the  point  that  if  you  want  to  do 
anything  on  the  Internet,  you  can't 
avoid  dealing  with  uunet."  WorldCom 
dowiiplays  the  danger  of  such  a  com- 
bination. A  company  official  asserts 
that  no  one  entity  can  dominate  the 
Internet. 

Nor  will  any  one  comj^any  dominate 
the  new  telecom  era.  But  the  specter 
of  Wf)rldCf)m-M(;i  racing  out  ahead  has 
executives  acrf)ss  the  communications 
industry  pondeiing  a  new  lan<lsca]:)e. 
The  new  comimny  is  likely  to  become 
the  biggest  threat  to  the  Baby  Bells  in 
the  $100  billion  local  telephone  mai'ket. 
BellSouth,  which  is  inishing  the  Fed- 
eral Communicatif)ns  Commission  to 
allow  it  into  the  long-distance  busi- 
ness, is  already  griping  about  how 
WorldCom-MCi  will  be  um'estrained  in 
its  expansion  into  local  calling.  "This 
just  adds  another  large  comjjany  to 
the  list  of  those  who  have  the  fi-eedom 
to  compete  in  all  areas  of  the  telecom- 


THE  MATH  BEHIND 
THIS  $34.5  BILLION  DEAL 


45  -- 


40 


Nobody  has  ever  accused  World- 
Com Chairman  Bei'nard  J. 
Ebbers  of  getting  lost  in  a  bal- 
ance sheet.  So  how  come  he's  offered 
to  pay  $11  billion  more  for  MCi  Com- 
munications Corp.  than  British 
Telecommunications  plc  is  willing  to 
cough  up?  The  answer  is  twofold: 
cost  savings  and  a  rich  multiple  on 
Woi'ldCom's  stock. 

Ebbers,  who  has 
made  a  cai-eer  out  of 
squeezing  money  out 
of  mergers,  sees  a 
gold  mine  in  an  Mci 
deal.  The  cost  sav- 
ings would  come 
from  three  areas: 
combining  long-dis- 
tance and  local  busi- 
nesses, melding  cost- 
ly administrative 
functions,  and  jiaring 
back  MC'i's  ambitious 
plans  for  a  local 
phone  network. 

The  investment  in 
a  local  network  was 
perhajjs  the  sharpest 
thom  j)laguing  the 
BT-MC'i  deal.  BT  cut 
its  offer  for  MCi  in 
August  after  the 
U.  S.  company  esti- 
mated local  phone-biz 
losses  this  year  at 
$800  million,  with 
even  bigger  losses 
possible  in  1998.  The 
BT  deal  was  premised 
on  a  strong  local  presence  for  mci,  but 
WorldCom  is  already  strong  in  local. 
"The  synergies  achievable  as  result  of 
a  combination  with  WorldCom  are  not 
achievable  with  BT,"  Ebbers  says. 

In  addition,  bt,  located  on  the  oth- 
er side  of  the  Atlantic,  has  few  oper- 
ations that  overlap  with  mci.  bt  fig- 
ured it  could  save  only  .$2.5  billion 
over  five  years  by  linking  up.  Over- 
lapping systems  and  operations 
would  be  far  more  sigiiificant  at 
WorldCom/.MCi.  Combine  savings 
there  with  lower  investments  in  local 
services,  and  Ebbers  estimates  that 
the  new  company  could  save  at  least 
$2.1  billion  in  the  fu'st  full  year  alone. 
The  savings  would  total  some  $15 
billion  over  five  years. 

That  easily  covers  the  $11  billion 
premium  in  the  stock  portion  of  the 
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deal,  but  there's  more.  It's  as  though| 
one  bidder  in  the  auction  was  using 
dollars  while  the  other  was  stuck 
with  rubles.  WorldCom's  liigh  valua- 
tion on  Wall  Street  means  its  stock 
trades  at  some  90  times  expected 
earnings  per  share,  bt's  price-earn- 
ings ratio  is  just  14,  about  in  line 
with  the  other  telecom  giants.  Thus, 
Ebbers  was  able 
to  offer  $30  billion  | 
of  stock  to  MCI 
shareholders  and 
use  a  smaller  pro- 
portion of  his 
shares  to  make  th^ 
purchase.  Besides 
getting  more  bang| 
for  his  shares, 
Ebbers  would  havJ 
to  spread  earnings| 
of  the  combined 
company  over  few- 
er shares  after  the| 
mei'ger.  Thus, 
WorldCom  esti- 
mates that  just 
combining  the 
companies  would 
mean  an  earnings 
increase  of  20%  a 
share. 

The  bt  deal  was  I 
ah'eady  slightly  di-j 
lutive,  wiiich 
meant  earnings  pei| 
share  would  have 
suffered,  and  bt's 
bid  was  about  as 
high  as  it  could  go.| 
"When  you  have  a  high-value  stock 
like  Woi'ldCom,"  says  Sanford  C. 
Bemstein  analyst  Tod  A.  Jacobs,  "It 
provides  you  with  a  phenomenally 
strong  currency." 

If  the  market  begins  to  doubt  the 
payoff  of  a  deal  with  Mci,  WorldCom 
stock  \vill  slide,  and  the  deal  becomes 
less  attractive  to  MCl  shareholders. 
One  unknown:  whether  MCi's  long- 
distance problems  will  persist.  "If 
MCl's  business  continues  to  deterio- 
rate," warns  Gary  M.  Stibel,  principal 
of  New  England  Consulting  Group, 
"those  cost  savings  could  be  eaten  up 
by  revenue  losses."  Should  that  hap- 
pen, Ebbers  may  find  Wall  Street  is 
quick  to  cut  off  the  cheap  funding 
that  put  WorldCom  on  the  map. 

By  Amy  Barrett  and 
Catherine  Yang 
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munications  industiy  wliile  we're  still 
fighting  for  that  freedom,"  says  a 
spokesman. 

For  long-distance  livals,  the  threat 
is  more  immediate.  WorldCom  has  al- 
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ready  been  gaining  on  the  big  earn- 
ers— MCI  included.  And  now,  with 
Brooks  Fiber  and  MCi's  nascent  local 
business,  it  will  leapfrog  other  long- 
distance carriers  into  local  calling. 
What's  more,  it  avoids  access  charges 
by  using  its  own  local  connections. 


That  could  give  WorldCom  a  jnicing 
edge  over  long-distance  rivals. 

In  the  Oct.  1  press  conference, 
Ebbers  cracked  that  AT&T  was  his 
"other  choice"  but  that  when  he  called 
Walter  Elisha,  an  AT&T  director,  he 
"didn't  know  who  we  were."  The  au- 
dience took  it  as  a  joke — but  was  it? 
Ebbers  declined  to  ciaiiiy  the  remai'k, 
and  AT&T  says  WorldCom  never  made 
an  offer.  But  it  declined  to  say  whether 
it  had  been  contacted  by  WorldCom. 
In  a  statement,  at&t  said  of  the  deal: 
"WorldCom's  latest  phy  doesn't  affect 
oui'  strategy  in  the  least." 


Perhaps,  the  only  part  of  the  ind>' 
tiy  that  isn't  affected  by  the  Worl- 
Com  deal  is  wireless  calling.  Neitlr 
MCI  nor  WorldCom  has  built  a  pri- 
ence  in  cellulai*  or  the  newer  Persoiil' 
Communications  Services  markets- 1 
although  they  both  resell  wireless  s^r-  ; 
vices  for  customers  who  want  w 
Ebbers  says  that  resale  is  a  gopi 
strategy  for  the  companies  to  pursg; 
and  that  he  doesn't  need  to  own  wi 
less  networks  to  serve  his  core  bu 
ness  customers. 

Still,  Ebbers  needs  to  do  more  thB(* 
combine  companies  to  make  his  n<  sii 


THIS  IS  THE  OFFICIAL  DAY  THE  TELECOM  WARS  BEGIN' 


It  wasn't  supposed  to  play  out  this 
way.  Back  in  February,  1996,  when 
the  landmark  Telecommunications 
Act  deregulating  the  nation's  local  and 
long-distance  calling  industries  was 
signed  into  law,  telecom  companies 
large  and  small  predicted  that  the  in- 
dustry would  eventually  consolidate 
into  five  or  so  megacarriers.  Each 
would  offer  the  whole  gamut  of  phone, 
data,  and  entertainment  services  to 
consumers  and  businesses — the  one- 
stop  communications  shops  that  cus- 
tomers keep  saying  they  want.  And, 
predicted  industry  seers,  only  the 
biggest  outfits  would  have  the  re- 
sources to  stock  that  shop:  that  is, 
AT&T,  MCI,  Sprint,  the  seven  Baby 
Bells,  and  gte — in  one  or  another 
combination. 

WorldCom  Inc.  CEO  Bernie  Ebbers 
is  making  every  other  executive  in  the 
telecom  business  look  like  a  foot-drag- 
ger.  His  bid  for  Mci  Communications 
Corp.  puts  enormous  pressure  on  other 
big  companies  to  speed  up  their  move 
into  new  markets  ^^^^^^^^^mm 


each  determined  to  protect  its  home 
turf  rather  than  reach  into  new  mar- 
kets. M(t's  efforts  to  build  a  local- 
calling  network  drained  hundreds  of 
millions  from  its  coffers  and  forced  it 
to  turn  to  British  Telecommunications 
PLC  for  rescue,  at&t  has  stumbled 
from  one  local-calling  strategy  to  an- 
other: The  latest  is  to  franchise  its 
brand  to  small  competitors  of  local 
phone  companies.  Sprint,  meanwhile,  is 
focusing  its  expansion  efforts  on  a  new 
type  of  wireless  calling  that  is  just 
now  rolling  out. 

"BIG  GAME."  A  WorldCom  and  mci 
combination  would  be  on  another  level 
entirely,  mci  has  lots  of  corporate  cus- 
tomers who  want  alternative  local  net- 
works. WorldCom  has  the  alternative 
local  facilities  and  just  needs  customers 
to  load  onto  them.  If  WorldCom  wests 
mci  away  from  its  intended  partner, 
British  Telecom,  it  will  have  foiled  bt's 
efforts  to  buy  a  presence  in  the  U.  S., 
will  have  created  at&t's  largest  chal- 
lenger yet  in  the  long-distance  market. 


will  have  made  WorldCom  the  1 
local-phone  competitor  to  the  B 
GTE  Corp.,  and  will  have  given 
the  pole  position  among  Interne 
access  providers. 

WorldCom's  rivals  will  have 
struggle  to  respond  quickly.  Ma 
them  are  hampered  by  regulato 
straints,  cautious  investors,  and 
ing  monopoly  mind  sets.  "World 
attempting  to  get  into  the  big  g 
and  it  has  everything  to  gain," 
Brian  Adamik,  a  consultant  at  I 
Yankee  Group.  The  large  carrie 
the  other  hand,  "are  prisoners 
own  legacies,"  says  Adamik.  "Tl 
know  they  have  to  get  their  h( 
in  order,  but  they  have  always 
cautiously." 

Indeed,  the  older  companies  1 
saved  some  of  their  most  aggres 
actions  for  courtrooms  and  regu 
offices  rather  than  the  marketpl 
Local  and  long-distance  carriers 
filed  a  flurry  of  claims  and  count 
claims  since  the  telecom 


and  services.  "To- 
day is  the  official 
day  that  the  tele- 
com wars  begin," 
trumpets  Dennis 
Exton,  telecom  ana- 
lyst at  Nikko  Eu- 
rope PLC  in  London. 

True,  there  have 
been  other  telecom 
deals,  but  none  as 
groundbreaking.  By 
comparison,  the  SBC 
Communications- 
Pacific  Telesis  antl 
Bell  Atlantic-Nynex 
mergers  only  creat- 
ed much  larger 
local  calling  giants, 


TELESCRAMBLE^    ATSTTHb  no.  l  long-distance 
■  tttOWnHlflBI-t.    carrier  has  not  yet  found  a  new 


If  the  WorldCom-MCI  deal 
goes  through,  other  phone 
companies  will  likely  be 
hustling  to  shore  up  their 
defenses  and  find  partners  to 
reposition  their  businesses. 


CEO  to  replace  Bob  Allen. 
Whoever  is  chosen  must  deal 
with  falling  market  share,  price 
wars,  and  an  unformed  local- 
calling  strategy.  This  could  put 
pressure  on  AT&T  to  make  a 
buy.  GTE  would  give  it  a  local 
strategy. 


AT&T 


BRITISH  TELECOM  With 
MCI,  BT  has  no  U.S.  pre 
It  can  either  forget  world 
nance  and  focus  on  Eun 
come  up  with  a  new  U.S 
ner — AT&T,  perhaps?  Cor 
ably,  the  transatlantic  p 
partnership  with  MCI,  kn 
as  Concert,  could  survive 
WorldCom-MCI  deal. 
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lossus  into  a  competitive  threat  that 
es  up  to  the  fear  and  loathing  it's 
spiling.  Critical  to  the  deal  will  be 
e  way  MCi's  management  reacts, 
uch  of  what  WorldCom  wants  is  the 
irketing  savvy  of  MCi's  executives, 
could  be  self-defeating  to  win  the 
mpany  but  lose  a  big  chunk  of  its 
p  staff. 

But  WorldCom  may  do  better-  than 
on  that  score.  Many  MCi  execs  vdll 
ofit  personally  from  the  higher 
orldCom  offer  because  of  theii"  stock 
itions.  Also,  Ebbers  says  that  he 
lesn't  plan  wholesale  layoffs  and 


wants  to  integrate  MCi  managers  into 
WorldCom.  "We  all  come  from  differ- 
ent companies,"  he  said  at  the  press 
conference,  gesturing  to  his  top  man- 
agement. "We  consider  it  one  of 
WorldCom's  strengths." 

Ebbers — as  usual — has  not  the  least 
doubt  that  he  will  succeed.  Asked 
about  the  probability  of  the  mei-ger 
going  thi'ough,  he  answered:  "One  hun- 
dred percent!  We  are  confident  that 
(MCI)  will  come  to  the  table  and  nego- 
tiate. Whether  that  happens  oi'  not, 
we're  confident  that  this  deal  will  go 
thi'ough." 


MCI  management  has  reason  to  play 
hai'd  to  get.  If  they  reject  the  BT  offer, 
MCI  has  to  pay  a  breakup  fee  of  $450 
million.  However,  if  MCl's  sharehold- 
er vote  against  the  deal,  the  company 
pays  BT  nothing.  And  then  there's  pos- 
sibility of  trouble  from  across  the 
ocean.  Not  to  worry.  Ebbers  has  a  no- 
tion: "After  we  get  our  deal  done  with 
MCI,"  he  says,  "we  may  acquire  bt." 
Ride  'em,  cowboy. 

By  Peter  Elstrom  in  New  York  with 
Amy  Barrett  in  Philadelphia,  Cathy 
Yang  in  Washiyigtmi,  Jjilie  Flynyi  in 
London,  and  bureau  reports. 


sed — in  an  effort  to  keep  each 
ut  of  their  respective  markets, 
of  the  Baby  Bells,  for  example, 
and  won  a  federal  injunction  re- 
ilocking  federal  rules  that 
lave  required  them  to  lease  net- 
;o  competitors.  "Winning  for  the 
leans  delaying  competition  in 
irkets,  and  that  leads  you  to  be 
onservative,"  says  James  F. 
president  of  Boston's  Geopart- 
jsearch  Inc.  "The  regional 
;ompanies  are  very  consistent, 
re  not  innovating — not  taking 

I  now,  the  Bells  figured  they 
fford  to  go  slow  because  none 
)ig  three  long-distance  carriers 
fford  to  build  multibillion-dollar 
itworks  connecting  homes  and 
rhile  fighting  it  out  in  the 
rgin  consumer  long-distance 

if  the  WorldCom-MCi  deal  goes 
1,  the  equation  changes.  With 
itworks  in  nearly  100  cities, 
!om  would  be  less  dependent 
ss  to  the  Bells'  networks — it 
hon  off  high-revenue  business 
ers  in  local  calling  by  offeiing 


them  state-of-the-art  technology,  long 
distance,  and  Internet  access.  The 
Bells  are  left  with  lower-volume  resi- 
dential customers — and  with  little 
choice  but  to  go  after  new  sources  of 
income. 

AT&T  can't  easily  retaliate  by  buying 
into  local  phone  systems  itself.  When 
AT&T  hinted  that  it  was  in  talks  to 
merge  with  No.  2  local  carrier  sec 
Communications  earlier  this  year,  fed- 
eral regulators  made  it  clear  that  they 
would  oppose  any  combination  that 
hints  of  putting  the  Bell  system  back 
together.  "Acquisition  is  definitely  the 
way  to  go  because  the  cost  of  trying  to 
build  something  from  scratch  is  simply 
too  capital-intensive,"  says  Robyn  G. 
Nietert,  a  partner  at  the  Washington 
law  fii'm  Brown  Nietert  &  Kaufman. 
"But  it's  taking  too  long  for  the  regula- 
tors in  Washington  to  realize  that." 
A  SIGNAL.  The  WorldCom  deal  might 
ignite  a  series  of  attempted  deals  that 
could  make  Washington  reconsider  its 
opposition,  at&t  may  not  have  had  any 
luck  with  SBC,  but  analysts  speculate 
that  CTE,  which  was  never  part  of  the 
old  Bell  empire,  might  be  a  target 
more  acceptable  to  regulators.  "I  think 


you  will  see  a  very  dramatic  move 
from  AT&T  once  it  brings  a  new  ceo  on 
board,"  says  an  industry  consultant 
close  to  the  company. 

BT,  too,  must  figure  out  a  new  way 
to  get  into  the  U.  S.  market  if  it  loses 
out  on  MCI.  Although  the  company 
could  refocus  its  energies  on  Europe, 
where  national  telecom  markets  are 
scheduled  to  open  to  competition  in 
January,  it  can  hardly  afford  to  ignore 
the  U.  S.,  the  world's  largest  telecom 
market.  That's  particularly  true  since 
its  two  largest  European  competitors, 
France  Telecom  and  Deutsche 
Telekom,  already  own  20%  of  Sprint. 
James  Dodd,  an  analyst  at  Dresdner 
Kleinwort  Benson  in  London,  suggests 
that  BT  might  develop  an  operating 
partnership  with  at&t,  form  a  partner- 
ship with  one  or  more  of  the  Bells,  or 
buy  a  smaller  local  exchange  company 
such  as  New  York's  Teleport  Commu- 
nications Group  Inc. 

Certainly,  WorldCom's  bid  has 
shown  the  industry's  giants  that  if 
they  don't  take  action,  someone  else 
will.  "Bernie  Ebbers  has  sent  a  signal 
to  the  rest  of  telecommunications  in- 
dustry that  this  is  the  way  you  make 
l^mimHHHBBI  an  industry-leading 


e  nation's  second- 
local  company  has  only 
llion  long-distance  cus- 
nationwide  and  is  hit- 
tbacks  in  its  efforts  to 
overseas.  It  needs  a 
in  one  area  or  the  oth- 
er Sprint? 


BABY  BELLS  A 

year  and  a  half 
after  telecom 
deregulation, 
they  are  still 
focused  on  defending  local 
markets.  Some,  like  Ameritech 
and  Bell  South,  are  pushing 
regulators  to  let  them  into  long 
distance.  Now,  the  Bells  have 
to  rethink  their  futures  as 
WorldCom  gets  ready  to  skim 
their  best  customers.  All  five 
could  use  a  long-distance 
and/or  international  partner. 


SPRINT  Well-positioned  in  long 
distance,  local  calling,  and  wire- 
less, Sprint  has  two  big  interna- 
tional partners,  France  Telecom 
and  Deutsch  Telekom.  Does  that 
make  Sprint  the  perfect  takeover 
candidate  for  a  Baby  Bell? 


Sprint 


firm.  You  put  all 
the  pieces  together 
and  organize  it 
quickly,"  says 
WiUiam  K.  New- 
bury, an  analyst  at 
Teachers  Insurance 
&  Annuity  Associa- 
tion-College Retire- 
ment Equities 
Fund.  If  the  rest 
the  industry  got  the 
message,  those  one- 
stop  shops  may 
open  for  business  a 
lot  sooner. 

By  Catherine 
Arnst  in  New  York 
with  bureau  repoHs 
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ROMISE 
TELECOMS 


d  ink,  but 
ire  gains 


It's  a  cruel  irony.  It  was  the  race  to 
^et  into  local  phone  service  that 
squeezed  MCI  Communications'  earn- 
ings, depressed  its  stock,  and  made  it 
vulnerable  to  the  unsolicited  takeover 
bid  of  WorldCom  Inc.  What's  ironic  is 
that  while  investors  have  jjummeled  Mci 
and  AT&T  for  pouring  millions  into  lo- 
cal-calling "infrastructure,"  money-los- 
ing ujjstarts  have  become  the  toast  of 
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Wall  Street  for  doing  the  same  thing. 

Take  Intermedia  Communications 
Inc.,  which  builds  local  telephone  sys- 
tems to  compete  with  the  Baby  Bells.  It 
racked  up  losses  of  $.57  million  on  $94 
million  in  the  fii-st  half  of  1997,  but  its 
stock  has  soared  99%  since  January. 
Shai'es  of  Associated  Group  Inc.,  for  ex- 
ample, have  shot  up  \'Z97(  this  year,  and 
those  of  McLeod  usA  Inc.  have  jumped 
55%.  The  most  dizzying  of  all  is  Craig 
McCaw's  Nextlink  Communications  Inc. 
It  went  public  on  Sei)t.  2() — after  losing 
$71  million  last  year  on  revenues  of  $25 
million.  Its  stock  soared  :!?%'  in  its  fii'st 
day  of  trading,  giving  it  a  market  capi- 
talization of  $1.4  billion.  That,  say  its 
officers,  is  simply  a  reflection  of  the 
huge  opj)ortunity  in  the  $100  billion  local 
phone  business.  "The  moon  and  the 
stars  have  lined  up  here,"  says  Wayne 
Perry,  Nextlink's  f:K(). 
CONSOLIDATION.  Takeovers  in  the  local- 
calling  business  are  also  hel|)ing  pro- 
duce astronomical  values.  Shares  of 
Brooks  Fiber  Properties  Inc.  soa)-ed  af- 
ter it  got  a  merger  bid  from  World- 
Com, which  has  since  nailed  down  a 
deal  to  purchase  the  company  foi-  $2.4 


billion.  Now,  analysts  are  expecting 
more  deals.  "The  root  of  the  enthusi- 
asm is  that  consolidation  is  coming  to 
the  industry,"  says  James  H.  Henry,  an 
analyst  at  Bear,  Stearns  &  Co. 

So  why  does  Wall  Street  love  it  when 
these  companies  lose  money  in  local 
phone  service  but  punish  giants  such 
as  AT&T  for  sacrificing  some  earnings  to 
invest  in  the  market?  The  distinction 
actually  makes  sense,  at&t  is  valued  on 
steady  earnings;  small  local  players  are 
fast-moving  growth  companies  that  are 
forgiven  for  I'acking  up  big,  early  losses. 
"None  of  our  shareholders  even  knows 
what  net  income  means,"  says  Nextlink's 
Perry.  McCaw  Cellular  Communications 
Inc.,  where  Perry  once  worked,  accu- 
mulated net  losses  for  years  as  it  gr-ew 
into  tiie  nation's  top  wireless  provider — 
and  Wall  Street  cheered. 

Instead  of  valuing  the  upstarts  on 
current  earnings,  analysts  look  at  how 
much  the  new  companies  are  pouring 
into  their  networks.  A  typical  company, 
such  as  Intermedia, 
is  valued  at  about 
four  times  the  as- 
sessment of  its 
j)roperty,  plant,  and 
equipment.  But  the 
whiff  of  a  takeover 
can  send  that  multi- 
ple soaring.  Last 
year,  when  World- 
Com bought  MKS 
Communications 
Co.,  the  largest  of 
the  local  carriers,  it 
paid  $12.5  billion  in 
stock — seven  times 
the  company's  as- 
sets.  "When  you 


WIRED  WINNERS 

Investors  think  local 
exchange  carriers  are  hot 
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CABLE-READY:  Local  phone  compa 
will  face  ))Ltdtihill ion-dollar  Bells 


look  at  wher'e  the  market  is  going,  the.s 
assets  ai-e  veiy  valuable  because  they'll 
scarce,"  says  Robert  Annunziata,  CE| 
of  Teleport  Communications  Group, 
competitive  carrier. 

Another  plus  for  the  upstarts  is  tha 
the  bigger  companies — seared  by  ir 
vestors — are  looking  for  ways  to  ge 
into  local  calling  without  a  huge  invest 
ment.  That's  why  AT&T  is  scaling  i 
network  construction  plans  and  builc] 
ing  only  one  local  network,  in  Chicagi 
To  reach  othe.i'  mai'kets,  it's  makin 
deals  with  smaller  players  who  will  e> 
pand  where  it  won't,  at&t  plans  to  frai 
chise  its  name  in  second-  and  third-tiel 
markets  to  companies  such  as  Intermi 
dia.  That  way,  it  can  control  capital  e 
penditures  and  leverage  its  brand. 

All  this  attention  makes  the  fledglini 
players  confident,  even  cocky,  as  the 
line  up  against  the  Bells.  "We're  co 
peting  agains 
people  who  don' 
know  how  to  com 
pete,"  says  Interme 
dia's  Ruberg.  Add 
Nextlink's  Perry 
"They  can't  compet 
on  price  because  wi 
don't  have  unions  o 
golf  tournaments- 
we'll  cream  'em. 
Fighting  words.  Bu 
for  now,  the  smal 
fiy  have  a  brniser  h 
theii'  corner:  Wal 
Street. 

Bu    Peter  El 
stron/  in.  Neiv  York 


1997  SHARE 
PRICE  INCREASE 

JAN.  2  THROUGH  OCT.  1 
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ANTITRUST 


INTEL:  THE  FEDS  ARE 
LOADED  FOR  BEAR 

This  time,  the  trustbusters  may  have  the  right  ammo 


It's  ironic.  In  July,  Federal  Ti'ade 
Commission  Chainnan  Robert  Pitof- 
sky,  three  commissioners,  and  sev- 
eral staffers  attended  a  workshop 
on  antitiust  enforcement  and  the  high- 
technologA'  industry  at  Stanford  Uni- 
vei"sity.  The  ke\Tiote  speaker:  None  oth- 
er than  Intel  Coiid.  Chainnan  Andrew 
S.  Grove. 

Now.  these  same  tmstbustei*s 
are  taking  their  tech  in 
sights  into  Grove's  veiT 
empii-e.  On  Sept.  24. 


Unlike  the  agency's  last  incjuiry  into 
Intel,  this  one  covers  every  high-tech 
nuance.  The  earlier,  two-year  probe 
was  a  naiTower  investigation  that  end- 
ed with  no  action  in  1993.  This  time, 
the  government  has  issued  sweeping 
subpoenas  to  a  host  of  Intel  competi- 
tors and  customers,  including  Ad- 
vanced Micro  Devices,  Digital 
Equipment,  and  Hewlett- 
Packard.  What's  more,  it  has 
demanded  that  companies  dis- 
close anv  communication  thev 


the  investigation  on  Sept.  11.  But  tl 
followed  at  least  six  months  of  amass 
evidence  about  Intel's  business  pr 
tices.  "I  was  quite  surprised  by  he 
much  work  they'd  done."  says  an 
dustiy  executive  who  met  with  regu 
tors  this  summer.  "They  had  all  the  ii. 
nior  people  at  the  table — more  than 
including  [Bureau  of  Competition  I- 
rector]  Bill  Baer." 

The  FTC  won't  say  what  it's  focusij 
on  in  the  Intel  probe.  But  insiders  s| 
it  hopes  to  use  standard  antiti-ust  tl 
ories  to  determane  whether  Intel  is 
legally  using  its  muscle  to  thwart  Is 
vals.  FTC  documents  do  provide  sor 
glimpses  into  where  trustbusters  a[ 
headed.  For  one,  regulators  want 
know  whether  Intel  tries  to  keep 
makers  from  bu\ing  rivals'  produci 
by  threatening  to  withhold  allotmen-: 
of  its  popular  Pentium  chips.  Anotlr 
question:  Does  Intel  hold  back  technii 
information  from  companies  that  di>i 
buy  exclusively  from  Intel — data  th(| 
need  to  develop  compatible  products 
The  FTC  a\->'  i-  examining  wi 


the  company  disclosed  that  tlu-  ayLuc;. 
has  launched  a  broad  investigation  into 
whether  the  chip  giant  is  using  its  domi- 
nance to  hobble  competitoi-s.  in  \iolation 
of  antitrust  laws. 

FREQUENT  FLIERS.  While  Wall  Street 
barely  mustered  a  yawn  over  news  of 
the  inquiiy — the  stock  hardly  budged, 
moving  from  95>-  on  Sept.  24  to  9314  on 
Oct.  1 — goveinment  and  industiy  insid- 
ers say  this  probe  packs  fii'epower.  In- 
deed, over  the  past  few  years,  ftc  offi- 
cials and  employees  have  logged 
thousands  of  air  miles  between  Wash- 
ington and  Silicon  \'alley  to  bone  up  on 
gigabytes,  Ethernets,  and  other  high- 
tech staples.  That  could  signal  trouble 
for  Santa  Clara-based  Intel.  "People 
who  think  this  is  a  simre  are  taking 
considerable  risk,"  says  Kevin  A.  Ai"- 
quit,  a  lawyer  who  was  a  former  dii'ec- 
tor  of  the  ftc's  Bureau  of  Competition. 


The  FTC  has  spent  the  last  four  years 
boning  up  on  the  nuances  of  the  complex 
and  rapidly  changing  high-tech  industry 


have  with  Intel  about  the  probe — a 
move  designed  to  shake  loose  witness- 
es who  last  time  feared  that  Intel 
would  retaliate  against  them  for  vol- 
untarily speaking  with  investigators. 
"Companies  didn't  come  forward  last 
time  because  they  weren't  compelled 
to,"  says  an  industry  executive.  "The 
FTC  comprehends  that  problem  and  is 
trying  to  address  it." 

And  unlike  the  last  go-around,  the 
agency's  most  senior  officials  have  been 
involved  fi'om  the  stait.  The  ftc  unani- 
mously approved  moving  ahead  with 


Intel  pimishes  companies  that  buy  cor 
petitor's  goods  by  being  stingj*  with  tl 
rich  marketing  support  it  feeds  to  i 
most  loyal  customers.  Intel  spent  moi 
than  Sl.4  billion  last  year  subsidizir 
its  customers'  advertising,  via  the  Int 
Inside  cooperative  advertising  campaig 

Intel  denies  any  wrongdoing, 
spokesman  says  it  is  cooperating  wit 
regulatoi-s  and  is  confident  that,  like  b 
fore,  it  will  be  exonerated.  "We  ai"e  su 
cessful,  but  we  got  there  following  tl 
rtiles,"  says  the  spokesman. 

Intel  has  reached  a  remai-kable  pos 


COMMENTARY 


Richard  S.  Dunham 

THIS  POISON  PILL'  COULD  KILL 
CAMPAIGN  REFORM 


1.  It  owns  85%  of  the  microprocessor 
rket  and  does  a  masterful  job  of 
iping  that.  Now,  with  clones  begin- 
g  to  take  share  in  the  Pentium  mar- 
,  it  is  pushing  PC  makers  and  cus- 
lers  to  trade  up  to  the  Pentium  II 
3  and  a  new  PC  architecture,  which 
lers  will  have  trouble  duplicating  for 
irs.  That,  analysts  say,  could  drive 
fits  to  $6.5  billion  this  year,  up  26% 
T  1996. 

I  A-TEAM."  It's  this  astonishing  mar- 
position  that  has  cb*awn  the  ftc's  at- 
tion.  Also,  the  agency  is  alarmed  by 
el's  move  into  adjacent  markets — 
plying  a  variety  of  chips  that  also  go 
)  computers.  In  a  separate  but  relat- 
inquiry,  the  ftc  is  reviewing  Intel's 
iposed  $420  million  acquisition  of 
ips  &  Technologies  Inc.  At  issue: 
ss  the  purchase  of  the  San  Jose- 
ed  graphics  chipmaker  give  Intel 


Toprocessors — squeezing  out  small- 
outfits  specializing  in  graphics, 
rhe  FTC  would  like  to  strengthen  its 
ik  reputation  in  SiUcon  Valley.  In  ad- 
on  to  passing  on  its  fii'st  probe  into 
el,  the  FTC  deadlocked  on  whether 
sue  Microsoft  Corp.  in  1993.  A  sub- 
[uent  inquiry  by  the  Justice  Dept. 
to  a  settlement  with  Microsoft  that, 
;ics  say,  was  little  more  than  a  slap 
the  wrist. 

3as  the  ftc  learned  enough  to  biing  a 
e  that  w\[\  stick?  "Wlien  you  combine 
istantive  knowledge  of  antitiust  law 
h  substantive  knowledge  of  the  in- 
itry,  you  have  an  A-team,"  says  Cluis- 
s  A.  Varney,  a  former  ftc  commis- 
ner.  Now,  Silicon  Valley  will  decide  if 
ftc  can  make  the  gi-ade. 
By  Linda  Hinielstein  and  Andy 
inhardt  in  San  Mateo,  Calif.,  with 
san  Garland  in  Washington,  D.  C. 


In  a  move  that  should  have  sur- 
prised only  the  hopelessly  naive, 
Senate  Republicans  dove  into  the 
campaign-finance  debate  on  Sept.  29 
with  a  proposal  that  could  stop 
reform  in  its  tracks.  The  idea,  imme- 
diately assailed  by  Democrats  as  a 
"poison  pill,"  would  bar  unions  from 
spending  dues  on  political  causes 
unless  members  gave  advance 
approval. 

Majority  Leader  Ti-ent  Lott's  plan 
is  not  only  cheap  politics,  a  transpar- 
ent attempt  to  kill  a  bipartisan  cam- 
paign-finance bill  by  making  it  unac- 
ceptable to  the  45  Senate  Democrats 
who  now  support  it  (page  47).  It's 
also  bad  policy.  If  Lott  were  really 
serious  about  reform, 
he  would  extend  the 
principle  of  his  propos- 
al— an  end  to  the 
tyi'anny  of  donation 
without  representa- 
tion— to  business.  Cor- 
porations outspent  la- 
bor in  '96  by  at  least 
$60  million,  say  cam- 
paign-finance watchdog 
groups.  Yet  managers  of  corporate 
political  action  committees  aren't  ac- 
countable to  shareholders.  They  dis- 
tribute PAC  dollars  and  uni'estricted 
"soft  money"  to  the  party  of  their 
choice,  most  often  the  OOP.  Like 
union  bosses,  they  don't  poll  their 
shareholders  to  determine  their 
preferences.  And  like  union  bosses, 
they  operate  under  a  "trust  me"  phi- 
losophy to  do  what's  best  for  their 
enterprise. 

FEAR  OF  A  BACKLASH.  Lott  and  other 
anti-reform  Republicans  should  think 
twice  before  nishing  down  this  path. 
In  launching  their  attempt  to  bloody 
unions  they  may  embolden  sharehold- 
er gi'oups  to  demand  more  account- 
ability from  the  executive  suite.  In- 
vestors "have  no  say  at  all  in 
determining  the  size  or  magnitude  of 
these  contributions,"  says  retired 
leveraged  buyout  specialist  Jerome 
Kohlberg  Jr.,  a  reform  backer.  "The 
overwhelming  majority  of  sharehold- 
ei's  are  unaware  of  the  large  contri- 
butions which  are  being  made." 

Some  corporations,  feaiful  of  a 
shareholder  backlash,  are  already  re- 
thinking their  participation  in  financ- 


ing campaigns.  A  lobbyist  for  one  ma- 
jor New  Yoi'k-based  investment  house 
that  gave  more  than  $500,000  in  un- 
regulated "soft"  money  during  the  '96 
election — ovei-whelmingly  to  Republi- 
cans— says  the  company  has  quietly 
adopted  a  moratorium  on  such  contri- 
butions, partly  in  response  to  com- 
plaints about  its  partisan  donations. 
"We  are  sensitive  to  our  shareholders 
and  chents,"  the  lobbyist  says. 

Republicans  and  their  business  al- 
lies are  quick  to  point  out  a  big  dif- 
ference between  labor  and  corporate 
politicking.  "Shareholders  always 
have  the  right  to  sell  theii'  shares 
and  buy  something  else,"  says  Frank 
Coleman  of  the  U.  S.  Chamber  of 
Commerce.  "Workers 
can't  just  walk  away 
from  theii'  jobs." 

True.  In  fairness, 
Republicans  aren't  the 
only  partisans  playing 
games  with  reform. 
Some  Democratic  liber- 
als who  favor  the  sta- 
tus quo  insist  on  in- 
cluding spending  hmits, 
which  the  gop  sees  as  a  violation  of 
free  speech.  Meanwhile,  President 
Clinton  continues  to  raise  millions  at 
big-bucks  fund-raisers,  even  as  he 
calls  for  a  halt  to  soft-money  giving. 
"Both  sides  are  being  hy]Docritical," 
says  one  disgusted  executive.  "They 
are  posing  as  white  knights,  when 
all  they  want  to  do  is  disarm  the 
other  side." 

Republicans  who  complain  about 
Democratic  fund-raising  abuses 
should  instead  direct  theii'  energies 
into  real  reform.  There  may  be  no 
real  enthusiasm  on  the  Hill  for  a  ma- 
jor overhaul.  But  with  a  little  good- 
will from  both  parties,  some  modest 
changes  could  help  restore  public 
ti-ust  in  the  political  process.  Among 
them:  curbs  on  soft  money,  tighter 
regulation  of  business  and  labor  ad- 
vocacy campaigns,  and  more  public 
disclosure  of  sources  of  campaign 
cash.  But  none  of  this  can  happen  as 
long  as  Republicans  use  the  cuirent 
debate  to  settle  some  old  scores  with 
the  AFL-CIO. 


Dunham  covers  politics  from 
Washington. 


CHEAP  POUTiOS 

If  Senator  Lott  were 
serious  about  reform, 
he  would  try  to  stop 
donation  without 
representation  for  both 
business  and  labor 
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TRANSPORTATION 


BUSINESS  IS 
IN  A  FLYING  RAGE 

Companies  are  banding  together  to  drive  down  airfares 


On  its  face,  it  looked  like  another 
sign  of  a  brisk  business  climate. 
C'hi-ysler  Coi73.'s  travel  budget  was 
heading  toward  $50  million  for  the  yeai; 
up  25%  fi-om  just  two  years  ago.  Gkjbe- 
trotting  managers  nailing  down  deals? 
Not  ciuite.  The  culprit  was,  alamningly, 
the  skyi'ocketing  cost  of  air  travel. 

Chrysler  decided  to  fight  back.  For 
the  past  thi'ee  months,  executives  have 
cut  travel  and  boosted  use  of  videocon- 
ferencing. And  the  company's  travel 
agents  are  under  oixlers  to  spur  com])e- 
tition  by  buying  tickets  on  Pro  Air  Inc., 
a  Detroit  startup  airline,  even  when 
Noithwest  Airlines  Inc.  offers  the  same 
fare.  The  i-esult:  Ti-avel  e.xpenses  will 
likely  end  up  15%  above  their  '95  level. 
UP  AND  UP.  In  an  economy  marked  by 
low  inflation  and  falling  prices,  corpo- 
rations are  fuming  about  the  .steep  rise 
in  air-travel  co.sts  (chart).  Published  do- 
mestic business  faj'es  have  jumped  84%. 
since  the  beginning  of  the  year,  accord- 
ing to  American  Express  Coiporate  Ser- 
vices. In  September,  the  major  carriers 
announced  a  5%-  fare  hike,  then  cut 
travel-agent  commissions.  That  move 
will  turn  into  a  stealth  fare  hike  for 
many  lai-ge  ccjiiDoi'ations,  which  now  pay 
agents  negotiated  fees  and  take  the  tra- 
ditional agent  commission  back  in  re- 
turn. Tlie  shrinking  rebate  will  cost  con- 


sumers and  businesses  some  $500  mil- 
lion a  year.  "We're  at  a  breaking  point," 
says  Edward  Gilligan,  president  of 
American  Express  Corporate  Services. 
"Companies  are  not  going  to  accept  in- 
crease over  increase." 

Companies  are  fighting  back  any  way 
they  can.  Black  &  Decker  Corp.  has 
asked  executives  to  fly  coach  on  the 
way  back  from  London — a  trip  that 
doesn't  include  an  overnight.  Cleveland- 
based  M.  A.  Hanna  &  Co.,  a  $2.2  billion 
rubber  and  plastics  company,  has  sped 
up  construction  of  two  new  videocon- 
ferencing facilities  and  plans  to  add 
more.  Walt  Disney  Co.  is  one  of  a  hand- 
ful of  companies  that  have  set  up  their 
own  in-house  travel  agencies. 

The  moves  are  having 
an  effect.   In  July  of 
1994,  Coiporate  America 
paid  $228  for  the  aver- 
age one-way  business 
ticket— or  70%,  of  the 
ty]iic:il  ijublished  fare  at 
the  time.  By  this  sum- 
mer, before  the  most 
recent  5%  hike,  compa- 
nies    were  paying 
$270 — still  an  increase, 
but  now  just  64%' 
of    the  typical 
published  fare. 


f 


CONNECTIONS:  Washington  mc 
(1(1(1  slots  fo)'  startup  carriers 


"  JAN,  '94 
A  DOLLARS 


In  Washington,  the  plight 
business  travelers  has  spark 
tlebate  on  how  to  encourage  lo' 
cost  startup  carriers.  On  Oct. ; 
at  a  Chrysler-sponsored  meetii; 
in  Washington,  the  Transport; 
tion  Dept.  wall  announce  plans 
publish  for  the  fii-st  time  a  de 
tion  of  what  constitutes  "pre^ 
tory  behavior"  by  established 
cari'iers.  Low-fare  carriers 
the  majors  have  tried  to  p 
them  out  of  business  by  sellii 
cut-rate  tickets. 

At  the  urging  of  startups,  tl 
Ti-ansportation  Dept.  may  so( 
open  new  slots  at  congested  ai 
ports  in  New  York,  Chicago,  ai 
Washington  for  low-fare  carriei 
Airports  in  those  cities  are  the  on 
ones  in  the  LI.  S.  with  a  governmen 
set  ceihng  on  the  number  of  flights,  ai 
the  big  carriers  own  the  rights  to 
most  90%'  of  the  slots.  Meanwhile,  Se 
ate  Commerce  Committee  Chairm 
John  McCain  (R-Ariz.)  plans  to  intr 
duce  a  bill  in  October  that  would  for 
the  Ti-ansportation  Dept.  to  respor 
more  quickly  to  charges  of  anticompe 
five  behavior  by  the  majors. 
"POLITICAL."  Big  airlines  say  the  ri; 
in  fares  is  diiven  by  the  strong  demar] 
of  a  healthy  economy  and  that  upsta 
airlines  don't  deserve  the  governmen 
help.  "Congress  doesn't  have  a  ration] 
economic  basis  for  doing  this.  It's  pol: 
ical,"  says  Michael  G.  Wliitaker,  direct' 
of  international  and  regulatory  affai: 
for  United  Airlines  Inc. 

But  business  shows  no  sign  of  letti: 
up.  Business  Tr'avel  Contractors  Co: 
ftmded  by  45  companies,  including  B 
Atlantic,  Glirysler,  and  Pi-octer  &  Gamb 
is  jnishing  j^lans  to  inject  comjjetition 
.supporting  startup  airlines.  The  gToi 
says  it  will  keep  throwing  business  1 
the  new  caniers  even  if  the  majors  ofPs 
■E^  the  same  or  better  fai'es.  btc'C  Pi-e 
B  ident  Kevin  P.  Mitche 

predicts  that  he  can  sig 
about  10  deals  with  sta 
tups  in  the  next  1 
months. 

In  other  words,  ju: 
when  the  airline  indu 
tiy  was  counting  on 
smoothei',  moi'e  pro 
itable  course,  there's 
fracas  breaking  out  i 
business  class. 

By  David  Leonharc^'<t\i 
i)i  Chicago,  anth  burea 
repoiis 
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S U P E R C O M P U T I N G  SOLUTIONS 


Protects 


ozone,  lev 


and  ruture 
generations 


When  Pacific  Northwest  National  Laboratory,  the  National  Institutes  of  Health  and  other  leading  research  centers  tackle  problems  of 
obal  proportions,  they  start  with  a  powerful  solution:  the  IBM  RS/6000  SR'  Its  unique  ability  to  perform  large-scale  computer  simulations 
ovides  scientists  and  researchers  with  new  ways  to  design  lifesaving  drugs,  locate  oil  reserves,  even  clean  up  the  surroundings  -  in  less 
ne  and  with  less  risk  to  the  environment.  And  that  benefits  all  of  us.  For  a  closer  look  at  an  RS/6000'  solution  to  your  complex  science, 
chnical  or  business  problems,  stop  by  www.rs6000.ibm.com/solutions  or  call  1  800 IBM-2468,  ext.  FA060. 


,  RS/6000  SP  and  RS/6000  afe  registeted  Irademarks  and  Solutions  lor  a  small  planet  is  a  iradematk  ol  IBM  Cotp  All  other 
pany  and/or  produci  names  are  Irademarks  or  regislerec)  trademarks  ol  their  respeclive  companies  ©1997  IBM  Corp 


News:  Analysis  &  Commentary 


SHOWDOWNS 


US  AIRWAYS:  NOT  MUCH 
ROOM  TO  MANEUVER 

Despite  a  likely  pilot  deal,  the  carrier  is  far  from  competitive 


Ever  since  taking  the 
helm  of  us  .Aii-ways 
Group  Inc.  last 
yeai\  Stephen  M.  Wolf 
has  staked  the  earner's 
future  on  winning  ma- 
jor wage  concessions 
from  its  pilots"  union. 
So  Wolf  was  jubilant 
when  he  emerged  late 
on  Sept.  30  from  two 
weeks  of  round-the- 
clock  talks,  clutching  a 
tentative  deal  that 
would  cut  labor  costs 
by  SSO  miUion. 

But  even  this  hard- 
won  \ictory  may  not  be 
enough  to  spare  Wolf, 
us  Airways'  chairman 
and  CEO.  from  eventu- 
ally having  to  find  a 
merger  partner  for  the 
caiTier.  The  reason:  The 
Arlington  (Va.)-based 
airline  remains  caught 
in  a  competitive 
squeeze  between  lower- 
cost  regional  carriers, 
which  are  picking  off 
the  company's  best 
routes,  and  lai-ger  cani- 
ers  with  national  and 
global  route  structiu-es 
that  Wolf  will  be  hard 
pressed  to  match.  Even 
with  the  new  pilot  con- 
tract, us  Airways  still  has  above-aver- 
age labor  costs  and  the  disadvantage  of 
an  inefficient,  overlapping-hub  system — 
the  legacy  of  its  origin  as  a  patchwork 
of  regional  carriers.  "The  [pilot]  deal  is 
not  going  to  be  the  panacea  eveiyone 
thinks  it  will  be,"  says  consultant 
]\Iichael  Boyd  in  Golden,  Colo. 
THIN  CUSHION.  In  fact,  even  as  Wolf  and 
the  pilots  were  hammering  out  their 
deal,  the  airline  was  dealt  another  labor 
setback.  On  Sept.  29,  us  Airways'  10,000 
resen-ation,  ticket,  and  gate  agents  vot- 
ed to  join  the  Communications  Work- 
ers of  America.  While  the  newiy  union- 
ized agents  aren't  likely  to  push  for 
wage  hikes,  they  could  limit  Wolfs  at- 
tempts to  realize  further  savings  in  its 
bloated  ground  operations. 


on  in  those  markets  where  us  Airway 
has  been  pounded  by  lower-cost  cor 
petitors  such  as  Southwest  and  Del 
Express.  But  many  analysts  belies 
that  us  Airways  will  still  be  hai 
pressed  to  match  the  overall  efficienc 
of  low-frills  caniers  that  will  still  enjc 
a  big  cost  advantage  in  their  gi-our 
operations.  "Wolf  simply  can't  mate 
Southwest  point-to-point."  says  Boyc 
Wolf  has  vowed 
use  a  new  labor  co: 
tract  as  the  spiingboai 
for  a  major  expansio 
His  bai-gain  with  the  { 
lots  will  allow  him  to  | 
ahead  and  buy  400  ne 
planes  from.  Europe 
.Ah'bus  Industrie  to  be 
ster  West  Coast  an 
transatlantic  servic 
The  timing  looks  rigl 
for  an  internation; 
ljush:  Analysts  say  thi 
us  Aii'ways  is  expecte 
to  be  one  of  the  biggei 

HOT  SEAT:  Pilots' 
coiiipensation  may  bi 
cut  by  an  average  11^. 


WHY  US  AIRWAYS  WANTS  CONCESSIONS 


ITS  HIGH  LABOR  COSTS. 

OPERATING  COST 


...MEAN  LOW  PROFITABILin 

CONSOLIDATED  OPERATING  MARGIN 


0  3  6 

►  CENTS  PER  AVAILABLE  SEAT  MILE 


12 


2  16 
DATA:  STANDARD  &  POOR  S  CORR 


In  an  economic  slow-down,  these  high 
costs  could  quickly  put  us  Air\vays  back 
into  a  taUspin.  While  the  canier  is  shai'- 
ing  in  the  industry's  cuiTent  good  for- 
tune, the  S3  billion  in  losses  suffered 
earlier  this  decade  leaves  the  airline 
with  a  much  thinner  cushion  to  absorb  a 
slump  than  its  rivals  have.  The  new 
contract,  which  grants  the  pilots  S300 
milhon  in  stock  options  in  return  for 
fl\ing  more  hours  each  month,  will  help. 
The  deal  would  bring  us  Aii-ways"  pilots 
pay  closer  to  levels  at  United  Airlines. 
Delta  Air-  Lines,  and  American  Aii-lines. 

The  tentative  contract  also  gives 
Wolf  the  latitude  to  establish  an  "aii*line 
within  an  airline."  flown  by  jimior  pilots 
making  as  much  as  30'7c  less  than  be- 
fore. That  unit  would  compete  head- 


beneficiaries  of  ongoin 
U.  S. -European  trad 
talks  to  open  new-  lane 
ing  slots  at  London 
Heathrow-  Airport  an 
elsew-here. 

Ironically,  us  Ai 
ways  may  find  it  easif 
to  acquire  new  slots  £ 
Heathrow  than  in  th 
American  heartlanc 
Despite  WolTs  desire  t  ^' 
rebuild  the  carrier 
West  Coast  networl 
analysts  say  that  th 
best  hub  cities  are  sa 
urated.  The  only  markets  left  ai-e  thos 
like  Kansas  City.  Mo.,  that  have  bee 
duds  for  other  caniers. 

With  so  few-  options,  some  Wa 
Street  watchers  are  betting  Wolf  i 
chaiting  the  same  route  for  us  Ainvay 
that  he  took  as  ceo  of  RepubUc  an 
Fhing  Tiger:  After  extracting  simila 
wage  concessions  at  those  companie; 
Wolf  sold  out  to  competitors.  Indeed, 
restructui'ed  us  Aii-ways  w-ould  be  a1 
tractive  to  United  Aiiiines  and  Amer 
can  Airlines;  both  covet  Wolfs  hold  ove 
major  East  Coast  airports.  For  the  56 
year-old  Wolf,  inking  the  pilot  settle 
ment  may  mean  he  has  begun  his  de 
scent  at  us  Airways. 

By  Dean  Foust  in  Washington,  ivit. 
Wendy  Zellner  in  Dallas 


I 
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DECISION    SUPPORT  SOLUTIONS 


Powers 
awn  mowers 
.  loasiers 
humi 


lers 


repea 


■J.  .  -■  "  P  V  ■ 


How  do  you  turn  youibubiiitss  data  intoasizat .  advantage?  We  offered  Sears  a  versatile  power  tool;  thie  IBM  RS/6000! 

giving  them  a  choice  of  the  leading  database  software,  the  RS/6000  provided  Sears  with  the  flexibility  to  design  a  truly  custom  data 
rehouse.  And,  with  its  award-winning  UNIX'  operating  system,  AIX',  the  RS/6000  easily  manages  their  existing  data.  It  adds  up  to  a 
:ision  support  system  that  helps  Sears  better  serve  their  customers  and  helps  keep  their  business  growing,  too.  To  see  how  an  RS/6000 
ution  can  power  your  business,  stop  by  www.rs6000.ibm.com/solutions  or  call  1  800 IBM-2468,  ext.  FA059. 


S/6000  and  AIX  aie  legislefed  liademarte  and  Solutions  tot  a  small  planel  is  a  Irademaik  ol  IBM  Corp  UNIX  is  a 
ired  Irademark  in  the  U  S  and  other  counlnes,  licensed  exclusively  Itirough  X/Open  Company  Limited  All  other 
iny  and/or  produci  names  are  Irademafks  or  regislered  trademarks  ol  Iheir  respeclive  companies  ©1997  IBM  Corp 


Solutions  for  a  small  planet 


COMIVIENTARY 

By  Keith  H.  Hammonds 


RICH  SCHOOL.  POOR  SCHOOL:  CAN  WE  LEVEL  THE  FIELD? 


Parents  know  the  drill.  Want 
new  personal  computers 
for  the  high  school? 
Arrange  a  jog-a-thon.  The  dis- 
trict won't  fund  a  part-time 
music  teacher?  The  playground 
equipment  is  falling  apart? 
Bake  cookies,  sell  candy,  save 
labels.  Eat  at  a  participating 
McDonald's. 

Such  extracurriculai-s  are  in- 
grained in  American  pubUc  edu- 
cation. "This  has  been  going  on 
a  long,  long  time,  and  it's  all 
over  the  place,"  says  Richard  F. 
Elmore,  education  professor  at 
Harvard  Univei"sity.  In  wealthi- 
er districts,  pai'ent  groups  and 
foundations  can  augment  state 
and  local  monies  to  the  tune  of 
hundreds  of  thousands  of  dollars. 
They've  never  been  seriously 
challenged  because  the  money 
comprises  a  small  fi*action  of 
overall  school  budgets.  Besides, 
it's  also  hard  to  suggest  that 
pai'ents  not  spend  money  to  im- 
prove kids'  education. 

In  late  September,  though, 
the  issue  ci-^'stallized  in  com- 
peUing  fashion.  Parents  at  New 
York's  Pubhc  School  41,  in  a  rel- 
atively affluent  comer  of  Man- 
hattan's Greenwich  Milage, 
raised  .$46,000  to  underwiite  a 
fomth-grade  teacher  who  had  been 
set  for  reassignment.  The  city  re- 
fused the  offer  but  kept  the  teacher 
in  place  anyway,  ordering  the  district 
to  find  the  money  elsewhere. 
TUG  OF  WAR.  The  iiickus  fascinated 
education  experts  because  it  pitted 
two  cherished  notions  against  each 
other.  Most  pubhc  school  systems,  in- 
cluding New  York's,  hold  sacred  the 
beUef  that  the  education  they  give 
the  poorest  kid  is  no  worse  than  that 
of  a  rich  kid.  Yet  that  democratic  in- 
stinct fights  the  equally  vaUd  urge  of 
indi\idual  parents  to  get  their  chil- 
dren the  best  schoohng  possible. 
"There's  a  lot  that's  positive  on  both 
sides,"  says  Stanforrl  education  pro- 
fessor Da\id  Tyack. 

The  tension  goes  back  many  years, 
Tyack  notes.  In  the  19th  century, 
towns  built  massive,  ornate  schools 
to  attract  middle-  and  upper-class 


CLASSROOM  IN  A  GYM 

New  York  should  tiy  xMichigaii's  answer:  Fund 
schools  \aa  state  taxes,  not  property  taxes 


students,  thinking  that  a  diverse 
population  was  attractively  egalitari- 
an— and  that  wealthy  people  were 
happier  to  pay  property  taxes  if 
their  kids  used  the  schools.  At  the 
same  time,  schools  wTestled  with 
"i*ate  bills,"'  which  required  parents 
to  pay  extra  tuition,  above  taxes,  if 
they  wanted  more  than  a  few 
months'  schoohng.  Ultimately  con- 
demned as  unfair  to  the  poor,  the  as- 
sessments disappeared  by  1900. 

Today,  Ameincans  still  straggle 
with  equity.  Parents  in  prosperous 
Indian  Harbour  Beach,  Fla.,  will 
raise  as  much  as  $30,000  this  yeai" 
\ia  a  walk-a-thon.  gift-wTap  sales,  and 
the  like,  helping  to  pay  for  Internet 
connections  at  Ocean  Breeze  Elemen- 
taiy  School.  Rate  bills,  redux.  Across 
the  Intracoastal  Watenvay  at  Mel- 
bourne's University  Park  Elemen- 
tary', however,  a  coupon-book  sale 


"failed  miserably,"  says  Principal 
Clenton  L.  Taylor  So  did  hitting 
parents  up  for  $10  contributions. 
Internet  connections?  With  his 
lower-incom.e  pai'ents  "so  busy 
tning  to  sur\ive,"  Taylor  isn't 
holding  his  breath. 

The  problem  is  not  that 
wealthier  people  are  shelUng  out 
more  to  improve  schools:  Their 
impulse  and  involvement  is  laud- 
able. Rather,  privately  raised 
money  increasingly  is  supporting 
operations  for  which  government 
should  be  responsible.  "Ti-adition- 
aUy,  outside  funcUng  has  support- 
ed the  trips,  the  band,  the 
fiinges,"  says  Mar>'  F.  Fulton,  a 
policy  analyst  at  the  Education 
Commission  of  the  States,  a  re- 
search gi'oup.  Now,  she  says,  it's 
often  used  to  renovate  buildings 
and  pay  teachers. 

P.  S.  41  pai'ents  mobilized  be- 
cause losing  a  teacher  would 
have  hfted  the  number  of  fomth- 
gi'adei-s  per  class  from  26  to  32 — 
meeting  the  city  standai'd,  but 
still  remarkably  high.  It's  no 
wonder  citizens  wiU  take  such 
exti-aordinar\-  action:  At  P.  S.  41, 
government  cUdn't  do  the  job. 
"The  much  bigger  issue  here  is 
quaUty  of  education,"  says  Rebec- 
ca Daniels,  co-president  of  the 
school's  PTA.  "We  need  to  put  more 
dollai's  in  the  budget." 

The  plain  solution:  States  and  local- 
ities must  guai-antee  a  base  of  satis- 
factory' pubhc  education  for  all — and 
allow  private  money  for  extras.  Michi- 
gan attempted  this  with  relative  suc- 
cess three  yeai-s  ago,  delinking  local 
property  taxes  fi-om  schools  and  in- 
stead allocating  education  funds  cen- 
trally fi-om  higher  state  sales  and  cig- 
arette taxes.  Poorer  districts  won  a 
floor  on  per-student  funding.  Rich  ai'- 
eas  kept  then*  higher  budgets  but  can 
lift  spending  just  1.5%  a  year.  Is  it 
fair?  Not  really.  But  it  does  responsi- 
bly pro\ide  a  mochcum  of  quahty  for 
all  while  allowing  the  opportunity  for 
some  districts  to  create  something 
better.  That's  not  a  bad  lesson  for 
New  York. 

Hammoyids  writes  on  social  issues. 
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FIDELITY.COM:  IT'S  ONLINE  TRADING  AND  A  GOOD  DEAL  MORE 


$28 

Online  Trades 


RESEARCH  AND 
PLACE  TRADES  ONLINE 

Fidelitycom  puts  the  power  of  one  of  Waff 
Street's  fargest  traders  at  your  fingertips.  It 
gives  you  access  to  stoctcs  and  transaction 
fee  mutuaf  funds  for  as  fittle  as  $28  95 
a  trade.' 

Use  Fidefity's  online  toofs 
.  to  review  stoclcs.  Ttien 
I  point  and  cficf;  to  access 

independent  researcti  from 
S&rP,  First  Calf  and  more. 


ACCESS  TO  IPOs 

Good  news  for  traders.  Ttirougfi  an 
excfusive  afliance  witti  Salomon 


Fidelity 


Brotfiers,  Fidefity  gives  you  regufar 
access  to  fPOs  and  otfier  pulific  offer- 
ings. Until  now,  you  tiad  to  go  to  a  fuff 
service  brotcer  for  this  kind  of  access. 

OPEN  AN 
ACCOUNT  NOW 

Turn  your  desk  into  a  "trading  desk  "  with 
hdeliiycom.'  To  open  your  account,  call 
f-800-544-7610  today  Ask  about  deeper 
discounts  for  active  traders. 


www.fidelity.com 


1-800-544-7610 


Inuestments' 


TDD  SERVICE:  1-800-544-0118  for  the  deaf  and  hearing-impaired  9  a.m.  -  9  p.m  ET. 

For  more  complete  information  on  any  fund  availahle  through  FundsNetwork,  including  charges  and  expenses,  call  for  a  free  prospectus. 
Please  read  it  carefully  before  you  invest  or  send  money. 

'Applies  to  stocks  and  FundsNetwork  transaction  lee  mutual  fund  trades  placed  online  via  the  Web  or  Fidelity  Online  Xpress+'".  For  FundsNetwork  transaction 
fee  mutual  fund  trades  placed  online  pay  $28.95.  For  stock  trades  placed  online,  pay  $28  95  lor  trades  of  1,000  shares  or  less.  For  trades  between  1,001  and 
4,999  shares  pay  $28.95  plus  $  03  per  share  over  1 ,000  For  trades  of  5,000  or  more  shares,  pay  $28.95  plus  $  02  per  share  over  1 ,000  For  stocks  pnted  under 
$1,  maximum  charge  will  not  exceed  3%  ol  pnncipal  amount  Minimum  commission  $28  95  Effective  October  1,  1997,  limit  and  stop  orders  will  be  charged 
an  additional  $3  premium  per  trade.  'Orders  placed  through  www.fidelitycom  are  sent  directly  to  the  markets  \na  Fidelity's  computer  system  that  venhes  that 
the  orders  pass  standard  trading  and  account  requirements  Fidelity  Brokerage  Servnces,  Inc.  Member  NYSE,  SIPC  4b/39489  001 
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HEADLINER:  STEVE  BOLLENBACH 


EDITED  BY  BILL  JAVETSKI 


HOSTEL  TAKEOVER? 


Stephen  Bollenbach's 
chances,  as  they  say  in 
Las  Vegas,  just  passed 
even  money.  On  Sept. 
30,  a  federal  judge 
ruled  that  itt's 
plan  to  evade  ; 
Hilton  Hotels 
CEO  Bollen- 
bach's takeover 
bid — splitting 
ITT  in  three — 
must  be  put  to  a 
shareholder  vote. 
That  has  investors  betting 
that  Hilton  can  pull  off  its 
$11.5  biUion  hostile 
takeover,  itt  shares  hit 
$67.75  on  Sept.  30,  up  8.4% 
and  approaching  Hilton's 
$70-a-share  bid. 

itt  will  keep  fighting. 
Says  a  spokesman: 
"There's  no  takeover  pre- 
mium in  Hilton's  bid."  He 


claims  that  sealed  court 
documents  show  Hilton 
conservatively  values  itt 
shares  at  $71. 

For  now,  Hilton's 
bid  stands.  "If 
they're  really 
interested  in 
getting  share- 
holder value, 
tell  them  to 
take  our  calls," 
says  Hilton's  Marc 
Grossman,  who  says 
itt's  Rand  Araskog  didn't 
return  Bollenbach's  Sept. 
30  call.  Maybe  he  couldn't 
get  through.  Wall  Street 
sources  say  institutional 
investors,  many  of  whom 
have  ridden  itt  from  the 
$42  pre-bid  price,  have 
been  calling  in  droves. 
Many  are  backing  Hilton. 

By  Ronald  Grover 


A  BONANZA 
FOR  HUIZENGA 

IT   WAS   QUITE   A   WEEK  IN 

Wayne's  World.  Republic  In- 
dustries Chairman  H.  Wayne 
Huizenga  scored  big  on  Sept. 
29,  when  he  sold  RepubUc's 
seciuity  division  to  Ameritech 
for  $610  million.  That's  six 
times  what  he  spent  cobbling 
it  togethei".  The  payout  pro- 
vides a  hefty  bank  account  to 
continue  building  Republic's 
auto  r-etailing  business.  An- 
other boost  came  the  same 
day,  when  a  federal  judge  dis- 
missed American  Honda  Mo- 
tors' lawsuit  to  bar  Republic 
fi'om  acquiring  more  Honda 
dealerships.  Honda  says  it 
will  appeal,  but  Repubhc  and 
Toyota  Motor  the  following 
day  signed  a  final  agi-eement 
resolving  a  similar  dispute. 


CLOSING  BELL 


LIMPING  BADLY 

Apria  Healthcare  Group  has 
been  missing  earnings  fore- 
casts for  a  year,  and  the 
stock  shows  it.  When  the 
No.  1  home-care  company 
announced  on  Sept.  29  that 
President  Steven  T.  Plochocki 
was  resigning,  shares  gained 
50c.  But  at  13K,  the  stock  is 
still  24%  off  its  August  high 
of  18.  Apria,  which  has 
struggled  for  two  years  to 
make  Abbey  Healthcare 
Group  and  Homedco  Group 
mesh,  has  retained  Goldman 
Sachs  to  find  a  buyer.  Ana- 
lysts expect  it  to  close  a  deal 
by  the  end  of  October 


18- 
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The  capper:  Huizenga's  pri- 
vately owned  Florida  Mai-Uns 
baseball  team  made  the  play- 
offs for  the  fu'st  time  in  its 
five-year  history 

IBM  LOSES 

A  SOFTWARE  LEGEND 

RAY  OZZIE,  IBM's  BRICHTEST 

software  star,  is  leaving  Big 
Blue  to  start  his  own  ven- 
ture, RythmLx.  Ozzie  invented 
Lotus  Notes,  the  software 
that  led  IBM  to  acquire  Lo- 
tus Development  in  1995  for 
$;3.5  billion.  Notes  has  become 
the  cornerstone  of  IBM's  ef- 
forts in  "groupware" — pro- 
gi'ams  that  let  workers  col- 
laborate across  a  network. 
Insiders  say,  however,  that 
Ozzie  hasn't  been  directing 
the  product's  development  for 
nearly  a  year.  And  there  are 
no  hard  feelings:  IBM  and  Lo- 
tus appeal'  poised  to  back  the 
venture — even  though  Ozzie 
isn't  short  of  fimds.  The  IBM 
buyout  netted  him  more  than 
$50  million,  colleagues  say. 

AETNA  CATCHES 
A  NASTY  COLD 

CAN  YOU  BUY  INSURANCE 
against  falling  stock?  Appar- 
ently not  if  you're  Aetna.  The 
health-covei'age  giant's  shai-es 
have  lost  20%  of  their  value 
in  a  week.  Tlie  fall  got  steep- 
er after  Aetna  ceo  Richard 
Huber  revealed  on  Sept.  29 
that  third-quarter  earnings 
could  drop  to  95<z  a  share,  vs. 
the  $1.31  analysts  expected. 
Why?  Huber  said  Aetna  laid 
off  too  many  claims-process- 
ing employees  when  Aetna 
merged  with  U.  S.  Healthcai-e 
last  year.  Analysts  are  more 
sanguine  about  Aetna's  long- 
teiTn  prospects. 

A  WORLD  ROLLING 
IN  CHEAP  STEEL 

the  LONC-PREDICTED  STEEL 

glut  has  anived.  On  Sept.  29, 
Nucor  in  Charlotte,  N.  C, 


slashed  prices  of  its  flat-rolled 
steel  by  7%,  or  about  $25  per 
ton.  While  demand  for  steel 
remains  strong,  reports  of 
price  discounting  were  in- 
creasing through  the  months 
of  August  and  September — as 
the  restart  of  production  at 
Wheeling  Pittsburgh  Steel, 
coming  at  the  end  of  a  10- 
month  strike,  helped  to  dis- 
rupt the  market.  Imports 
continue  at  a  near-recoi-d  clip, 
at  25%  of  total  U.  S.  sales.  If 
Nucor's  price  cut  leads  to  ad- 
ditional downward  pressure, 
the  higher-cost  producers 
such  as  Bethlehem  Steel  and 
Inland  Steel  Industries  stand 
to  suffer  the  most. 


TOYS  R'  US 

CAN  TWIN  EM  ALL 

DESPERATELY  SEEKING  MR. 
Potato  Head?  You  may  soon 
find  him  on  sale  in  your  fa- 
vorite warehouse  shopping 
club.  On  Sept.  30,  a  fedej-al 
administrative    judge  an- 


nounced a  ruling  that  Toj 
'R'  Us  had  violated  antitru; 
law  in  wi'ongly  using  its  ma 
ket  clout  to  put  pressure  c 
Mattel,  Hasbro,  and  oth( 
toymakers  not  to  sell  the 
popular  products  to  compel 
tors  of  Toys  'R'  LTs — inclu( 
ing  warehouse  giants  Pric 
Club  and  Sam's  Clubs.  TI 
judge,  upholding  a  complau 
by  the  Federal  Ti-ade  Con 
mission  in  May  1996,  ordere 
Toys  'R'  Us  to  stop  pressin 
toymakers  to  restrict  sales  1 
the  discounters. 

ETCETERA...   

■  The  Feds  will  force  Ra^ 
theon  to  sell  missile  units  t 
buy  Hughes  Electronics. 

■  A  federal  grand  jury  wi 
probe  Hudson  Foods'  han 
burger  recall. 

■  Women  hold  10.6%  of  bij 
company  board  seats,  u 
slightly.  Catalyst  reported. 

■  Hooters  will  pay  $3.75  mi 
lion  to  settle  a  discriminatio 
suit  by  male  job  applicants 
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When  your  corporate  culture  is  about  the  best 


Business  gifts  say  so  much  about  your  company, 
to  your  customers  and  employees. 
They  reflect  your  corporate  culture.  They  reflect  you. 

For  a  smgle  gift  or  an  entn-e  service  awarci  program, 
Tiffany  works.  We  offer  impeccable  taste,  timeless  design 
and  packaging  that  promises  excitement... 
all  well  withm  your  budget. 

And  Tiffany  makes  it  so  easy.  From  personalized 
attention  to  state-ot-the-art  service. 

Tiffany's  corporate  sales  group  takes  your 
business  seriously.  So  the  right  gitt  arrives  in  the 

right  hands  at  the  right  time.  Every  time. 


FOR  CORPORATE    ACCOUNT  INFORMATION  CALL  1 -SIHi-77ii-il(i8i).  EXT.  5li 
FOl*.  ALL  OTHER  INQUIRIES.  CALL  I -S(iii-52ri-Ofi44 


BRIGHT  IDEAS  HELP  ENSURE 

They're  looking  forward  to  a  world  of  wonders.  Of  opportunity.  A  world  in  which  all  things  seem  possible, 
Bayer  Corporation,  we  share  that  vision.  Our  goal  is  to  create  the  products  that  will  shape  a  brighter  future  for  a 
our  children.  That's  why  our  Bayer  research  teams  continue  to  develop  ways  to  make  cars  safer,  longer-lasting  an 
more  fuel  efficient.  And  why  we're  creating  superior  home  insulation  materials  that  save  energy  and  make  home 

BRIGHT  FUTURES. 

more  comfortable.  Bayer  crop  protectants  help  ensure  an  abundant  food  supply.  And  many  of  our  healthcar 
products  are  now  w  orking  to  wipe  out  some  of  today's  major  diseases.  We  make  over  8,000  products  and  spen 
billions  of  dollars  in  research  every  year.  It's  part  of  Bayer's  commitment  to  put  a  world  of  innovation  to  wor 
for  you— now  and  for  generations  to  come.  Because  a  brighter  future  is  something  we  can  ail  look  forward  t 
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S  TRENT  LOn  BLOWING 
IIS  BIG  CHANGE? 


r  all  goes  according  to  plan,  Senate  Majority  Leader  Ti'ent 
Lott  will  soon  drive  a  stake  thi'ough  the  heait  of  campaign- 
inance  reform.  The  McCain-Feingold  bill  has  clung  tenu- 
;ly  to  life  in  Lott's  Senate,  and  now  he's  going  all  out  to  kill 
But  what  may  look  like  small  politics  to  the  genial  senator 
m  Mississippi  may  be  only  the  latest  miscue  to  tarnish  his 
lutation  as  a  savvy  pol. 

k  cleanup  of  the  comiption-plagued  election  finance  system 

jopular  with  voters — and  gaining  backing  from  corporate 

)s.  With  a  hai'd-to-emban-ass  President  Clinton,  the  afl-cio, 

1  all  45  Senate  Democrats  behind  a  mod- 
fix.  Republicans  are  poised  to  take  the 
for  sidetracking  reform.  Even  The  Week- 
Standard,  a  bellwether  of  conservative 

nion,  urged  Lott  &  Co.  to  back  at  least 

fie  curbs.  But  Lott  is  trying  to  attach  a 

2r  to  the  bill  that  would  require  workers' 

3r  approval  for  spending  their  dues  on  po- 

}al  campaigns — anathema  to  Democrats. 

Lott's  unwavering  stance  may  boost  his 

ck  with  GOP  Senate  colleagues  and  con- 

vatives  generally.  But  on  the  national 

^e,  he  looks  less  and  less  like  the  visionaiy 

tesman  Republicans  have  been  seeking 

:e  House  Speaker  Newt  Gingrich  (R-Ga.) 

ned  into  Public  Enemy  No.  1.  Moreover, 
nasty  campaign-finance  fight  signals  fierce 

tisan  brawling  for  the  rest  of  the  105th 

igi'ess,  setting  the  stage  for  a  bnatal  '98 

2tion  campaign. 

NY  DEALS.  Just  a  year  jj,     .  , 

),  Lott,  55,  looked" like   liying  lO 

GOP's  golden  boy.  Un-  jji        'ij  ^•     >  j  i  • 

■ved  by  Gingi-ich's  con-  placate  the  right  may  hmit  his 

ntational  tactics,  which       ■•  ,  •,  ,  .         ,  , 

I  soured  voters  on  the  Yoie  OR  thc  national  stage 

Lott  set  out  to  end  

dlock  and  prove  his 
"ty  could  govern.  In 

irt  order,  he  cut  compromises  with  Clinton  ranging  ft-om 
Ifare  overhaul  and  a  minimum-wage  hike  to  the  balanced- 
Iget  pact  and  tax  cuts. 

3ut  the  by-product  of  all  this  dealmaking  was  a  backlash 
m  GOP  hardliners,  who  accused  Lott  of  seUing  out  his  con- 
vative  principles.  "He  hasn't  given  the  troops  any  red 
at,"  complains  Thomas  S.  Winter,  editor  of  Human  Events, 
:onservative  journal.  But  Lott  counters  that  having  a 
mocrat  in  the  White  House  makes  it  tough  for  him  to 
?ance  hot-button  issues.  Besides,  he  says,  "While  we're 
getting  all  we  want,  certainly  the  debate  has  changed, 
nton  has  been  playing  on  our  turf." 
Even  so,  as  soon  as  the  ink  had  dried  on  this  year's  bi- 
tisan  budget  deal,  Lott  began  to  shore  up  his  right  flank, 
sides  savaging  the  President  for  campaign  fund-raising 
ndals,  Lott  has  launched  a  bare-knuckles  attack  on  tax- 
^er  harassment  by  the  Internal  Revenue  Service,  and  he's 


"NOW  I'M  PREPARED  TO  FIGHT,"  LOTT  SAYS 


offering  Clinton  little  help  on  renewal  of  fast-track  trade  ne- 
gotiating authority — the  top  White  House  goal  this  fall.  "I 
pulled  a  lot  of  punches  to  try  to  set  up  an  atmosphere  to  get 
the  balanced  budget  and  the  tax  cuts,"  the  Majority  Leader 
concedes.  "Now  I'm  prepared  to  fight  [the  Clintonites]." 

Those  tough-guy  tactics  are  risky.  Lott's  ho-hum  attitude 
toward  fast-track  authority  could  snaii  trade  expansion,  a  pri- 
ority of  the  GOP  and  its  business  allies.  His  plans  to  tum  up 
the  rhetoric  on  such  cherished  conservative  ideals  as  abortion 
restrictions,  eased  environmental  curbs  for  business,  and 
reining  in  unions  give  Clinton  a  new  open- 
ing to  paint  Republicans  as  extremists. 

A  string  of  missteps  earlier  this  year 
hasn't  helped  Lott's  cause.  Last  spring,  he 
tried  unsuccessfully  to  limit  the  scope  of 
the  Senate's  inquiry  into  '96  fund-raising 
abuses.  In  September,  he  and  Gingiich  were 
caught  tiying  to  slip  a  $50  bilUon  tax  break 
for  Big  Tobacco  into  the  budget  deal;  an 
embarrassing  bipartisan  revolt  killed  the 
measure.  More  recently,  he  irked  shrink- 
the-government  hardliners  by  tacitly  agi'ee- 
ing  to  back  a  2.3%  pay  hike  for  lawmakers. 
SLACK  TIME.  Even  so,  Lott's  position  in  his 
party  is  far  from  precarious.  Unlike  Gin- 
giich, he  enjoys  broad  support  among  col- 
leagues. "His  successes  have  greatly  out- 
weighed the  setbacks,"  says  Senator  Slade 
Gorton  (R-Wash.).  He  gets  kudos  for  stick- 
ing to  a  schedule  so  senators  don't  work 
overtime — and  for  his  small-town  touch. 

That's  why  even  conservative  fii-ebrands 
are  cutting  the  gop  leader  some  slack. 
"Eveiyone  understood  that  Trent  was  dealt 
a  hand  and  had  to  play  it  the  best  he 
could,"  says  Senator  Rick  Santorum  (R- 
Pa.).  And  Lott  has  moved  deftly  on  his 
own  to  make  amends.  In  talking  up  school 
choice,  curbs  on  the  iRS,  and  tax  reform, 
Lott  is  playing  to  consei"vatives  in  ways  that  also  have  broad- 
er public  appeal.  "Lott  is  finding  issues  that  are  popular 
with  the  public,  mobilize  our  base,  and  immobilize  Clinton," 
says  conservative  political  consultant  Ralph  Reed. 

Other  Lott  moves  have  been  more  strident.  After  endors- 
ing a  chemical  weapons  treaty  that  Senator  Jesse  A.  Helms 
(R-N.  C.)  tried  fiercely  to  scuttle,  Lott  backed  Helms  to  the 
hilt  when  the  Foreign  Relations  Committee  chainnan  killed 
ex-Massachusetts  Govemor  WiUiam  F.  Weld's  nomination  to 
be  ambassador  to  Mexico.  That  endeared  Lott  to  the  right. 
The  downside:  He  let  the  cranky,  despotic  Helms  become 
the  public  image  of  the  GO?  for  weeks. 

The  switch  from  playing  ball  with  the  Dems  to  playing 
hai'dball  politics  will  be  a  home  lom  with  die-hai-d  Republicans. 
But  for  a  public  tired  of  partisan  squabbling,  Lott  may  be 
throwing  the  wrong  pitch 

By  Amy  Borrus.  with  Richard  S.  Dunham 


International  Business 


TAIWAN 


RUSH 
TO 

CHINA 

Taiwan  companies 
are  becoming 
an  engine  of 
mainland  growth 

Managers  at  Taipei-based  Yageo 
Corp.  never  expected  to  put  so 
much  money  into  China  so 
quickly.  After  erecting  its  first 
plant  in  southern  China,  the  supplier 
of  components  to  Taiwanese  computer 
makers  is  now  a  year  ahead  of  schedule 
on  a  second  $20  million  factoiy  in  Kun- 
shan,  near  Shanghai.  "Our  customers 
in  China  are  the  same  as  we  have  in 
Taiwan,"  says  Jerry  Lee,  Yageo's  chief 
financial  officer.  "Now  they  are  becom- 
ing mature  and  stable  in  China,  and 
they  want  to  manage  their  component 
supply  locally." 

Taiwanese  companies,  aggi'essive  in- 
vestors across  East  Asia,  are  playing 
for  keeps  on  the  mainland.  They  now 
extend  far  beyond  the  ragtag  bunch  of 
toy  and  shoe  producers  that  first  went 
to  China  a  decade  ago  for  its  cheap  la- 
bor and  land.  Now  electronics  manu- 
facturers are  arriving,  and  they  are 
bringing  raw  material  and  parts  sup- 
pliers such  as  Yageo  with  them  across 
the  Taiwan  Straits.  In  the  nrocess,  they 
are  knitting  together  supphc  ■  networks 
that  resemble  the  sateUite  manui-ctur- 
ing  systems  the  Japanese  take  -ith 
them  abroad.  They  also  are  helpi'  i 
boost  Taiwan's  presence  in  retail  anil 
finance. 

All  of  this  is  unsettling  news  to  Tai- 
wanese officials — who  still  require  local 
companies  to  invest  in  China  indirectly 


via  Hong  Kong  oi'  another  midway  point. 
They  wony  that  the  island's  key  indus- 
tries could  hollow  out.  They  also  fear 
that  as  more  local  companies  become  de- 
pendent on  the  mainland,  Beijing  will 
gain  political  leverage  ovei-  Taipei.  The 
wholesale  transfer  of  factories  making 
eveiything  from  Nike  sneakers  to  high- 
end  fishing  rods  and  """^i^^iiiiii^ 
computers  also  is  in- 
directly heightening 
trade    frictions  be- 
tween Beijing  and  the 
U.  S.  by  driving  up 
China's  trade  sui-plus, 
projected  to  reach  $50 
billion  this  year.  "The 
big  trade  siuplus  num- 
bers  didn't  emerge 
until  the  Taiwanese  in- 
vested in  China"  sev- 


i  m 


TAIWAN'S  NEXT  CHINA 
THRUST 

►  Upgrade  from  low-skill  pro- 
duction of  shoes  and  garments 
in  China  to  goods  requiring 
more  sophisticated  technology, 
including  computers 


en  years  ago,  says 


►  Bring  in  component  suppli- 
ers and  set  up  sourcing  net- 
works that  will  broaden  the 


trade  surplus   with  the   U.S.  is 
one  way  oi"  another  linked  to  Taiwafi 
companies." 

But  for  Taiwanese  manufacturers,  itlisT 
hard  to  avoid  ties  with  the  mainlam  TKi 
Like  most  foreign  investors,  they  ar 
drawn  to  China  as  both  a  market  an 
an  export  platform.  Proximity  and 

common  language  anf?*- 
cultm'e  make  it  all  th 
more  compeUing.  Th 
official  Chinese  figur 
of  $14  billion  in  Ta 
wanese  investment  i 
certainly  understatec 
since  most  companie 
do  not  register  thei 
commitments.  Taiwa: 
companies  dominat 
industrial  parks  sue 
as  Kimshan  in  Jiangsif'is 
Province  and  coasta 


;Tfl( 


Toby  Brown,  manag-    |^^L"J?']^l^'JL'l^.^_*li^i_'^A^^^^   cities  such  as  Xiamer 


ing  director  for  Gen- 
eral Oriental  Invest- 
ments (HK)  Ltd.  "At 
least  70%  of  the 
growth    in  China's 


►  Invest  aggressively  in  service 
industries  such  as  retailing  and 
finance  on  the  mainland 

DATA:  BUSINESS  WEEK 


More  than  1& 
companies  on  Taiwan' 
stock  market — 40%  o 
total  listings — hav^ 
mainland  operations 


(fit 

fork 


Hi 
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KERS  AT 
lO 

:tronics  in 

Ci  GUANG.  IT 
4S  TO  BUILD 
THER  PLANT 
«  SHANGHAI 


Most  of  theii'  invest- 
ments are  less  than 
$3  million,  and  few 
Taiwan  companies 
have  so  far  trans- 
ferred much  know- 
how  to  their  Chi- 
counterparts.  But  this  could 
ge,  too,  cutting  years  off  the  time 
la  needs  to  develop  industries  such 
lectronics.  In  the  meantime,  Tai- 
's  contribution  to  China's  growth 
continue  to  increase  as  the  supplier 
vork&  expand.  Says  Peter  Kurz, 
aging  dii-ector  at  Meirill  Lynch  Tai- 
Ltd.:  "It's  a  veiy  Taiwan-dominated 
omic  base." 

iD  CHAIN."  For  an  idea  of  how  these 
rorks  are  taking  shape,  consider  Tai- 
's  electronics  companies.  At  first, 
ers  of  PC  components  and  hardware, 
.  as  Gvc  Corp.,  moved  labor-inten- 
chores  into  China.  But  they  have 
ced  suppliers  such  as  Yageo  and 
5  Printed  Circuit  Boards  to  move 
ories  there  as  well.  Now,  Asia 
tnical,  which  makes  the  raw  materi- 
used  for  circuit  boards,  is  setting 


The  wholesale  transfer  of 
factories  making  everything 
from  Nike  sneakers  to 
high-end  fishing  rods  is  driving 
up  China's  trade  surplus, 
angering  the  U.S. 


up  a  mainland  factoiy  to  sell  to  Wu's. 
The  best  of  Taiwan's  high  tech  still 
stays  home.  "But  you  can  see  a  food 
chain  there  that  is  gradually  driving 
everyone  to  China  and  gi'adually  moving 
to  higher-end  products,"  says  Liu  Chi- 
tung,  a  senior  analyst  at  SBC  Warburg 
Securities  Ltd.  in  Taipei. 

Networking  on  the  mainland  is  the 
strategy  even  among  sei-vices  business- 
es. Pacific  Construction  Co.  operates 
foui'  depailment  stores  in  China — two  in 
Shanghai,  one  each  in  Chengdu  and 
Chongqing — that  depend  heavily  on  Tai- 
wan products  made  in  China.  Growing 
Taiwanese  investment  has  also  made 
China  a  must  for  Core  Pacific  Seciuities, 
a  Taipei  brokerage.  In  1994,  when  Taipei 
allowed  secuiities  companies  to  invest 
indirectly  on  the  mainland.  Core  Pacific 
quickly  opened  a  Shanghai  office  under 
the  name  of  its  Hong  Kong  affiliate, 
Jinhua  Consulting  Co.  It  cmrently  has  a 
staff  of  20. 

The  plan  is  to  help  Taiwanese  com- 
panies take  China  operations  public,  ei- 
ther in  China  or  in  regional  markets. 
So  far,  Jinhua  has  helped  more  than 


10  Taiwan  fii-ms  spin  off  mainland  units 
and  hst  shares  on  Hong  Kong  and  Sin- 
gapore markets.  Two  examples:  Want 
Want  Holdings,  a  snack  food  company, 
and  Huan  Hsin  Holdings  Ltd.,  which 
makes  wires  and  cables  for  telephone 
equipment — both  of  which  had  suc- 
cessful IPOS  in  Hong  Kong.  Jinhua 
eventually  wants  to  take  Taiwanese 
companies  onto  Shanghai's  A  and  B 
share  markets. 

VULNERABLE  POSITION.  But  the  invest- 
ment trend  produces  anxiety  in  Taipei 
in  spite  of  its  economic  logic.  To  safe- 
guard core  industries,  Taipei  requires 
large  companies  to  invest  locally  before 
they  cross  the  Taiwan  Straits.  Presi- 
dent Lee  Teng-hui  also  has  urged  re- 
straint upon  Taiwan's  leading  manufac- 
turers out  of  concern  that  greater 
interdependence  makes  Taiwan  vulner- 
able to  political  pressure  fi-om  Beijing. 

Tensions  across  the 
Taiwan    Straits  have 
clearly  eased  in  the  past 
few  months.  At  the  end 
of  China's  recent  Com- 
munist Party  Congi'ess, 
President  Jiang  Zemin 
even  suggested  that  the 
two  sides  restart  talks, 
which  broke  off  in  1995 
when  President  Lee  vis- 
ited the  U.S.  But  the 
"one-China"  fonnat  Jiang 
proposed  still  leaves  no 
room  for  Taiwanese  sov- 
ereignty. Not  surprising- 
ly, Taipei  prefers  to  keep  its  political 
distance  from  Beijing.  It  still  bans 
investment  in  China  in  those  industries 
it  regards  as  strategic,  such  as  high- 
tech and  infrastructure  projects.  For 
example,  the  government  is  currently 
blocking  the  Formosa  Plastics  Group's 
plans  to  construct  a  power  plant  in 
Fujian  Province. 

Not  everyone  in  Taiwan  thinks  this 
policy  is  wise.  Many  executives,  eager 
for  direct  flights,  shipping  routes  across 
the  straits,  and  relaxed  investment 
rules,  assert  that  Taiwan's  gi'owing  role 
in  China's  economy  restrains  Beijing 
from  bullying  Taiwan.  Such  clamoring 
probably  brings  the  two  sides  closer — 
so  serving  Beijing's  interests.  Last 
spring,  Taiwan  businesses  helped  nudge 
Taipei  into  an  agreement  with  the 
mainland  to  allow  limited  shipping 
across  the  Taiwan  Straits.  As 
Taiwanese  companies  continue  inte- 
gi'ating  into  China's  economy,  the  pres- 
sure to  estabhsh  more  formal  links  will 
only  mount. 

By  Jonathan  Moore  in  Taipei,  with 
Matt  Miller  in  Shanghai 


BUSINESS  WEEK  /  OCTOBER  13,  1997  49 


International  Business 


EUROPE 


0 


JAPANESE  CARS  SPIN  THEIR  WHEELS 
ON  THE  CONTINENT 

They're  struggling  to  gain  ground  on  spiffier  local  models 

In  Europe's  well-paved  highwrays, 
the  rumble  of  competition  is 
getting  louder.  Fueled  by  a 
vi^eak  yen,  Japan's  caiTnakers  are 
grabbing  market  share  this  year 
after  a  long  slump.  Just  15  months 
before  restrictive  import  quotas 
expire,   the   number   of  cars 
shipped  from  Japan  has  spiked 
by  26%.  Honda  Motor  Co. 
and  Toyota  Motor  Co.  are 
mulling  big  expansions. 
The  long-awaited,  all-out 
Japanese   onslaught  is 
about  to  run  Europe's 
carmakers  into  a  ditch, 
light? 

Wrong.  The  Japanese 
are  still  stinggling  on  the 
Continent  and  in  F>ritain. 
Even  as  they  have  opened 
local  factories  in  recent 
years,  making  import  quotas 
largely  meaningless,  Japanese 
caiTnakers  have  had  a  tough  time 
gaining  gi'oimd.  Most  Eui'opean  con- 
sumers dismiss  Japanese  cai-s  as  bland 
and  uninteresting,  while  sexy  new  mod- 
els from  the  likes  of  Renault  and  Volks- 
wagen sell  out. 

"VERY  TOUGH."  The  situation  isn't  likely 
to  change  much  in  the  next  five  years, 
say  industry  analysts.  Tliey  expect  httle 
impact  when  quotas  expire  in  1999, 
since  Japanese  cai'  sales  have  been  well 
under  the  limit  for  the  past  few  years. 
Japan's  market  share  will  rise  only  mod- 
estly from  today's  11.5%  to  about  12.3% 
by  2002,  predicts  consultant  J.  D.  Power 
&  Associates  Inc.  "To  penetrate  this 
market  is  veiy  tough,"  concedes  Tatsuo 
Takahashi,  managing  director  of  Toyota 
Motor  Europe. 

One  reason:  European  manufacturers 
are  dramatically  more  competitive  than 
they  were  just  a  few  years  back.  From 
Germany  to  Italy,  they  have  boosted 
quality  and  productivity.  For  example, 
Adam  Opel,  the  General  Motors  Corp. 
subsidiaiy,  has  shed  12,000  workers  in 
the  past  five  years.  The  cost  reductions 
have  let  them  catch  the  Japanese  un- 
awares with  price  cuts.  By  piling  on  ac- 
cessories such  as  air-conditioning,  power 
steering,  and  sunroofs  at  no  extra 
charge,  the  Europeans  are  effectively 


pushing  down  prices  about  3%-  a  year 
To  be  sure,  the  defect-trackers  still 
put  Toyota,  Honda,  and  Mazda  Motor 
ahead  of  the  Europeans  in  quality.  But 
the  Continental  cannakers  have  closed 
the  gap  enough  so  that  consumers  no 
longer  seem  to  notice.  Indeed,  they 
are  more  interested  in  zippy  styling 
and  sporty  road  manners — European 
strengths.  For  example,  the  Toyota  Ca- 
rina E  seems  dumpy  next  to  a  Peugeot 
406.  That's  why  the 
Peugeot  holds  its  value 
better.  A  used  1996 
406  (;lx  today  sells  for 
$16,960  in  Europe,  or 
64%  of  the  original 
sticker  price,  according 
to  Glass's  Guide,  a 
British  publication  that 
tracks  used-car  values. 
A  1996  Carina  E  gl, 
however,  goes  for 
$14,290,  or  just  55%  of 
the  original  showroom 
price. 


CARMAKERS  STUCK 
IN  LOW  GEAR 


JAPANESE  MARKET  SHARE 
IN  WESTERN  EUROPE 


oi 

■92         '93  '94 
A  PERCENT 

DATA:  EUROPEAN  AUTOMOBILE  MANUFACTURERS  ASSN. 


Japanese  luxury  cars,  which  took 
U.  S.  market  by  storm  in  the  e 
1990s,  never  caught  on  across  the 
lantic.  For  example,  Toyota's  Le; 
brand  sold  just  3,500  cars  in  Eur( 
last  year,  vs.  Mercedes'  462,000.  A 
lysts  say  consumers  view  models  s 
as  the  Lexus  ls400  sedan,  which  sells 
$68,000  in  Europe,  as  poor  imitati 
of  the  real  thing.  And  the  real  thin§ 
cheaper  now.  A  Mercedes  E430  sta 
at  $56,000. 

To  fight  back  against  the  res 
gent  Eiu'opeans  on  both  price 
product,  Japanese  carmakers 
shifting  more  manufactuiing 
Europe,  tailoring  new  autos 
match  local  tastes,  and  be 
ing  up  their  dealer  networ 
Building  more  cars  loca 
not  only  saves  shippi 
costs  but  also,  they  belie 
helps  make  their  produ 
more  acceptable  in  mark 
where  nationaUstic  feelir 
run    high.    Higher  lo 
production  also  helps  in 
late  the  Japanese  from  i 
change-rate  swings,  such 
those  they  endured  in  1 
mid-1990s,  when  the  yen  t( 
off  against  major  Europe 
currencies. 

GETTING  PANNED.  Japan( 
carmakers  are  also  putti 
more  research  and  devek 
ment  money  into  Europe, 
so  fai;  such  efforts  have  had  limit 
success.  Toyota  designers  tried  to  sj: 
up  the  recently  introduced  Corolla  w 
oval  head-  and  taillights.  And  engine( 
gave  the  car  sturdier  brakes  and 
stiffer  suspension  than  the  previo 
model.  But  the  infiuential  German  ( 
thusiast  magazine  Auto  Motor  u 
Sport  panned  the  car's  styling  a 
performance. 

To  their  credit,  most  European  ( 
ecutives  haven't  let  their  success 
boosting  quality  and  productivity  go 
their  heads.  "We  closed  part  of  the  g; 

but  we  still  have 
work  very  hard,"  sa 
Jiirgen  Hubbert, 
Daimler  Benz  mana 
ing  director  Japane 
companies  will  event 
ally  get  better  at  mi 
ing  their  produc 
more  European.  B 
for  now,  a  serio 
threat  seems  a  loi 
way  down  the  road 

By  David  Woodn 
in  Bnissels,  with  Hei 
Dawley  in  London 
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Go  explain  to  the 
CEO  why  you  thought 
94%  virus  defense 
was  good  enough. 


I 


Percentage  of  Macro  Virus  Detection 
Source'  Virus  Bulletin 


Let's  talk  percentages.  If  your  anti-virus  package  delivers  94% 
detection,  there's  still  a  6%  chance  you'll  be  totally  screwed.  And 
when  that  happens,  there's  exactly  a  0%  chance  the  CEO  will 
understand.  Fortunately,  there's  McAfee,  the  anti-virus  defense 
with  100%  protection. 

BLOCKS  EVERY  POINT  OF  ENTRY 

McAfee  Total  Virus  Defense  (TVD)  Suite  goes  beyond  traditional 
anti-virus  protection  to  provide  100%  netivork  security.  It 
extends  our  number  one  anti-virus  software  to  protect  all 
points  of  entry — the  client,  server  and  internet  gateways.  But 
viruses  aren't  the  only  threat  to  your  network.  TVD  prevents 
attacks  by  disgruntled  employees  and  internet  hackers.  With  MJC^F  Lll^w 
bulletproof  chent  and  server  encryption,  authentication  and  firewall  software,  TVD 
keeps  the  wrong  people  away  from  your  data. 

PROTECTION  FROM  VIRUSES  THAT  DON'T  EVEN  EXIST  YET 

All  McAfee  anti-virus  products  include  support  from  AVERT, 
SECURECAST   our  Anti-Virus  Emergency  Response  Team.  With  research 
centers  worldwide,  you  get  online  support  24  hours  a  day.  Also,  our  unique  SecureCast 
feature  automatically  pushes  updates  and  alerts  directly  to  your  PC  to  protect  you 
from  the  latest  virus  strains — like  the  new  Office97  macro  viruses. 

CHOICE  OFTHE  FORTUNE  100 

200%  detection.  100%  hacker  protection.  The  choice  of  80%  of  the  Fortune  100. 
Now  those  are  numbers  even  your  CEO  will  understand.  For  more  information,  call 
1-800-332-9966,  department  1921.  www.mcafee.com 


McAfee: 


Network  Security  &  Management 
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DESMAREST:  Turning  Total  into  out 
of  the  most  profitable  oil  majors 


FRANCE 


TOTAL  LOVES  TO  GO 

WHERE  OTHERS  FEAR  TO  TREAD 

The  Iran  deal  is  just  the  latest  of  Desmarest's  shrewd  moves 


T: 


Ihe  uproar  in  Washington  over  To- 
tal's $2  billion  deal  to  develop  a 
gas  field  in  Iran  makes  the  French 
oil  company  seem  like  a  reckless  mav- 
erick. Maverick  it  may  be.  But  reckless 
it  isn't.  Chief  Executive  Thierry  Des- 
marest  has  cut  a  slew  of  politically  con- 
troversial deals  over  the  last  few  years. 
Together  they  reflect  a  shrewd  busi- 
ness strategy  that  is  already  paying 
dividends. 

By  taking  calculated  risks — and  flout- 
ing the  U.  S.  government — Desmarest 
is  fast  transfoiTning  Total  fi'om  a  stodgy 
European  refiner  and  marketer  into  one 
of  the  world's  most  profitable  oil  ma- 
jors. His  exploration  and  development 
costs  are  %4  a  bairel,  among  the  indus- 
try's lowest.  Total's  gutsy  ap- 
proach means  it  can  take  on 
deals  in  hot  spots  that  frighten 
off  others  (table).  And  the  ab- 
sence of  other  biflders  can  mean 
they  cost  less.  None  of  this  is 
lost  on  Total's  U.  S.  rivals.  "They 
are  one  of  the  strongest  compa- 
nies in  the  global  sector,"  says 
Wendy  Anderson,  executive  di- 
rector for  oil  at  Lehman  Bi'ol!i- 
ers  Inc.  "A  lot  of  majors  wouir 
kill  for  their  portfolio." 

Countries  such  as  Libya  and 
Iran  are  off  limits  for  Total's 


U.  S.  and  British  rivals.  Royal  Dutch/ 
Shell  Group  has  talked  with  Iran  about 
the  huge  South  Pars  field  Total  is  to 
develop.  But  the  Anglo-Dutch  giant  has 
held  off — perhaps  in  fear  of  U.S.  retal- 
iation. The  tlu'eat  of  such  retaliation  has 
been  real  enough  since  last  year,  when 
Congress  passed  a  law  ban-ing  invest- 
ments of  over  $20  million  in  nations 
such  as  Iran  and  Libya  that  Washington 
says  sponsor  terrorism. 

The  U.  S.  could  use  the  same  law 
now  to  ban  imports  fi-om  Total  and  pre- 
vent U.  S.  banks  fi'om  lending  to  it.  But 
Desmarest  can  afford  to  shnig  off  such 
thi'eats.  Before  sigTiing  the  Iran  deal  on 
Sept.  29,  he  protected  himself  by  alert- 
ing the  French  government  and  the  Eu- 


Total's  Hot  Spots 

COUNTRY 

PROJECT 

INVESTMENT* 

(BILLIONS) 

DATE 

IRAN 

Develop  gas  fields 
Develop  two  oil  fields 

$2.0 
$0.6 

1997 
1995 

BURMA 

Offshore  gas  pipeline 

$1.2  ■ 

1992 

VIETNAM 

Possible  refinery 

$1.2 

N/A 

LIBYA 

Develop  two  oil  fields 

N/A 

1993-94 

"Full  project  cost  including  partners'  shares 

DATA:  BUSINESS  WEEK 

ropean  Union — and  getting  their  bles 
ing.  Besides,  Total  sold  its  U.  S.  distril 
ution  unit.  Total  Petrole,um  (Nort 
America)  Ltd.,  to  Ultramar  Diamon 
Shamrock  Corp.  just  days  before  tl 
Iran  deal.  Says  Desmarest:  "Havir 
only  a  small  part  of  our  activities  in  tl 
U.  S.  leaves  us  more  comfortable  wit 
the  U.  S.  reaction." 

By  ignoring  U.  S.  law,  Desmare: 
raises  awkward  questions  about  the  e 
fectiveness  and  wisdom  of  unilater; 
U.  S.  trade  sanctions,  particularly  thos 
against  Iran.  Mehdi  Verzi,  ^n  analyi 
at  Kleinwort  Benson  Ltd.  in  Londoi 
argues  that  Iran,  which  has  triple  tli 
gas  reserves  of  the  U.  S.,  is  too  impof 
tant  to  be  kept  imder  sanctions  for  lon| 
Total  agrees.  "A  normal  oil  compar 
can't  exclude  Iran  from  its  long-terJ 
strategy,"  says  Christophe  de  MargeriJ 
president  of  Total  Middle  East,'  who  nq 
gotiated  the  new  deal. 

Tangling  with  volatile  regimes  is  al 
ways  dicey.  But  Desmai-est  protects  Tq 
tal  by  spreading  the  risks.  He  note 
that  deals  like  those  with  Iran  "ar 
controversial,  but  they  will  amount 
only  10%  of  our  production"  in  fivj 
years,  up  from  3%  now.  The  forme 
head  of  exploration  and  productior 
Desmarest  has  built  a  diversified  por 
foho  in  the  Middle  East,  Latin  Americd 
the  North  Sea,  and  Asia.  Lately,  thi 
payoff  has  been  handsome.  In  the  firs 
half  of  19^.  Total's  net  income  soarej 
41%,  to  $fiV4  milhon. 
TAKING  CONOCO'S  PLACE.  With  result 
hke  that,  Desmarest  isn't  likely  to  bac] 
off  any  time  soon.  He  seems  to  revel 
cutting  headUne-steahng  deals.  In  199f 
the  yeai'  Desmarest  moved  into  the  to 
slot.  Total  got  its  foot  in  Iran's  door  b; 
gi'abbing  a  .$610  million  deal  to  develo; 
the  offshore  Sini  fields  that  Conoco  In< 
was  forced  to  abandon  under  pressor 
from  Washington.  Total  also  is  develop 
ing  a  gas  field  in  Burma,  which  is  no\ 
subject  to  U.  S.  sanctions,  and  i 
has  stakes  in  two  Libyan  oi 
fields.  It  has  also  agi-eed  to  pro 
duce  Iraq's  giant  Nahi-  Umar  oi 
field,  though  that  must  wait  unt; 
U.  N.  sanctions  lift. 

The  Iran  deals  could  be  vita 
to  Total's  future.  Most  compa 
nies  would  like  to  tap  into  Iran'; 
major  oil  fields  and  huge  gas  re 
serves.  Total  has  been  able  ti 
steal  a  march,  leaving  U.  S.  ri 
vals  locked  out  and  seething. 

By  Stanley  Reed  in  London 
iritk  Stan  Crock  in  Washingtoi 
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Whatever's  important  to  you  —  appointments,  contacts, 


V 


e-mail,  expense  tracking  —  the  pocket-sized  PalmPilot'" 
connected  organizer  makes  it  easy  to 
stay  on  top  of  things  It  lets  you  enter, 
access,  and  update  the  information  you  need, 
whenever  you  need  it.  You  only  have  to  enter  data  once  — 
HotSync"'  technology  lets  you  synchronize  data  with  your  PC  with 
|ust  the  touch  of  a  button  And  when  you're  on  the  road,  use 
Network  HotSync  "  software  to  synchronize  with  your  PC 
over  the  company  network  For  a  PalmPilot  retailer  near 
you,  visit  our  web  site  at  www  palmpilot  com  or 
call  1-800-881-7256,  ext.  50  That  way,  you 
won't  have  to  keep  your  clients  waiting. 


Palm  Pilot 


The  connected  organizer. 


'ices  us  list  piices  PalmPilol  MacPac,  required  tot  Macmlosh  conneciiviiy.  juIii  ..i-iididiHiy  hii  'j.ia  'j'j  t-pi'ii-,-!' dfid  Mail  applications  and  some  links  lorJeskiopsoftwaienol 
Dfted  on  Macintosh  Mail  and  Network  HotSync  supponed  on  Professional  Edition  only  Network  HolSync  software  optional  and  sold  separately  for  S59  Remote  synchro- 
ion  may  require  a  modem,  sold  separately  ©  1997  3Com  Corpcralion  All  rights  reserved  3Com  and  ihe  3Com  logo  are  registered  trademarks,  and  HotSync,  PalmPilot,  and 
almPilol  logo  are  tjademarks  of  3Com  Corporation  or  its  subsidiaries  All  ottter  brands  and  product  names  are  trademarks  or  registered  lrademarl<s  of  their  respective  holders. 


PalmPilot  Personal  -  $299 

•  Instatitly  syncs  wilh  your  PC 

•  Stores  thousands  of  entries 

•  User  upgradeable  to 
Professional  Edition 

PalmPilot  Professional  •  $399 
( Includes  Personal  features  qIu^  I 

•  E-mail  connectivity 

•  Internet  ready  ITCP/IP  support} 

•  Twice  tfie  memory 

Optional  links  (sold  separately)  available  lor 

•  MS  Schedule+ZOutlODk  97 

•  Lotus  Organt^er 

•  Ascend  97 

•  Symantec  ACTi 

•  and  many  more 

Compatible  wilh 

•  Eudoia  3  0  I  or  higher 

•  cc  r^ail 

•  MS  Mail/Exchange 

•  MS  Outlook  97 

•  and  many  more 
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POWER  SHIFT  IN  LATIN  AMERICA: 
BRAZIL  STARTS  TO  FLEX  ITS  MUSCLE 


When  An-  Force  One  lands  in  Brasilia  on  Oct.  13,  Presi- 
dent Bill  Chnton  will  set  foot  inside  a  new  Brazil.  In- 
creasingly confident  under  President  Fernando  Hen- 
rique Cardoso,  Brazil  is  emerging  as  an  assertive  regional 
leader  and  causing  a  power  shift  in  Latin  America. 

Cardoso  and  Foreign  Minister  Luiz  Felipe  Lampreia  are 
clearly  a  breed  apart  from  Brazil's  old  guard  foi-eign-policy 
Establishment.  Housed  in  the  Itamai'aty  palace  in  Brasilia,  the 
Foreigii  Ministiy  elite  remains  chauvinistic,  and  suspicious  of 
free  mai'kets  and  of  the  U.  S.,  though  highly  re- 
garded for  its  professionalism.  Cardoso  and 
Lampreia,  however,  are  determined  to  propel 
Brazil — Latin  Amenca's  most  populous  countiy 
and  largest  economy,  with  160  million  popula- 
tion and  a  $780  billion  gi-oss  domestic  prod- 
uct— to  a  prominent  place  on  the  world  stage. 

Dealing  with  a  self-assured  Brazil  will  be  a 
novel  experience  for  U.  S.  policymakers.  Clin- 
ton, who  also  will  visit  Argentina  and 
Venezuela  on  his  7-day  South  American  svdng, 
will  be  seeking  the  I'egion's  support  for  Wash- 
ington's plan  to  fonn  a  hemispheric  free-trade 
bloc,  the  Free  Timle  Area  of  the  Americas, 
by  2005.  But  instead  of  pleading  for  the  process 
to  be  accelerated,  Cardoso  will  tell  Clinton  that 
there's  no  huny.  That's  because  the  Mercosur 
trade  gi'oup,  which  Brazil  heads  with  Argenti- 
na, wants  to  increase  its  bargaining  clout  with 
the  U.S.  by  first  extending  its  reach  to  include  countries 
such  as  Chile  and  Bolivia. 

Cardoso,  who  won  his  spurs  as  both  Foreign  and  Finance 
Minister,  stepped  up  Brazil's  bid  to  raise  its  international 
profile  as  soon  as  he  assumed  the  presidency  on  Jan.  1,  1995. 
Witliin  two  months  of  taking  power,  he  played  a  dii'ect  part  in 
the  peace  talks  that  ended  a  militaiy  clash  between  Peni  and 
Ecuador.  Last  year,  his  government  was  instrumental  in  pre- 
venting a  militaiy  coup  in  Paraguay. 
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CARDOSO:  A  breed  apart 


To  further  boost  Brazil's  role,  Lampreia  is  pushing  for 
pemianent  seat  on  the  enlai'ged  U.  N.  Secuiity  Council.  LanL 
preia  is  promising  neighbors  that  Brazil  will  act  as  Lati  H'P' 
America's  regional  representative,  consulting  with  thai 
on  key  issues.  "We  are  ready  to  assume  the  responsibility 
he  says. 

Such  ambitions  would  have  lacked  credibihty  in  Brazil's  ba 
old  days  of  high  inflation  rates  and  a  wobbly  cuirency.  Bi 
Cai'doso's  three-yeai-old  Real  Program  slashed  inflation  to  6' 
now  fi-om  940%  in  1994.  So,  these  days,  Braz 
is  a  magnet  for  new  foreign  du-ect  investment  jjj 
that  are  expected  to  total  $15  bilhon  this  yea 
Indeed,  by  the  end  of  1996,  accumulated  U.  5 
investments  alone  had  topped  $26  bilhon,  con 
pared  with  just  under  $19  billion  in  Mexico 

To  fuither  piime  its  regional  influence,  Braz 
needs  to  strengthen  its  stabihty  program  an 
economic  openness.  Mexico,  Argentina,  an 
Chile,  for  instance,  lead  in  public  sector  rc 
forms  and  privatization.  Brazil  needs  to  men 
some  fences  in  the  region,  too.  Argentina,  fo 
example,  bitterly  opposes  its  neighbor's  U.  ^ 
ambitions.  Also,  Brazil  often  appears  uncer 
tain  in  dealing  with  Mexico,  which  has  stron 
U.  S.  ties. 

All  the  same,  Brazil's  gi'owing  assurance  ha 
brought  a  new  maturity  in  its  relations  wit 
Washington.  Despite  disagreements  on  trad 
poUcy,  Brazil  feels  confident  enough  to  back  U.  S.  positions  o 
such  hot-button  issues  as  disarmament  and  the  environment 
In  June,  for  example,  the  government  announced  that  i 
would  adhere  to  the  Nuclear  Non-Proliferation  Treaty,  com 
mitting  Brazil  not  to  acquire  nuclear  weapons. 

Brazil  is  ah'eady  hai"d  to  ignore.  If  it  can  keep  its  econom; 
on  track  and  iron  out  differences  with  its  neighbors,  its  voio 
in  the  future  will  be  impossible  to  tune  out. 

Bij  Ian  Katz      Sao  Paul 


GLOBAL  WRAPUF 


THE  THAIS  JUST  SAY  NO 

►  Commercial  bankers  who  lent  heav- 
ily to  Thailand  are  getting  short 
shrift  from  their  debtors.  Thai  Petro- 
chemical Industry  ('I'Pi),  the  country's 
largest  petrochemicals  producer  and 
its  cementmaking  affiliate,  for 
instance,  have  told  creditors  they 
can't  repay  more  than  $4  billion  of 
debt.  But  they  are  offering  to  pay 
interest. 

In  effect,  the  companies  are  trying 
to  impose  an  involuntary  rescheduhng 
on  their  banks.  The  offer  is:  Either  roll 


over  your  shoil-term  lending  to  us  or 
risk  losing  it  altogether.  Meantime,  the 
companies  say  they  can  and  will  ser- 
vice long-tenn  debt,  though  they  will 
have  to  sell  off  nonstrategic  assets  to 
raise  funding. 

Despite  the  pain  for  banks,  analysts 
say  the  latest  developments  are  good 
news.  They  show  that  the  Internation- 
al Monetary  Fund's  $17  bilhon  Thai- 
land bailout  won't  be  hijacked,  as 
many  feared,  to  help  politically  wired 
outfits  such  as  tpi.  Instead,  Thai  com- 
panies will  have  to  engage  in  some 
healthy  and  profound  restructming. 


JORDAN-IRAQ  TRADE  JUMPS 

►  Jordan  is  becoming  a  major  benefi- 
ciary of  the  U.  N.  economic  embargo 
against  Iraq.  A  Jordanian  delegation 
in  Baghdad  last  month  signed  deals  to 
sell  $750  million  worth  of  goods  to  Iraq 
by  the  end  of  1997,  double  what  Jor- 
dan exported  there  last  year.  Since 
the  gulf  war,  over  100  companies  have 
been  started  in  Jordan  to  serve  the 
sanction-hit  Iraqi  market.  Under  the 
terms  of  the  embargo,  Iraq  can  sell  $2 
billion  of  oil  every  six  months  to  buy 
food  and  humanitarian  goods. 
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IH-OH,  THEY'RE  GOING 
IKE  HOTCAKES 

)w  PC  prices  lure  new  buyers.  But  profits  may  suffer 


■  or  years,  personal-computer  mak- 
_  ers  have  labored  to  win  the 
hearts  of  PC  neophytes  such  as 
Clarence  L.  Jefferson.  Evidently, 
ly  were  overthinking  the  problem. 
;er  two  years  of  looking,  the  X-ray 
hnician  from  Hayward,  Calif.,  bought 
first  computer  on  Sept.  25.  The 
iw  wasn't  a  whizzy  chip  or  boatloads 
software — it  was  a  brand-name  PC 
ced  under  $1,000.  Jefferson  snapped 
Compaq  Computer  Coi-p.'s  $999  Pre- 
io  4505 — ^just  days  after  spotting  it 
^ertised — so  his  daughter,  Nicole, 
dd  have  a  PC  as  she  begins  high 
ool.  "I  don't  need  to  be  right  up- 
iate  with  the  latest  and 
latest  technology,"  says 
ferson,  who  also  bought 
lonitor  and  printer  for  a 
al  of  $1,600.  "At  these 
ees,  I  can't  go  wrong." 
ie's  not  the  only  one 

0  feels  that  way.  PCs 
t  cost  less  than  $1,000 
'e  exploded  in  populaii- 
this  year  and  now  ac- 
jit  for  20%  to  30%  of 
machines  sold  through 
ail  stores,  up  from  just 

in  January.  What's 
re,  BUSINESS  week  in- 
wews  with  buyers,  re- 
ers,  and  manufactur- 

show  that  more  than 
h  of  these  bargain-basement 
js  are  to  homes  that  had  resisted 

PC's  su"en  song  until  now.  If  the 
nd  holds,  the  penetration  of  com- 
ers into  U.  S.  homes  could  finally 
;h  past  the  near-40%  plateau  it  has 
:n  at  for  the  past  couple  of  years, 
taquest  Inc.  now  says  PC  penetra- 

1  could  hit  47.5%  in  1998. 

But  before  anyone  buys  pizza  and 

E  PRICE  IS  RIGHT 

irence  Jefferson  snapped  up 
mpaq's  $999  Presario  4505 
his  daughter,  Nicole,  just  days 
er  seeing  it  advertised 


beer  for  a  quick  celebration,  consider 
this:  While  low-cost  PCs  are  luring  fii'st- 
time  buyers,  they're  also  cannibalizing 
sales  of  more  expensive  machines  that 
carry  fatter  profits.  Of  those  buying 
$1,000  PCs,  nearly  one-thii"d  would  have 
bought  a  higher-priced  machine  if  the 
inexpensive  model  had  not  been  avail- 
able, according  to  business  week  in- 
terviews with  customers  and  experts. 
The  bottom  line:  Growth  in  the  number 
of  home  PCs  sold,  expected  to  surge 
from  12.8%  in  1996  to  22%  this  year, 
will  be  offset  by  falling 
PC  prices,  resulting  in 
stagnant  revenues  this 
year.  "This  low-end 
consumer  stuff  is 
a  real  two-edged 
sword — and  it  may 
prove  to  be  a  one- 
edged  sword  facing 
^  the  wi'ong  way  if  the 

market  doesn't  prove 
^        to  be  huge,"  says 
analyst  James  D. 
Poyner  of  Oppen- 
heimer  &  Co. 

Should  the  blade 
fall,  it  will  cut  even 
.....rJ   further   into  the 
profits  of  PC  mak- 
( I  S,  Some  already  are  finding  the 
consumer  market  to  be  dicey.  IBM 
is  considering  scaling  back  its 
home-PC  unit  after  heavy  losses 
this  year.  Sony  Corp.,  Acer  Amer- 
ica Corp.,  and  others  market  home 
PCS  only  so  they  can  sell  profitable 
add-ons,  such  as  monitors.  "Our 
goal  is  to  not  lose  money  [in  home 
PCs],"  says  Michael  D.  Culver,  gen- 
eral manager  of  Acer  America's  con- 
sumer-pc  operation. 
"PRETTY  PEDESTRIAN."  Even  if  PC 
makers  can't  crank  up  profits,  there 
may  be  no  going  back.  The  newest 
budget  models  not  only  mai'k  a  major 
shift  in  personal-computer 
■'mm    I  sales,  they  also  signal  a 
1  new  attitude  by  shoppers. 
In  the  past,  PC  compa- 
nies, together  with  chip- 
maker  Intel  Corp.  and 
software  king  Microsoft 
Corp.,  could  convince 
buyers  that  they  need- 
ed ever  more  powerful 
machines.    That  was 
sage   advice   for  the 
iKxst  part,  since  whizzy 
new  technologies  ren- 
dered many  a  new  PC 
obsolete  in  a  matter  of 
months. 

But  now,  there  are 


Can't  decide  between  a  Mercedes 
sedan  and  a  Merced|||^agon? 
Allow  lis  to  mep  with  your  mind. 


Maybe  you'd  like  your  E-Class  with  our  new,  torque-rich  V- 


perhaps  our  aggressive,  275-horsepower  V-8.  Or  maybe 


prefer  our  Turbodiesel  sedan  that  takes  you  from  0  to  60 


surprisingly  cpiick  8.5  seconds*  You  might  also  want  to  conj 


E300  Turbodiesel  Sedan 


E320  Sedan  (V- 6) 


E320  Se 


E300  Turbodiesel  Sedan  with  ESP 


E320  Sedan  with  ESP 


E320  Se 


E320  Wagon  (V-6 


E320  Wagon  with  ESP 


Explore  our  Web  site,  http://www.mbusa.com.  air  bags  are  a  SUPPLEMENTAL  RESTRAINT  SYSTEM.  SO  REMEMBER  AIR  BAG  SAFETY:  BUCKLE  EVERYONE  AND  CHILDREN  IN  BACK!  'Stated 

acceleration  are  based  upon  manufacturer's  track  results  and  may  vary  depending  upon  model,  environment  and  road  surface  conditions,  driving  style,  elevation,  and  vehicle  load.  "AWD  option  only  s 
on  E  320  Sedan  and  Wagon,  tMoonstone  Grey  and  Aspen  Green  not  available  on  vehicles  with  AWD.  f TMSRP  for  an  E  300  Turbodiesel  Sedan  excludes  $595  transportation  charge,  all  taxes,  title/docu 
fees,  registration,  tags,  dealer  prep  charges,  insurance,  optional  equipment,  certificate  of  compliance  or  noncompliance  fees,  and  finance  charges,  Prices  may  vary  by  dealer. 
^  1997  MerceoeS'Benz  of  North  ^menca.  Inc..  Montvale.  N  J..  Member  of  the  Daimler-Benz  Group 


sater  traction,  particularly  on  wet  and  icy  roads.  And  while      and  the  sedan/wagon  dilemma.  For  more  information,  call 


ESP  &  AWD  H420  Sport  Sedan  E420  Sport  Sedan  with  ESP 


E  320  Wagon  with  AWD  E  320  Wagon  with  ESP  &  AWD 


no  new,  must-have  applications  on  the 
horizon.  Shoppers  often  don't  feel  they 
need  state-of-the-art  features  such  as 
Intel's  Pentium  II  chip  or  a  digital 
videodisk  drive.  Even  Microsoft's 
Windows  98  operating  system,  expect- 
ed next  spring,  won't  require  con- 
sumers to  buy  more  powerful  comput- 
ers. While  sub-$l,000  machines  in 
the  past  were  hopelessly  outdated 
clunkers,  this  year's  crop  has  166-Mhz 
and  even  200-Mhz  microprocessors 
and  multi-gigabyte  hard  drives — ^just 
fine  for  most  computing  and  Web  surf- 
ing. "Do  we  need  the  biggest,  baddest 
puppy  out  there?  No,"  says  Christo- 
pher P.  Geehern,  a  businessman  fi'om 
Westfield,  Mass.,  while  shopping  for  a 
cheap  PC  for  himself  and  his  daugh- 


And  maybe  not  much  more  expen- 
sive than  a  decent  suit  either.  As 
brand-name  players  cut  their  prices  to 
duke  it  out  for  market  share,  lower- 
tier  players  are  already  pushing 
prices  down  even  fuither  Micro  Center 
is  marketing  its  $499  PC  with  re- 
spectable features:  a  166-Mhz  Cyrix 
processor,  one-gigabyte  hard  drive, 
and  a  33.6-kilobits-per-second  modem. 
Such  a  price  would  have  been  unthink- 
able a  year  ago,  yet  the  12-store 
chain  has  been  overrun  with  orders. 
"It's  clearly  not  for  everyone,  but  it's 
exceeding  our  wildest  expectations," 
says  Tom  Fritz,  vice-president  for 
merchandising. 

How  can  Micro  Center  and  its  larger 
rivals  hope  to  turn  a  profit  at  such 


damental  changes  in  how  they  do  bu, 
ness.  No  one  knows  this  better  th 
Compaq,  a  market  leader  thanks  to  tl: 
three  budget  models  it  has  unveil 
since  March.  Compaq  is  the  only  coia 
pany  that  consistently  makes  muq 
money  selhng  home  PCs  through  reta 
stores,  analysts  say.  So  its  get-touj 
tactics  are  likely  to  become  standaif 
industry  practice. 
"FRESH  FISH."  Key  to  Compaq's  sud 
cess  is  not  tr\ang  to  satisfy  all  the  pq 
tential  demand  for  these  products.  Ii| 
stead,  the  giant  PC  maker  limill 
production  nins  and  focuses  on  rushinl 
out  a  new  version  every  four  montH 
rather  than  the  more  typical  sil 
months.  The  idea:  Since  excess  inverl 
tory  of  these  low-margin  products 


BARGAIN-BASEMENT  RETAIL  PCs  CATCH  FIRE... 

•  LESS  THAN  $1,000        $1,000  TO  $1,500     ;   $1,500  TO  $2,000    •  OVER  $2,000 


...FUELING  HOME-PC  HOPES 


JANUARY  1997 


ters.  "Om*  needs  are  pretty  pedestrian." 

That  sentiment  may  be  more  perva- 
sive than  PC  makers  would  hke.  Since 
Packard-Bell  NEC  Inc.  stalled  the  price 
war  with  a  $999  model  at  the  beginning 
of  the  year,  the  more  profitable  $1,500- 
plus  PCS  fell  to  29'7f  of  total  sales  in 
July  from  59%  in  January,  according 
to  Computer  Intelligence.  Says  Pam 
Kramer,  a  rehabihtation  counselor  in 
Boston  and  new  owner  of  a  budget 
$499  PowerSpec  PC  from  retailer 
Micro  Center  in  Columbus,  Ohio:  "It's 
either  buy  a  cheap  computer  or  no 
computer." 

Of  course,  the  next  "killer  app" — 
say,  digital  photogTaphy — could  explode 
on  the  mai'ket  any  day.  But  many  shop- 
pers hint  that  given  today's  prices, 
they're  not  hkely  to  jump  back  on  the 
technology  treadmill.  Take  Chicago  at- 
torney Todd  Flaming.  A  savvy  com- 
puter user  who  writes  a  technology 
column  for  the  Illinois  Bar  Journal, 
Flaming  recently  purchased  Compaq's 
$999  Presario  2200,  even  though  it's 
not  expandable  and  includes  a  proces- 
sor from  Cyrix  Corp.  instead  of  one 
from  industry  leader  Intel.  "I  can  buy 
an  extremely  expensive  machine  that 
wouldn't  do  any  better  job  than  this 
will  do,"  he  says.  "In  the  future,  I 
think  planned  obsolescence  will  become 
a  regular  part  of  purchasing  decisions. 
Computers  will  become  in  a  lot  of  ways 
like  clothing." 


JULY  1997 

DATA:  COMPUTER  INTELLIGENCE,  DATAQUEST  INC. 
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prices?  By  leaving  out  all  but  the  most 
essential  features  and  using  cheaper 
materials.  Many  of  the  sub-$l,000  mod- 
els use  processors  from  Cyrix  in 
Richardson,  Tex.,  and  Advanced  Micro 
Devices  Inc.  in  Sunnyvale,  Calif.  The 
savings  are  marked:  the  Cyrix'  Medi- 
aGX  chip  costs  $80  and  replaces  a  simi- 
lar Intel  chip  and  other  hardware  that 
cost  $160.  Through  such  price  differ- 
ences, PC  makers  insist  they  can  main- 
tain their  gross  margins  at  12%  to 
14%— slightly  below  the  15%-  they 
make  on  more  expensive  Intel-based 
PCS.  "We  enable  them  to  hit  new  price 
points — and  make  a  profit  doing  it," 
boasts  Steve  Tobak,  Cyiix'  vice-presi- 
dent for  coiporate  marketing.  Just  how- 
much  profit,  though,  is  at  issue.  Even  if 
gi'oss  margins  do  stay  the  same,  there 
are  fewer  dollars  of  profit  because  of 
lower  selling  prices. 

As  sub-$l,000  machines  become  a 
bigger  chunk  of  the  market,  that  will 
force  PC  manufacturers  to  make  fun- 


"Do  we  need  the 
biggest,  baddest  puppy 
out  there?  No," 
says  one  shopper 


virtually  worthless,  "you've  got  to  co 
stantly  keep  fresh  fish  on  the  shelfj 
says  Rod  S.  Schrock,  vice-president  fo 
Compaq's  Presario  PC  division. 

Compaq  also  is  playing  hai'dball  wit] 
retailers.  It  pushes  store  owmers  to  eAn 
timate  sales  precisely  so  that  low-en( 
PCS  can  be  made  in  one  batch.  If  re 
tailers  underestimate,  they  probabl;  'ii 
won't  get  more  product.  And  Compai 
won't  take  back  PCs  that  have  beei 
sitting  on  store  shelves  unless  they  art 
faulty.  "It's  turning  into  a  classic  con 
sumer  product  now,"  says  Compaq'; 
Schrock. 

Still,  analysts  say  much  more 
needed  to  make  home  PCs  as  ubiqui§;jf 
tous — and  profitable — as  other  con 
sumer  gear  such  as  T\'s  and  \'CRs.  Thiift^i 
will  include  not  only  further  price  cuts 
but  also  new  products  that  appeal  t(  r. 
consumers.  One  possibihty:  modular  de 
signs  so  customers  can  assemble  theii  aj 
dream  computer  over  time  rather  thai 
having  to  start  fi-om  scratch  eveiy  fevli't 
years.  Says  Webb  McKinney,  head  o 
Hewlett-Packard  Co.'s  Pavilion  home-P( 
business:  "I  never  thought  that  pric(  ke 
alone  would  get  us  into  80%  to  90%  o 
U.  S.  homes.  The  fact  is,  we  have  t( 
make  PCs  much  easier  to  use  and  mucl 
more  relevant  to  people's  lives."  Bu' 
for  now,  at  least,  bargains  abound. 

By  Peter  Burrows,  with  Larry  Arm 
strong,  in  Los  Angeles  and  Gari 
McWiUiams  in  Houston 
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I'M  NOT  GONNA  PAY  A  LOT 
FOR  THIS  APTIVA 


Consumers  are  forcing  a 
shift  in  strategy  at  IBM 


|(iw  tough  is  the  high-tech  consiunei' 
business?  Take  a  look  at  ibm.  Last 
year,  it  was  winning  kudos  for  the 
novative  design  of  its  sleek  Aptiva 
me  computers  and  gaining  back  mar- 
t  share  after  years  of  slipping.  Big 
ue  was  even  making  a  comeback  in  PC 
ftware — dumping  poor-selling  titles 
eh  as  an  anthology  of  Playboy  articles 
buy  education  software  maker  Ed- 
ark  Corp.,  developer  of  the  critically 
claimed  Thinkin'  Things  programs. 
But  that  was  last  year.  Since  then, 
e  IBM  Consumer  Div.  has  badly  mis- 
dged  demand,  leaving  the  company 
th  pricey,  feature-rich  machines  just 
hen  consumers  are  clamoring  for 
ripped-down  models  costing  no  more 
an  $1,000.  The  result:  After  narrowly 
rving  out  a  profit  last  year,  analysts 
timate  IBM's  $2.5  billion  consumer  busi- 
iss  has  been  in  the  red  for  the  iii'st 
ilf  of  this  year,  to  the  tune  of  some 
;00  million — a  figm'e  that  could  dou- 
e  by  yearend. 

ME  TO  REBOOT.  IBM  Chairman  Louis 
Gerstner  Jr.  has  had  enough.  Gerst- 
:r  &  Co.  are  now  retliinking  Big  Blue's 
nsumer  business.  He  has  ordered  a 
p-to-bottom  review  of  the  division  and 
1  overhaul  of  operations.  Up  for  con- 
ieration:  refocusing  the  Aptiva  brand 
1  the  small-business  market.  Managers 
so  are  studying  how  to  cut  costs  by 


outsourcing  more  production  and  elimi- 
nating separate  sales  and  development 
teams  for  both  coiporate  and  consumer 
operations.  In  software,  ibm  may  also 
back  out  of  the  consumer  arena  by  de- 
ciding to  sell  its  CD-ROM  progi"ams  only 
to  schools.  "It's  premature  at  this  point 
in  time  to  say  what  ibm  will  do,"  says 
Senior  Vice-President  Samuel  J. 
Palmisano,  who  recently  took  over  the 
consumer  business.  "We  have  not  made 
any  decision." 

First,  IBM  has  to  fix  its  home  per- 
sonal-computer business.  So  far,  the 
company  has  missed  the  trend  toward 
bai'gain-basement  prices.  Until  recently, 
an  Aptiva  home  PC  started  at  $2,000— 
too  high,  consideiing  7  out  of  10  PC  buy- 
ers now  walk  out  of  retailers  having 
spent  less  than  $1,500, 
according  to  market 
researcher  Computer 
Intelligence.  "Missing 
the  price  point  is 
deadly,"  says  Aai'on  C. 
Goldberg,  executive 
vice-president  of  Com- 
puter Intelligence. 

Now,  IBM's  con- 
sumer chief  has  to 
run  twice  as  fast  just 
to  catch  up.  "This 
whole  business  is 
about  speed,"  says 


FIRESTONE:  His 

consumer  unit 
got  stuck  with 
pricey,  feature- 
rich  machines 


APTIVA  HOME  PCs 


IBM  MARKET  SHARE 
THROUGH  U.S.  RETAIlOUTinS 
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.  PERCENT 


DATA;  COMPUTER  INTELLIGENCE 


James  A.  Firestone,  general  manager 
of  IBM's  consumer  business.  On  Sept. 
15,  IBM  started  selling  a  brand-new 
line  called  the  Aptiva  E  Series,  with 
prices  beginning  at  $1,199.  To  lower 
costs,  the  machines  are  built  to  IBM 
specs  by  Taiwanese  electronics  giant 
Acer  Inc.  Still,  IBM  has  not  been  able 
to  match  Compaq  Computer  Corp., 
which  offers  the  Presario  2200  for  $799 
without  a  monitor.  "IBM  has  not  been 
as  aggressive  as  Compaq  in  the  con- 
sumer market,"  says  Nathan  Morton, 
CEO  of  Computer  City. 
"JAWS"  IS  COMING.  Nor  does  it  look  as 
though  Big  Blue  will  get  much  bolder 
before  the  cincial  Christmas  selling  sea- 
son. In  mid-November,  it  will  experi- 
ment with  a  $999  model,  code-named 
"Jaws,"  but  only  one  retailer  will  carry 
the  PC.  If  it  sells  well,  IBM  wall  roU  it  out 
to  other  retailers  early  next  yeai' — well 
past  the  prime  selling  season. 

Moreover,  ibm  can't  expect  software 
to  make  up  for  lackluster  home-PC  sales. 

Edmark  will  have 
some  innovative  ti- 
tles this  fall — includ- 
ing the  fii'st  reading 
progi'am,  called  Let's 
Go  Read!  Ah  Island 

  Adventure,  that  uses 

speech-recognition  technology — but 
it  has  lost  retail  market  share  in  recent 
years,  falling  from  among  the  top  10 
sellers  of  education  software  to  No.  16, 
according  to  P('  Data  Inc.  And  joint  ven- 
tm-es  with  Crayola  and  World  Book  Inc. 
are  just  getting  off  the  gi"ound. 

Gerstner  is  going  to  be  taking  a  hai'd 
look  at  the  Consumer  Div.'s  numbers 
this  hohday  season.  Regardless  of  how 
sales  stack  up,  ibm  execs  insist  the  com- 
pany will  stay  in  the  consumer  market 
in  one  fonn  or  another.  "It  is  an  area  of 
the  market  that  viill  shape  people's  per- 
ception of  IBM,"  says  Firestone. 

For  now,  IBM  isn't  making  a  good  im- 
pression. Says  one  Aptiva  retailer:  "Cool 
machine.  It  just  co.sts  too  much."  He 
says  IBM  is  not  in  the  same  league  as 
Compaq  or  Hewlett- 
Packard    when  it 
comes  to  knovnng  con- 
sumers. "They're  just 
not  hstening.  We're  at 
the  point  of  deciding 
whether  we  want  to 
carry  the  line  at  all," 
he  says.  If  that  hap- 
pens, perception  may 
shape  reality. 

By  Ira  Sager  in 
New  York,  ivith  Peter 
Burrows  in  San  Ma- 
teo, Calif. 
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IN  A  FREE  MARKET  ECONOMY,  companies  are  alwajs  competing  foi 
capital.  In  fact,  the  market  has  never  heen  mure  competitive  than  it  is  todaj. 
ncreases  the  number  of  specialists  needed  to  trade  stocks.  It  also  puts  an  additional 
n  on  the  technolog)'  needed  to  support  this  ejjort,  since  traders  need  to  constantly 
IS  many  as  four  or  five  displays  to  stay  abreast  of  market  news  and  economic  data. 


II  Street  at  least,  it 
;  that  less  may  actually 
b:  Because  replacing  big, 


NEC  Multisync  LCD2000 
20.1"  Viewable  LCD  Monitor 


Virtually  any  angle  (which 


nergy-hogging  CRTs  with  slim  flat  comes  in  handy  when  you're  straining  to  see 
isplays  allows  you  to  put  more  traders      over  the  shoulder  of  another  trader).  These 


loor  of  the  exchange, 
ake  NEC  Technologies'  new  MultiSync'* 
ohitors,  including  the  world's  first 
rciaily  available  20.1"  viewable  LCD 
■.  These  remarkable  flat  panel  displays 


monitors  produce  a  brighter,  sharper  image 
than  many  CRTs.  They  eliminate  eye-fatiguing 
flicker  (which  traders  will  appreciate  since  they 
have  to  keep  an  eye  on  so  many  displays).  They 
also  consume  up  to  50%  less  power  and  have 


60%  less  space  and  weigh  70%  less  much  lower  emissions.  Plus  they're  compat- 
traditional  monitor.  Size,  however,  is      ibie  with  most  PCs,  Macs  and  workstations. 


that  sets  them  apart, 
ur  XtraView™  technology 
i  clear  and  accurate 


To  learn  more,  call  1-800-NEC-INFO. 
Or,  if  you  prefer,  please  visit  us 


at  www.nec.com.  Expect 
more.  Experience  more 


THE  TRADING 
FLOOR  IS  crowded 
with  specialists.  The  trading 
jloor  is  also  crowded  with 
big.  bulky  CRTs  that  take  up 
precious  room.  These  CRTs 
also  hog  energy  and  produce 
a  tremendous  amount  oj  heat. 
(Besides,  as  any  trader  will  tell 
you,  it's  already  "hot"  enough 
on  the  trading  jloor.) 

MultiSync^LCD  Monitor  Series 


LC02000'" 


LCD400™ 


Viewable  Size  20.1" 


Maximum 
Resolution 

Weight 

Dimensions 
(W,  H,  b) 

Brightness 


1280  x  1024 
22.0  lbs 


14,1" 


1024  x  768 
11.5  lbs 


19.7x19x8.7"  14,1x14.3x6.7" 
150cd/m'  180cd/m' 


Viewing  Angle    160^' conical       160°  conical 
XtraView  XtraView 
technology  technology 

Both  models  are  compatible  with  PC,  Mac,  work- 
station or  any  VESA  compliant  analog  RGB  signal, 
no  special  card  required- 


NEC  Technologies 


MORE  TRADERS  MEANS  MORE  TRADES,  which  means 
more  money.  (.And  let  's  be  completely  frank,  shall  we,  whatjman- 
>erson  doesn't  like  news  like  that?)  In  fact,  one  could  even  argue  that 
itingjrom  big,  bulky  CRTs  to  shmjlat  panel  monitors  like  the  MultiSync 
2000  could  actually  put  a  positive  spin  on  the  term  'downsizing'. 


stered  trademarks  are  the  orooertv  of  their  resoective  holders.  ©1997  NEC  Technoloeies.  Inc 


Right  now,  your  dreams  are  bigger  than  your  company.  We  can  change  that. 

Yoii  liave  big  divains  for  ytnir  conip.my.  I5ut  to  make  tlieni  Iwppen,  you  need  tlie  right  solutions.  You  need  a 
way  to  get  your  products  to  market  taster.  You  need  to  respond  to  your  customers  more  quickly. You  need 
to  know  what's  going  on  in  your  company  and  you  neeti  to  know  it  now.  R/3'" 
software  can  help  you  do  all  that  and  more.  And  C'.ertified  Business 
Solutions  (C;BS)  from  SAP  is  making  it  easy  for  companies  with 
revenues  up  to  $200  million  to  get  K/3.  C'BS  providers  have 
already  become  partners  with  many  small-enterprise 
companies.  They've  supplied  them  with  the  sc^ftware, 
hardware  and  support  they  need  to  implement 
and  t)perate  their  systems.  All  without  interrupting  business  flow. 
C"BS  can  help  your  company  catch  up  with  your  dreams. 
To  find  out  how  you  can  work  smarter  and  taster,  call 
l-SSS-C^BS-lSAi-"  or  visit  us  at  www.sap.com/cbs. 
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Certified  Business  Solutions 


Special  Report 


ENnRPinsE 

Timely  Insights 
For  Small  Business 


In  Box 


page  2 


Tip  Sheet  Home-based  businesses,  the 
Optimism  Index,  green  office  habits,  and  more 


Marketing  page  4 

A  Lifeline  Called  Cable 

Can't  afford  to  advertise  on  TV? 
C  able  is  cheaper  than  you  might 
imagine-and  easier 


Legal  Affairs 


page  20 


Sex  and  the  Small  Business 

From  videos  to  Web  sites,  there's 
a  wealth  of  new  resources 
to  help  raise  staff  awareness 
of  the  issues  involved  in  sexual 
harassment 


Companies  pageio 

All  Smiles 

Demand  from  dentists  for  its 
painless  cavity-zappers  has 
Premier  Laser  Systems  hustling 

Technology  page  14 

Mettlesome 

Look  before  you  leap.  Network  computing  is  new, 
and  can  prove  unexpectedly  tricky  and  costly 


At  Your  Service  page  24 

Campus  Consultants 

More  B-Schools  require  hands-on,  real-world 
experience  of  their  MBAs.  Businesses  are  reaping 
the  rewards  of  these  useful-and  free-programs 

Downtime  page  30 


Classic  Solutions 

King  Lear  and  other  great 
books  will  teach  you  more 
about  strategic  thinking  than 
The  One  Minute  Manager 


r  more  on  small  business,  visit  BW  Plus!  at  www.businessweek.coin  or  America  Online  at  keyword:  BW  Enterprise 
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INBOX 


EDITED 
BY 

EDITH  HILL 
UPDIKE 


80%  had  jobs 
30  days  prior  to 
starting  their 
business 


"hey're  just 
IS  likely  to 
>e  single  as 
narried  or 
livorced 


Home 
Work 

Say  "home-based 
business"  and 
people  picture 
moms  earning 
extra  cash  as 
they  mind  the 
kids,  or  down- 
sized execs  who 
a  n't  afford  "real" 
•jffices.  Wrong, 
says  Wells  Fargo 
\FIBS  ongoing 
study  of  business 
sta}-ts.  The  home- 
based  don't  even 
make  less  than  oth- 
er entrepreneurs. 


Although  aimed  at  technolog>' 
companies,  the  lessons  on  devel- 
oping and  marketing  new  prod- 
ucts gleaned  from  the  Research 
Triangle  Institute  apply  to  many 
companies.  Decades  of  accumu- 
lated wisdom  from  more  than 
100  companies  fills  Making  Man 
ey  witti  Your  Technology  ($20). 
Tips  are  mixed  with  tales  from 
execs  who  learned  the  hard 
way  Author  Rick  King  can  be 
reached  at  rking@rti.crg  or 
919  541-7202. 


For  more,  see  BW  Plus!  at 
www.businessweek.com  or 
America  Online  at  keyword: 
BW  Enterprise 


HAPPY  DAYS  ARENT  HERE  AGAIN? 

This  economy  just  won't  qur.  1  ,.    it?  Looking  to  the  fourth 
quarter,  Dun  &  Bradstreet  Corp.'s  Optimism  Index  shows  small 
business  owners  turning  a  wee  bit  cautious.  The  index  is  the 
percent  of  those  polled  who  expect  increases  (in  sales,  for 
instance)  minus  the  percent  expecting  decreases.  Whether 
compared  with  last  year  or  last  quarter,  fewer  small  businesses 
expect  to  raise  prices  or  see  higher  profits,  and  more  expect  a 
worsening  labor  squeeze  and  rising  inventories.  Other  recent 
surveys  from  Coopers  &  Lybrand  and  Arthur  Andersen/National 
Small  Business  United  produced  similar  results.  To  be  sure, 
optimism  overall  is  still  pretty 
high.  This  quarter  may  t>e  an 
anomaly,  refecting  a  sense  that 
the  boom  times  are  too  good  to 
last.  But  historically,  says  D&B. 
the  index  has  been  a  good 
predictor  of  what  later  government 
stats  say  really  happened. 


BE  GREEN. 
SAVE  GREEN 


e: 


iwww.epa.guv  .^inallbiz/) 


nvironmental  con- 
sciousness doesn't 
have  to  cost  more. 
In  fact,  green  office 
habits  can  actually  sav 
money.  Through  its 
Green  Lights  and  Ene 
gy  Star  progi-ams 
the  U.S.  Environment 


OUTLOOK: 
NOT  QUITE  SO  BRIGHT 


r  -    ;'e  see  BW  Plus!  at  wwv.. 
businessweek.com  or  America  O'  l 
keyword:  BW  Enterprise 


■  3  at 


PROFIT  PRICES  INVENTORIES 
>  OPTIMISM  INDEX 

D/(iA:OUNSBRADSIIiEH  C0«>. 


Protection  Agency  offers  info  on  energ>--eff!ciei 
office  equipment  that  can  cut  electric  bills  by  as 
much  as  50'~c.  David  Bolduc  paid  off  his  1991 
investment  in  special  lights  for  his  Boulder  (C 
bookstore  in  three  years  and  is  upgi-ading  again 
"Utility  rates  keep  going  up.  but  our  bill  just 
keeps  going  dowTi."  he  says.  A  quarterly  newsle 
ter  from  Earth  Share,  a  federation  of  nonpi'ofit 
gi-oups  (800  875-3863).  gives  regular  tips  on  rec; 
cling,  alternative  products,  and  how  to  improve 
office  air  quality. 


SMALL  FIRMS  USING  REMOTE  MODEM  ACCESS  SAW  1.6%  MORE  PRO 
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SCHEDULING 
THOSE  SICK  DAYS 

bsenteeism  at  businesses 
of  fewer  than  100  employ- 
lees  is  up  16%  over  last 
year,  according  to  CCH  Inc.,  exac- 
erbating the  effects  of  the  labor 
shortage.  Unscheduled  absences 
are  costing  small  business  an  aver- 
age of  $506  per  employee  this  year. 
That's  $100  more  than  last  year. 
Retailers  were  hit  hardest.  One  rea- 
son, managers  say,  is  that  designated 
sick  days  create  a  "use  it  or  lose  it" 
mentality.  They  say  the  best  counter- 
strategy  may  be  paid-leave  "banks," 
which  let  employees  accrue  unused  sick 
days  as  vacation  or  personal  days,  which 
workers  will  take  on  a  scheduled 
basis  rather  than  calling  in  sick. 


WEB  SITES 


Looking  for  help  with  media  relations?  Three  sites  by 
small  PR  firms  stand  out  for  their  advice. 

MEDIA  RELATIONS  INC.  (www.publicity.com) 

This  extensive  site  offers  regular  columns  by  Lonny 
Kocina,  president  of  the  firm,  and 
other  industry  experts.  Good  info 
on  handling  interviews. 

COMMUNICATION  SKILLS  INSTITUTE 

(www.csitucson.com) 


With  30  years  in  biz  communications,  Lorraine  B. 
Kingdon  provides  advice  on  how    ^    ^-j^^  |^ 

to  get  press  by  doing  surveys,  for 
example,  and  a  section  answering 
readers'  questions. 

NETRAGEOUS  INC.  (www.netrageous.com/pr/) 

PR  expert  Paul  Hartunian's  enthusiasm 
can  be  annoying,  but  the  case  studies 
offer  valuable  lessons.  The  media-savvy 
and  neophytes  alike  will  find  useful  tips. 


J 


b  Reach  the  Unreachable 

that  elusive  out-of-state  client  is  always  oh  the  phone 
ken  you  call,  maybe  you're  calling  at  the  wrong  time, 
nev) -poll  on  long-distance  habits  from  Sprijit  Busi- 
iss  shows  peak  calling  hours  differ  from  city  to  city, 
irelated  to  time  zones.  Both  hyper  New  Yorkers  and 
id-back  Seattle  folks  dial  most  at  9  a.m  .  St.  Louis 
Iks  most  before  lunch,  while  D.C.  wonks  and  Dallas 
•wboys  eat  first,  then  ca  ll  at  2  p.m  . 


SO  THEY  SAY 

"Some  small-business 
owners  think,  'hey,  it's 
my  company,  lean  do 
whatever  I  want  ' " 

—Margaret  A.  Harris,  a 
Houston  attorney  who  spe- 
cializes in  sexual-harass- 
ment litigation 


LESS  TAXES,  MORE  IPOsI 


DATA  SECURITIES  DATA  CO  ,  IDO  RESEARCH, 
AMERICAN  COUNCIL  FOR  CAPITAL  FORMATION 

Between  1970  and  1996  there  v\/ere 
generally  more  IPOs  w/hen  capital- 
gains  tax  rates  were  low.  This  year, 
the  pace  of  new  issues  was  slow 
compared  to  the  previous  year — until 
August,  just  after  Congress  passed  a 
tax  bill  that  cut  the  rate  from  28%  to 
20%.  Of  course,  that  doesn't  prove 
cause  and  effect:  Economists  still 
debate  whether  it's  tax  cuts  or  other 
factors  that  influence  IPOs. 


WTH  IN  '96  THAN  NONUSERS,  FINDS  ARTHUR  ANDERSEN/NSBU  STUDY 
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SHHH-MY 

TV  COMMERCIAL  IS  ON 


With  Shoemaker's  Warehouse 
tucked  away  in  an  industrial 
pail  of  Atlanta,  Betsy  Robbins 
had  always  I'elied  on  radio  and 
newspaper  advertising  to  draw  cus- 
tomers to  her  retail  shoe  store.  Thi-ee 
years  ago,  she  decided  to  try  something 


different:  cable  TV. 


the  same  force  at  work  everywhere:  dig- 
ital technology.  So  far,  21%  of  cable  sys- 
tems nationwide,  including  most  of  the 
biggest,  have  converted  to  so-called  dig- 
ital insertion,  in  which  ads,  stored  on  a 
computer  disk,  can  be  called  up  and 
transiTiitted  instantaneously.  In  the  past. 


ADVERTISING 


each  day's  local  ads  were  put 


Now  she's  a  veritable  tv    on  videotapes,  one  for  each 


evangelist — singing  the  praises  of  cable 
advertising  to  other  small-business  own- 
ers she  meets.  The  ads,  featuring  a  se- 
lection of  her  shoes,  not  only  brought 
new  shoppers  into  her  20-employee 
store  but  also  were  cheaper  and  easier 
than  she  had  ever  imagined: 
Pi'ime-time  spots  cost  only  .$50  to 
$150,  and  her  cable  system  of- 
fered plenty  of  help.  "I've  tiied 
all  kinds  of  media,  and  I  get  bet- 
tei'  and  more  measiu'able  response 
from  cable  than  from  anything 
else,"  she  crows. 

And  since  Atlanta's  cable  com- 
pany installed  digital  technology 
last  Apiil,  Robbins  is  happier  still. 
She  has  more  choices  of  networks 
on  which  to  advertise  and  can  pay 
less  to  reach  the  audience  seg- 
ment most  likely  to  buy. 
DIGITAL  BREAKTHROUGH.  Often  in- 
timidated in  the  past  by  the  very 
notion  of  TV  advertising,  small- 
business  owners  like  Robbins  are 
making  their  tv  debuts,  promot- 
ing eveiything  from  neighborhood 
diners  to  accounting  firms.  In  a 
survey  of  about  500  representa- 
tive small-business  owners  earHer 
this  year  by  Cicco  &  Associates 
Inc.,  a  consulting  lirm  in  Murrys- 
ville.  Pa.,  20%  said  they  iiad  used 
television  advertising,  up  from 
11%  in  1990. 

"Just  as  small-business  owners  are 
becoming  more  competent  m  then-  mar- 
keting skills  and  can  afford  more  ad- 
venturesome marketing  tools  cable  TV 
has  come  along  with  more  localized  au  - 
dience coverage,"  says  small-business 
consultant  John  A.  Cicco,  the  firm's 
president. 

What's  dinving  much  of  the  change  is 


network  carried  by  the  cable  system. 
There  wasn't  time  to  make  a  tape  for 
each  cable  network,  and  any  change  in  ad 
scheduling  requu'ed  a  new  tape.  So  mil- 
lions of  minutes  of  cable  ad  time  simply 
couldn't  be  used  by  local  advertisers. 


Not  Too  Small  For 
Prime  Time 

Big  changes  in  television  are  making  cable-TV 
advertising  a  feasible  and  effective  option  for 
small  business. 

TECHNOLOGY  New  digital  equipment  lets 
cable  advertisers  target  potential  customers  in 
ever-smaller  zones — some  with  just  a  few  thou- 
sand viewers. 

AUDIENCE  Basic  cable  now  reaches  66.7%  of 
U.S.  households.  Subscribers  watch  an  average 
23.4  hours  of  cable  a  week,  up  from  18.2  hours 
five  years  ago. 

PRODUCTION  Ad  agencies,  video  production 
houses,  and  cable  companies  are  cultivating  the 
small  business  market,  while  new  technology 
makes  low-budget  commercials  look  better 

COSTS  Digital  technology  lets  cable  systems 
sell  more  ad  time,  lowering  costs.  Example:  In 
Bend,  Ore.,  slots  that  used  to  cost  $7  can  now 
cost  as  little  as  $4.50. 

DATA  CABLETELEVISION  ADVERTISING  BUREAU,  COMPANY  REPORTS 


Now,  with  digital  insertion,  new  ads 
can  be  put  in  the  lineup  at  a  moment's 
notice,  and  cable  systems  can  sell  ad 
time  on  more  networks.  Most  impor- 
tant, it  is  now  easier  to  split  up  sub- 
scribers into  ever-smaller  geographic 
zones  and  sell  different  advertisers  the 
same  time  slot  on  the  same  network  in 
each   zone.   That's   good   news  for 


the  small  adver- 
tiser, because  it  is 
cheaper. 

For  example. 
Cable  Advertisinj^ 
of  Metro  Atlanta 
(CAMA),  the  advertis 
ing  arm  of  MediaOne 
Inc.,  which  operates  Rob- 
bins' cable  system  in  Atlanta, 
charges  a  basic  rate  of  $300  for 
a  30-second  prime-time  commercial 
on  CNN  to  reach  all  807,237  subsciibers 
in  its  21  geogi'aphic  zones.  But  cama 
chai-ges  just  $45  to  target  the  103,000 
subscribers  in  central  Atlanta's 
Fulton  County  and  a  mere  $15  to 
I'each  Walton  County's  7,000  cable 
subscribers. 

Digital  technology  has  had  an- 
other side  benefit:  improving  the 
quality  of  a  low-budget  ad.  Digi- 
tal, which  makes  editing  easier, 
yields  clearer  pictures  and  allows 
a  greater  variety  of  creative  tech- 
niques such  as  melding  images. 
"  'Good  enough'  is  starting  to  look, 
pretty  good,"  says  Jim  Stiener, 
vice-president  of  sales  and  mar- 
keting for  Pro  Video,  a  Madison 
(Wis.)  pi'oduction  house. 

Besides  the  steady  march  of 
new  technology,  new  advertisers 
are  seeking  out  cable  simply  be- 
cause today  67%  of  American 
households  get  at  least  basic  ser- 
vice and  spend  more  than  half 
their  TV  viewing  time  watching 
cable.  Meanwhile,  niche  networks 
catering  to  everyone  from  liistory 
buffs  to  rock-music  fans  allow  an 
advertiser  to  reach  the  folks  most 
likely  to  buy  a  particular  product 
or  service. 
While  few  entrepreneurs  rely  exclu- 
sively on  TV,  it's  a  compelling  option  to 
add  to  the  mix.  "Certain  products,  hke 
cars,  are  showm  more  effectively  in  a 
moving  medium,"  notes  Bill  Hamilton, 
pi'esident  and  CEO  of  theAgency,  an  ad- 
vertising finn  in  Westlake  Village,  Cahf. 
Then,  too,  cable  is  often  the  best  way 
to  reach  certain  demographic  groups. 
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For  example,  younger  shoppers  are 
more  likely  to  watch  the  tube  than 
read  newspapers.  And  simply  being 
seen  on  television  can  lend  a  business 
a  certain  credibility. 

Producing  an  ad  is  cheaper  than 
most  people  think.  "There's  a  built-in 
fear — unjustified — that  you  need  big 
budgets  to  get  on  television,"  says 
Gad  Romann,  presi- 
dent   of  New 
York-based  ad 
agency  the  Ro- 
mann Gi'oup. 
Production 
,    costs  can  vary 
widely — from 
as  low  as  $500  to 


few  hundred  dollars  in  some  markets 
for  a  half-minute  of  prime  time. 

In  Wisconsin,  for  example,  both 
Michael  Dix,  owner  of  a  four-store 
frozen  dessert  chain,  and  Scott 
Chalmers,  a  jeweler,  advertised  on  the 
evening  news  of  their  local  cKS  affiliate, 
covering  11  counties  in  and  around 
Madison.  Response  was  good  enough 
to  induce  Chalmers  to  boost  his  TV 
spending  175%,  to  $54,000  a  year.  Dix, 
with  a  total  ad  budget  of  $35,000,  was 
wary  of  TV  at  first,  according  to  his 
advertising  agent  Laura  Geisking,  pres- 
ident of  the  Creative  Company  in  Mon- 
I'oe,  Wis.  Now,  she  says,  "he's  so  stuck 
on  TV  I  can't  get  him  to  try  anything 
else." 


BARGAIN  BASEMENT:  Local 
markets  charge  in  the  low 
hundreds  or  less  for  a 
prime-time  spot-and 
narrowcasting  brings  the 
cost  down  even  further 


PLAY  IT  AGAIN:  Gelit- 
so  produced  a  stylish, 
film  noir-style  TV  ad 
'for  only  $5,250 


many  thousands 
of  dollars  for  a 
truly  classy  job. 
Consultant  Cicco 
estimates  small 
businesses  using  TV 
spend    an    average  of 
$35,000  a  year  on  the  medium. 
As  a  nile  of  thumb,  production 
costs  shouldn't  be  more  than 
25%  to  35%  of  the  total  TV  bud- 
get. In  fact,  sometimes  it's  even 
possible  to  get  your  ad  spot  pro- 
duced foi-  free  by  a  cable  system 
eager  to  sell  aiitime. 
But  since  a  TV  commercial  is  still 
pricier  to  produce  than  a  print  or  ra- 
dio ad,  mistakes  are  costher.  "You've 
got  to  make  sui'e  your  creative  is  right 
on  yoiu'  message  and  yoiu'  media  buy  is 
dead  on  target,  too,"  says  Eric  John- 
son, senior  vice-president  of  marketing 
for  Activision  Inc.,  a  video-game  maker 
in  Santa  Monica,  Calif,  that  uses  TV  ad- 
vertising. "Small  companies  have  to  an- 
alyze the  market  more  carefully"  than 
big  ones. 

While  cable  is  usually  a  better  option 
for  small  advertiser,  broadcast  television 
can  be  viable  in  some  parts 
of  the  countiy.  Time  on  local 
broadcast  network  affiliates, 
which  usually  reach  a  wide 
metro  area,  can  cost  just  a 


As  small  advertisers  consider  TV  for 
the  first  time,  cable  companies,  video 
producers,  and  ad  agencies  are  reaching 
out  vdth  specialized  services.  Often,  lo- 
cal TV  stations  and  cable  systems  will 
rent  a  crew  and  cameras  for  as  little  as 
$65  per  hour  and  studio  time  for  about 
$100  to  $125  an  hour.  Time  Warner 
City  Cable  in  New  York  set  up  its  own 
production  arm  in  1992  and  has  made 
ads  for  hospitals,  hotels,  and  restau- 
rants. Last  year,  seeing  the  small-busi- 
ness inarket  growing,  the  Wisconsin 
agency  Pro  Video  opened  Pro2  solely 
to  work  with  small  TV  advertisei's. 

Creating  a  spot  can  actually  be  fim. 
Dix  was  nervous  the  first  time,  when  a 
film  crew,  hii'ed  by  Geisking  fi'om  a  local 
TV  station,  shot  four  hours  of  footage  of 
two  kids  eating  ice  cream  to  make  two 
family-friendly,  10-second  spots.  This 
year,  Dix  is  the  star,  intei"viewing  people 
in  banana  suits  for  the  job  of  "Top  Ba- 
nana" at  Michael's  Frozen  Custard. 

Although  shoe-retailer  Robbins  and 
others  do  then-  own  media  buying,  they 
benefit  from  the  demographic  research 
provided  by  local  cable  operators.  Rob- 
bins,  for  example,  has  learned  to  use 
MTV  most  extensively  in  zones  close  to 
Atlanta's  urban  center,  where  more  of 
her  potential  customers  watch  the  music 
channel. 

Media  buyers  also  have  tricks  to  get 
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Sure  our  computers  con  ri 
a  billion  dollar  multinational 

But  can  they  run  a  neighbl 


Assisting  customers  to  achieve  worklw  ide  presence 
is  one  thin^,.  But  helping  a  neighborhood  pi/zeria  ship  deep- 
dish  pies  all  across  the  countrv,  now  that's  a  real  t  hallenge. 
This  is  the  puzzle  Compac]  faced  when  we  undertook  the 
job  of  bringing  Lou  Malnati's  Prk)rity  Pizza  business  out  of 
the  paper-and-pencil  age  ami  into  the  computer  age. 

Our  challenge  was  to  set  up  a  cost-eflective  order- 
processing  system  appropriate  tor  a  small  Inrsiness,  one 
that  could  grow  along  with  America's  insatiable  desire 
for  a  better  pizza.  To  accomplish  this,  Compaq  and  Data 
Connections  (a  local  reseller)  customized  a  computer 
system  that  helped  Lou  Malnati's  speed  up  their  turn- 
arcnmd  time  on  orders,  \\  hile  pro\  itling  the  latitude  to 
accommodate  fluctuating  seasonal  demands.  In  acklition, 
the  system  could  also  send  out  reniintlers  to  Lou's  key 
customers,  while  managing  payroll  and  developing 
creative  materials. 

The  return  on  this  in\estment  w  as  realizetl  in 
the  first  year  Lou  Malnati's  saw  their  orders  grow^ 
25°o,  allowing  them  to  mo\e  their  business  trom 
a  h(juse  to  a  larger  ofHce  sjjace.  But  it  you  really 
want  to  experience  firsthand  how  effective  Compaq  s 
small  business  solutions  can  be,  jjreheat  \dur  o\en  to  350 
and  call  1-800-LOLLTC)-G().  For  your  k)cal  reseller, 
visit  www.compaq.com/smb.  For  atlditional  informa- 
tkm,  call  1-800-869-6875  and  learn  what  Compaq 
/'  can  do  for  you  cner  jjepperoni  and  anchovies. 

/ 

COMPAa 
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bargains.  The  price  of  TV  time  fluctuates 
with  demand.  Ad  agent  Geisking  has  a 
deal  with  local  stations  to  call  at  the 
eleventh  hour  if  they  have  unsold  time. 
That  helps  her  clients,  mostly  small 
businesses,  get  slots  at  fii'e-sale  prices. 
She  also  buys  cheap  pre-Cluistmas  slots 
the  day  after  Thanksgiving. 

In  the  case  of  Frank  Geluso,  presi- 
dent of  FSiwebs,  a  30-person  Web  design 
and  hosting  company  in  Glen  Rock, 
N.J.,  the  astute  use  of  TV  advertising 
let  him  effectively  draw  customers  to 
the  Inteniet.  A  past  advertiser  on  wins 
and    WCBS    radio    stations,  Geluso 


Marketing 


switched  to  cable-TV  ads  last  April  to 
tai-get  the  affluent  counties  of  Westches- 
ter in  New  Yoi'k  and  Bergen  in  New 
Jersey.  He  spends  about  $3,000  a  month 
on  business  networks  like  msnbc  and 
CNBC.  "Radio  is  typically  $400  a  minute 
and  1.3  million  hear  it,  while  [cable]  tv 
is  about  $50  a  half-minute,  and  only  a 
couple  hundred  thousand  see  it,"  Geluso 
says.  But,  he  adds,  the  few  hundred 
thousand  are  a  better  bet:  "With  radio, 
the  call  volume  was  excellent,  but  the 
people  who  call  from  t\'  are  more  Ukely 
to  do  business  with  us." 

Geluso  brainstonned  with  Multivision 


Communications  Inc.,  a  FrankUn  Lake 
(N.J.)  \ideo  company,  to  create  Ms  3C 
second  commercial — a  film-noir  nod  t 
Hirniphi'ey  Bogart  replete  with  a  myste 
rious,  leggy  "dame"  and  private  eye 
Cost:  about  $5,250.  Multivision  did  evei-y 
thing  from  hiiing  the  actors  to  editin; 
but  worked  closely  with  Geluso  over  thi 
month  from  concept  to  final  cut.  Tlie  em 
result:  a  stylish,  clever  ad  that  does  th 
trick.  As  Bogie  might  say,  there  ai"e  plen 
ty  of  reasons  these  days  to  stait  a  beau 
tiful  fiiendship — with  tv. 

By  Edith  Hill  Updike,  ivith  Robii 
D.  Scliaiz.  iu  New  York 


SAVE  A  BUNDLE.  BUY  SECONDHAND  ADS 


If  you  want  a  TV  ad  that's  tried 
and  true,  consider  buying  a  used 
one.  Don't  laugh.  Some  great  local 
ads  are  seen  by  only  a  small  audi- 
ence in  one  of  more  than  200  U.  S. 
TV  markets  and  can  easily  work  for 
a  small  business  in  another  city.  Or 
an  ad  may  even  cross  the  seas,  such 
as  one  with  a  soccer-playing  cow 
that  delighted  Swiss  audiences  and 
later  aired  in  a  spot  for  Broughton's 

"How  does  your  bank  react  when 
you  ask  for  a  home  equity  loan?" 

"All  day  banking?" 

"Free  checking?" 

"How  about  a  mortgage  loan  ?" 

"Line  of  credit?" 

"Well,  if  we  were  you, 
we'd  bank  with  us." 

Dairy  in  Marietta,  Ohio. 

"iVIany  ads  strike  a  universal 
chord,  and  humor  spots  have  wide 
appeal,"  says  Heniy  Whitfield,  presi- 
dent of  12-year-old  AdExchange  in 
San  Francisco,  which  has  a  library  of 
some  1,600  local  syndicated  commer- 
cials for  sale. 

NEW  LOGO.  Selling  syndicated  com- 
mercials in  the  U.  S.  and  abroad  is  a 
quirky  but  gi'owing  niche  in  the  $186 
billion  ad  industiy.  Generally,  local 
advertisers  pay  from  $3,OOo'  to  $0,000 
for  unhmited  one-year  use  of  an  ad 
that  might  have  cost  a  small  fortune 
to  make.  The  recycling  act  may  be  as 
simple  as  slapping  on  a  new  logo  at 
the  end,  paiticularly  if  the  script  is 


fairly  generic  or  pertains  to  your 
own  industry.  Usually,  you  need  a 
new  voice-over. 

Some  commercials  are  easily 
transferable  fi'om  one  business  to  an- 

MONKEY  SEE.  MONKEY  DO 

The  footage  of  this  orangutan 
was  used  in  recycled  ads  by 
banks  and  car  dealers 


other  Ads  that  stress  a  concept  or 
create  a  mood  w^ork  best — for  exam- 
ple, an  orangutan  that  makes  faces  in 
response  to  comments  about  a  rival's 
service.  This  famous  syndicated  cam- 
paign, produced  in  the  early  '90s  for 
South  Carohna  Federal  Savings 
Bank  (now  First  Union  Corp.),  is  still 
in  use  by  banks  and  car  dealerships. 

For  buyers,  used  ads  offer  afford- 
ability,  quality,  and  a  track  record. 

"Pardon  me-you  don't  look 
excited! 

"Aren't  you  havin'  fun  yet?" 

"Don't  you  LIKE  car  shopping?" 

"They  aren't  treating  you  right?" 

If  we  were  you,  we'd  try 
Stressless  Auto  Shopping  at 
Malta  Chevy-Geo  in  Elk  Grove." 

Dan  Seidler,  marketing  director  at 
furniture  retailer  The  Bedroom  Inc. 
in  Coon  Rapids,  Minn.,  used  a  feel- 
good Fourth  of  July  spot  "right  out 
of  the  can."  But  with  other  ads,  he 
edits  out  fiu'niture  items  he  doesn't 
carry.  Still,  he  says,  these  ads  have 
"a  higher  quality  and  nicer  look  than 
what  you  could  do  on  yoiu"  owm." 

To  find  syndicated  ads  for  your 
business,  check  out  local  ad  agencies, 
video  production  houses,  or  syndica- 
tion brokers  such  as  AdvantEdge 
.Vdvertising  in  New  York  and  AdEx- 
change in  San  Francisco.  There  just 
might  be  a  commercial  that  fits  Hke  a 
well-made  suit.  A  used  one,  that  is. 
Bi/  Edith  Hill  Updike  in  New  York 
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The  Ultunate  Gimnmy: 

ake  your 


40 


O/o  more  productive. 


A  Network. 

Just  a  tanc\'  name  for  a  system  that  lets 
computers,  faxes,  printers  and  otfier 
lectronlc  devices  talk  and  work  together 
By  sharing  files  and  hardware,  you 
can  increase  your  office  productivity 
up  to  40"/o.  No  more  running  around 
trading  floppy  ciisks.  No  more 
waiting  to  print  at  a  designated 
omputer  printing  station.  No  more 
moving  to  a  different  computer  to 
access  someone  else's  datalaase. 

Enter  the  Ultimate  Connection  and 
win  a  fully-installed  3Com  Network  for  your  olfice, 
or  one  of  over  100  other  prizes. 


/J 


'    "P  I  I.  Li  "i       ,  'r^  r  ,      And  if  vou  are  an  internet  user,  a  network  can  reduce  the 

/r     r   rrrs  ruj         '  ■.  -  i- 

I       i-J  — j_J_J  _J  r; — \- — '       costs  \'ou  pay  toyour  internet  service  provider  by  letting 


multiple  computers  share  a  single  connection.  If  your 
employees  need  to  work  at  an  olf-site  location,  they  can  easily 
access  information  and  then  send  it  back  to  computers  at  your 
home  office.  Or  even  send  information  to  a  customer.  Networking. 
It's  not  just  simple,  it's  really  practical.  Por  more  information  and  to  enter  the  Ultimate  Connection 
contest,  simply  call  the  number  listed  belov\-  or  \'isit  our  Ultimate  Connection  website. 

low  to  enter:  Limit  of  one  entry  per  eligible  business.  To  enter,  complete  and  mail  the  postage  paid  business  reply  card,  or  fax  to 
-888-303-9774.  You  may  also  enter  through  the  3Com  Ultimate  Connection  Website  at  www.3com.com/ultimateconnection,  or  by 
ailing  the  3Com  Ultimate  Connection  number  at  1  -888-303-9782.  Entries  submitted  by  fax,  phone  or  via  the  internet  must  be  received  by  1 2:00  PM  (CST) 
ictober  31,  1997  and  entries  received  by  mail  must  be  postmarked  by  October  31,  1997  and  received  by  November  10,  1997  Eligibility  Sweepstakes  is  open  to  U.S.  and 
anadian  small  businesses  with  less  than  100  employees  that  have  between  2-20  personal  computers  at  the  commencement  of  the  promotion  MDid  where  prohibited  by 
iw.  Official  njles;  Sweepstakes  sub|ecl  to  official  rules.  For  a  copy  of  the  official  rules,  send  a  self-addressed  stamped  envelope  by  November  1 ,  1 997  to  3Com  Rules,  Dept  1 , 
O  Box  3280,  St.  Cloud  MN  56397-3280,  or  see  our  website  Pnzes:  Grand  Prize  (1 ):  Complete  3Com  networking  system  for  office  —  up  to  $20,000  value;  First  Pnze 
100):  OfficeConnect  Networking  Kit  —  ARV  $299.00.  3Com  is  a  registered  trademark  and  OfficeConnect  is  a  trademark  of  3Com  Corporation. *40%  number  includes 
ie  following  variables:  increased  individual  productivity,  cost  avoidance  savings  and  communications  cost  savings.  Source,  1997  Progressive  Strategies,  Inc. 
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Gompanies 


I  WOULDN'T  TRADE 

OUR  POSITION  WITH  ANYONE' 

Colette  Cozean  is  scrambling  to  meet  demand  for  Premier  Laser's  cavity-zapper 


0. 


What  would  you  do?  Your  six- 
year-old  company  has  never 
come  within  millions  of  making 
a  profit.  Your  stock  price  is 
falling,  and  you  can't  pay     ENTREPRENEURS  company  for 

your  staff.  Your  spouse,    as  the  underwriter 


of  the  dentist's  cb-ill.  Tliis  approach  quick- 
ly won  approval  on  Wall  Street,  where 
her  stock  doubled  in  one  week.  That 
price  iimup  has  soothed  the  capital  needs 

now. 


who  had  watched  as  your  jointly  owned 
home  was  mortgaged  to  the  liilt,  has  vi- 
sions of  impending  banki-uptey.  Even 
yom-  owTi  auditors  are  questioning  yoiu' 
company's  continued  viability. 

That  was  the  imen\iable  position  that 
last  fall  faced  Colette  Cozean,  a  39-year- 
old  biomedical  engineer  and  mother  of 
two  young  chikh-en,  who  was  deteiTnined 
to  build  the  country's  leading  medical- 
lasei'  fii-m.  After  sootliing  her  husband, 
Cozean  calmly  ran  up  a  $1.50,000  tab  on 
nine  diffei'ent  credit  cards  to  pay  her  40 
employees. 

NOVOCAIN  MUTINY.  Cozean  is  nothing  if 
not  feai'less.  A  one-tiine  college  volleyball 
player,  she  only  recently  gave  up  hang 
gliding  and  .skydiving  at  the  insistence  of 
her  insurance  company.  But  now  her 
tenacity  could  pay  off  in  a  dramatic  way. 
On  May  7,  the  U.  S.  Food  &  Dmg  Ad- 
ministration gave  Cozean's  company,  Pi'e- 
mier  Laser  Systems  Inc.  in  Inline,  Calif., 
the  fu'st  approval  to  manufacture  and 
market  a  dental  laser  that  painlessly  zaps 
cavities  without  anesthesia.  The  Ameri- 
can Dental  Assn.,  which  until  recently 
had  dismissed  the  use  of  lasers  to  cut 
through  teeth,  stepped  foi^ward  with  a 
mild  endoi'sement.  By  October,  the  fda  is 
also  e.xpected  to  approve  the  laser's  use 
for  kids,  a  potentially  huge  business.  Coz- 
ean starts  out  with  a  two-yeai'  lead  over 
her  rivals  in  what  some  e.xperts  project 
could  eventually  be  a  $4  billion  market 
overall  for  dental  lasei-s. 

The  FDA  approval  won  Premier  head- 
lines across  the  world,  thanks  in  no  small 
pait  to  Cozean  hei-self,  who  (luickly  made 
the  media  rounds  in  New  York,  doing 
75  back-to-back  intei-views  over  three 
days  on  such  shows  as  Good  Moming 
Avterica  and  NBC  News.  Knowing  that 
dentists,  notoiiously  conservative,  might 
balk  at  spending  .$39,000  for  a  dental 
laser,  Cozean  tai'geted  her  appeal  to  theii' 
patients,  emphasizing  the  universal  di-ead 


DR.  COLEHE 
COZEAN 


AGE  39 


able  to  call  in  $25  million  in  warrants.  "I 
have  never  seen  a  tiny  company  get  so 
much  attention  in  my  life,"  says  John  R. 
Doss,  an  analyst  at  Dominick  &  Do- 
minick,  a  New  York 
City  investment  bank. 

Now  Cozean  has 
to  prove  she  is  as 
good  at  meeting  de- 
mand as  creating  it. 
The  company,  slowed 
down  by  a  few  prod- 
uct design  changes, 
has  only  been  able  to 
deliver  about  40  of 
the  new  lasers  so  far. 
She  has  deposits  on 
87  more,  and  by  the 
end  of  the  year;  plans 
to  be  shipping  100  a 
month.  But  if  Pre- 
mier can't  ramp  up 
production  and  has  to 
e.xtend  delivery 
times,  dentists  will  be 
less  likely  to  put 
down  deposits  for  the 
expensive  machines. 
And,  eventually,  there 
will  be  competitors, 
including  rivals  Bio- 
lase  Technology  Inc. 
and  American  Dental 
Technologies  Inc.. 
which  has  claimed  it 
owns  patents  for  this  new  laser  but  has 
never  filed  a  fornial  complaint.  Cozean 
says  Premier's  patents  ai'e  aU  in  order  "I 
wouldn't  trade  our  position  with  any- 
one," she  says.  "We  are  set  up  to  lead 
the  application  of  medical  lasers  across 
several  markets." 

To  comphcate  matters  even  fiuther, 
Pi'emier's  undei"\\iiter  was  D.  H.  Blah- 
Co.,  a  tiny  Wall  Street  house  specializing 
in  tough-to-float  initial  public  offerings. 
On  Aug.  13,  Blair  agi'eed  to  pay  $5  mil- 


Uon  to  settle  a  National  Association 
Seciuities  Dealei-s  complaint  that  it  ovei 
charged  on  commissions,  including  Pn 
mier's.  And  daily  and  often  hourly  di; 
patches  on  an  Internet  investment  sit( 
techstock.com,  have  chronicled  ever 
problem  Pi'emier  has  encountered.  TlioS' 
two  factors  sparked  a  shaip  sell-off  ii 
Premier's  stock  in  mid-August,  knock 
ing  its  price  down  to  a  low  of  $S.5(J-"-^ 


CAREER  Head  of 
research  at  Pfizer's 
medical-laser  startup, 
1987-1991.  Led  man- 
agement buyout, 
1991.  Chairman, 
president,  and  CEO  of 
Premier  Laser  Systems 
(PLSI),  1991-Present 

EDUCATION  PhD, 
biomedical  engineer- 
ing; MS,  electrical 
engmeering,  Ohio 
State;  BS,  biomedical 
engineering,  University 
of  Southern  California; 
BA,  physical  sciences, 
Westmont  College 

HOBBIES  Mountain 
climbing,  scuba 
diving 


more  than  40%  below  the  peak  it 
reached  right  after  fda  approval.  It  has 
since  shown  some  improvement.  "We  'Q 
knew  D.  H.  Blah"  was  being  investigated 
when  we  did  the  secondary  offering,'' 
explains  Cozean.  "But  we  had  no  choice. 
They  were  able  to  get  the  deal  done." 

To  Cozean,  who  was  horseback  riding 
in  the  Sierras  with  her  family  during 
the  stock  dive,  tliis  was  just  another  mi- 
nor test  of  endurance.  Her  bold  game 
plan  is  to  become  one  of  the  country's 
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rgest  medical-device  comi)a- 
es.  Premier  is  now  the  only 
mpany  selling  lasers  for  all 
or  key  dentistry  procedm-es: 
vity  preparation  and  decay 
moval,  gum  reshaping,  hard- 
ling  composites  for  fillings, 
;d  teeth  whitening.  And  the 
mpany  is  closing  a  $10.(5  mil- 
n  acquisition  of  a  small  oph- 
almology  device  company, 
auston-based  EyeSys  Tech- 
logies  Inc.,  which  makes  op- 
al systems  to  measm-e  the 
i-\'ature  in  the  cornea.  Re- 
use EyeSys  is  now  losing  money,  Pre- 
ier  is  expected  to  take  a  big  wiite-off 
xt  quarter.  However,  EyeSys  will  give 
)zean  worldwide  distribution  for  her 
owing  lineup  of  ophthalmology  lasers, 
lis  October,  she  plans  on  debuting  six 
nine  new  pi-oducts  at  the  American 
jademy  of  Ophthalmology  meeting.  She 
also  in  second-stage  clinical  trials  for  a 
iev  for  cataract  removal,  another  po- 
ntial  blockbuster  device.  Next  year. 


A  PAINFUL  ROAD  TO 
PAINLESS  DENTISTRY 

PREMIER  LASER  SYSTEMS' 
  ■  SALES  ■  EARNINGS 


20  

'93 

▲  MILLIONS 


'94  '95  '96  '97*  -  EST-  '98* 

OF  DOLLARS  INCLUDES  ONE-TIME  WRITE-DOWN  FROM  $9,6  MILLION  ACQUISITION 

DATA  COMPANY  REPORTS,  RODMAN  &  RENSHAW 


attended  graduate  school  at  Ohio  State 
University  and  scraped  by  on  $8,000  a 
year.  Kim  completed  master's  degi'ees  in 
math  and  computer  science;  he's  now  a 
math  teacher,  computer  consultant,  and 
figiu'e-skating  judge. 

Meanwliile,  Cozean  racked  up  a  mas- 
ter's in  electronic  engineering  and  a  PhD 
in  biomedical  engineering.  She  also  fin- 
ished one  semester  short  of  a  medical 
degree.  "I  was  only  going  to  medical 


FEAR  OF 
DRILLING: 

Cozean 
targeted  the 
sales  pitch 
for  her  lasers 
at  anxious 
patients. 
Wall  Street 
listened,  and 
the  stock 
doubled 


e  expects  to  offer  a  laser  for  tj-eating 
ot  canals.  "No  other  company  has  the 
me  depth  of  pi'oduct  or  technology," 
ys  Scott  Baily,  an  analyst  who  follows 
e  company  for  Bluestone  Capital  Part- 
irs  LP  in  New  York.  "She  is  a  unique 
^rson  i-unning  this  company." 
That  she  is.  After  picking  up  under- 
aduate  degi'ees  in  natiu'al  sciences  and 
omedical  engineering,  Cozean  manied 
;r  high  school  sweetheart,  Ivim  Coz- 
in.  For  the  next  five  years,  they  both 


school  to  li'ai  ii  iiini-e  for  my  work  as  an 
engineer,"  she  explains. 

Cozean,  the  daughter  of  two  CPAs,  be- 
gan her  business  education  eaiiy  in  life — 
at  age  7,  when  her  parents  made  her 
help  do  filing  at  then-  Glendale  (Calif.) 
fiiTii.  By  the  time  she  left  for  college  she 
was  doing  the  work  of  a  senior  accoim- 
tant.  "I  hated  it  with  a  passion,"  she 
says.  "But  it  tui'ned  out  to  be  a  tremen- 
dous advantage." 

Cozean 's  real  passion,  it  tiuTied  out. 


was  foi'  entrepreneurship.  A 
four-year  career  as  head  of  re- 
search at  Pfizer  Inc.'s  laser-re- 
search unit  in  Irvine,  a  divi- 
sion she  helped  found,  was  cut 
short  in  1991  when  the  dmg 
giant  decided  to  sell  off  the 
cash-ch-aining  subsidiaiy.  Prod- 
ded by  fellow  managere  to  lead 
a  buyout,  Cozean,  who  had  re- 
cently had  a  second  child, 
wi'ote  a  25-page  business  plan, 
detaiUng  a  complete  change  in 
strategy. 

Pfizer  challenged  her  to 
raise  $10  million  in  45  days  to  buy  a 
controlling  interest  in  the  unit.  With  no 
time  to  sweet-talk  venture  capitaHsts, 
she  thi'ew  together  a  mini-roadshow  and 
raised  $4.5  million  from  her  father's 
fiiends  and  clients.  Cozean  and  her  hus- 
band rushed  to  buy  a  house  in  Lake 
Forest,  just  miles  fi-om  the  company,  and 
closed  right  before  the  deadhne  so  that 
they  could  quickly  refinance  and  draw 
out"  $50,000  for  the  laser  venture.  Coz- 
ean's  money  gave  the  couijle 
an  initial  5%  stake,  while 
Pfizer  kept  10%  of  the  com- 
pany and  her  father  became 
a  board  director. 

Cozean  quickly  set  out  to 
remake  the  company.  In- 
stead of  marketing  the  few 
surgery-laser  products  she 
ah'eady  had,  she  used  all  her 
capital  to  build  Premier's 
technological  base  and  focus 
on  new  appUcations  in  oph- 
thalmology, dentistry,  and 
surgery.  That  meant  defy- 
ing the  pi'evailing  industiy 
vrisdom.  In  particular,  den- 
tists had  completely  wiitten 
off  the  possibility  of  using 
lasers  on  teeth  because  of 
incidents  in  which  they  had 
destroyed  patients'  pulp,  the 
soft,  sensitive  tissue  in  the 
center  of  the  tooth.  In  ojjh- 
thalmology,  no  one  yet  had 
tried  to  use  lasere  inside  the 
eye  to  treat  cataracts  or 
glaucoma. 

Three  years  later.  Pre- 
mier had  meager  i-evenues, 
no  cash,  and  losses  were 
running  more  than  $3  million  annually. 
But  Premier  had  also  racked  up  17  ma- 
jor FDA  approvals,  several  times  more 
than  most  players  in  the  industry.  Pro- 
moting its  record  with  the  FDA  and  its 
potentially  diverse  product  mix,  the  com- 
pany raised  $9.5  million  in  a  January, 
1995,  IPO.  But  the  process,  says  Cozean, 
was  hell,  as  most  investors  at  the  time 
were  avoiding  small  companies,  paiticu- 
larly  those  in  health  care.  To  make  mat- 
ters worse,  Premier  was  embi-oiled  in  a 
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DECAY  FIGHTER:  In  this  stark  demo, 
a  laser  from  Premier  bites  into  the 
hard  tissue  of  an  extracted  tooth. 
FDA  approval  for  use  of  the  lasers 
on  children  is  expected  this  month 


lawsuit  that's  still  pending  with  com- 
petitor Coherent  Inc.,  the  Santa  Clara 
( Calif.  )-based  industiy  leader,  and  a  fiber 
supplier  that  Cozean  claimed  had 
shipped  product  that  was  promised  to 
her  to  Coherent  instead.  The  supplier, 
Infrared  Fiber  Systems  Inc.,  denied  the 
charges  and  countersued. 

Wonned  that  Premiei-  wouldn't  sur- 
vive the  costly  litigation,  D.  H.  Blair 
nearly  killed  the  offering  but  instead 
agi'eed  to  hold  one-thii'd  of  the  shai'es  in 
an  escrow  account  that  Cozean  would 
sun-ender  if  her  stock  took  a  dive.  In 
the  interim,  Cozean  ran  up  an  .$80,000 
tab  on  her  credit  card  to  pay  her  em- 
ployees. "That  was  the  hairiest  financial 
moment,"  says  Cozean.  "We  could  have 
easily  lost  it  all  in  a  few  days." 

That  was  just  the  fir.st  scare.  Eigh- 
teen months  later,  when  Cozean  had  to 
raise  money  again,  she  airanged  to  do  a 
secondary  offering  vrith  Rodman  &  Ren- 
shaw  Inc.  But  the  Nasdaq  market 
plunged  in  July,  1996,  and  Rodman  lost 
its  nei-ve  and  backed  out.  Cozean  pulled 
out  her  cretlit  caixls  once  again,  this  time 
running  up  the  $1.50,000  in  debt  that 
caused  her  husband  to  fret. 


Having  no  choice,  she  returned  to 
Blarr,  which  managed  to  raise  $10.2  mil- 
hon  in  the  secondaiy  offering.  With  that 
money,  Cozean  got  Premier's  ophthal- 
mology line  off  to  a  solid  start  with  the 
introduction  of  lasers  for  anterior  capsu- 
lotomy — a  procediu'e  to  open  the  capsule 
of  the  eye  prior  to  cataract  removal.  It 
would  have  been  moi'e  profitable  short 
teiTn  to  have  concentrated  just  on  the 
dentistiy  mai"ket,  with  120,0<X)  dentists  in 
this  countiy  alone.  But  while  dentists 
tend  to  be  slow  to  adopt  new  technology. 
Cozean  says,  ophthal- 
mologists, although  few- 
er in  numbers,  are  de- 
voted technophiles, 
willing  to  pay  steep 
prices  for  breakthi-ough 
devices.  For  example, 
the  cataract-removal 
laser  is  expected  to  sell 
for  $115,000— almost 
three  times  as  much  as 
a  dental  laser  for  cavity 
removal. 

Working  with  a  staff 
of  4.5  in  leased  offices 
above  her  lab  and  clean 


MOVING  UP 


PREMIER 

SHARE  PRICE 


DEC.  30,  '94  SEPT  25.  '97 

DATA;  BLOOMBERG  FINANCIAL  MARKETS 


room  in  Irvine,  Cozean  now  needs  t' 
ti-ansfoiTO  Pi'emiei-  from  a  research  hous' 
to  a  manufactming  and  marketing  com 
pany.  She  doesn't  need  to  convert  mam 
dentists  or  ophthalmologists  to  succeed.  I 
she  sells  just  360  dental  lasei's  by  Mai'ch 
1998 — and  increases  sales  of  her  othe: 
lasers  by  "IWo — she  will  have  increase( 
the  company's  current  $5.5  inilLion  in  rev 
enue  almost  sixfold  in  this  fiscal  year,  \)l 
$31  milhon.  By  fiscal  1999,  analysts  pro 
ject  Cozean  will  sell  $80  million  wortl; 
of  lasers,  finally  clearing  a  profit. 
SO  LONG,  SUTURES.  Even  then,  Cozeai 
will  have  her  work  cut  out  for  her.  Firs' 
of  all,  she  must  prevent  a  tug  of  wai 
for  resources  from  developing  betweer 
her  ophthalmology  and  dental  gi'oups 
To  reassiu'e  investors,  she's  expected  tc 
name  a  president  or  chief  operating  offi- 
cer for  backup.  She  will  also  need  to  ere 
ate  an  international  distribution  opera- 
tion, and  possibly  outsoiu'ce  both  training 
and  some  manufactming.  As  her  lawsuit 
demonstrates,  obtaining  supplies  in  this 
industiy  can  be  a  constant  battle. 

Even  with  these  challenges,  Cozear 
is  deteiTnined  to  move  on  to  her  third 
target  market:  sui'geons.  In  1998,  she 
hopes  to  get  approval  for  a  siu'geiy  laser 
that  will  meld  tissue  together  to  replace 
sutures,  a  potential  $2  billion  business 
"Most  companies  in  this  industry  are 
one-product  wonders.  When  the  technol- 
ogy changes,  they  are  gone,"  says  Coz- 
ean. "A  broad  pr'oduct  base  is  crucial." 

Despite  a  net  worth  on  paper  of  more 
than  $3  milhon,  Cozean  hasn't  changed 
her  lifestyle  much.  Three  moi-nings  a 
week  at  5:30,  she  swims  at  the  Y,  and, 
she  says,  she  hasn't  bought  clothes  in 
tlu-ee  year-s.  "It  is  all  tied  up  in  the  com- 
pany. I  am  as  broke  as  when  I  started.  I 
am  the  kind  of  person  who  won't 
change,"  she  says. 

One  thing  that  has  changed 
Pr'emier  now  has  a  cash  cushion.  It 
could  get  better  still  come  November, 
when  the  company's  underwriter  may; 

call  in  as  much  as  $65 
million  in  warrants,  as- 
suming Premier's  stock 
stays  above  $9.10  a 
share.  Class  B  war 
rants  will  be  called  in 
if  the  stock  averages 
$11.20  for  30  or  more 
trading  days. 

Not  to  woiTy  if  the 
stock  price  tumbles 
Cozean  will  just  pull 
out  the  MasterCards 
and  Visas  once  more. 
Bij  Kathleen  Morns 
i»  Los  Ayigeles 
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Retirement  and  tax  savings  for  small  businesses 


LOOKING  TO  START 


THE  YEAR  OFF  WITH  A 


NEW  RETIREMENT  PLAN? 


ACTING  NOW  HAS 


ITS  REWARDS. 


Designed  Specifically  For  Small  Businesses 

The  new  SIMPLE-IRA  Plan  is  a  reiirement  plan  that  is  llexible  and  easy 
to  set  up  and  administer.  It  can  help  small-business  owners  and  then- 
employees  save  tor  retirement  while  sa\ang  on  taxes  too. 

No  One  Offers  a  More  Comprehensive  SIMPLE-IRA  Plan 
As  the  leading  provider  of  retirement  plans,  Fidelity  pro\  ides  a 
comprehensive  SIMPLE-IRA  solution  for  you  that  includes: 

•  Help.  Retirement  Specialists  to  help  you  decide  if  a  SIMPLE-IRA  Plan 
could  meet  your  needs. 

•  Choice.  A  complete  range  of  investment  choices. 

•  Service.  Dedicated  employer  service  to  help  you  set  up  your  plan 
and  provide  ongoing  support, 

•  Value.  No  sales  loads  and  no  minimums  on  most  Fidelity  mutual  kinds. 

Act  Before  the  November  1  Deadline 
To  get  your  plan  up  and  running  on  January  1,  1998,  set  up  a 
SIMPLE-IRA  Plan  and  notify  your  employees  by  November  1,  1997, 
Then  you  will  be  able  to  start  the  )'ear  off  with  a  great  benefit  lor  )'our 
employees.  Call  for  your  free  SIMPLE-IRA  fact  kit  today! 


Fidelity  FaxLine  Service® 
helps  you  beat  the  deadline! 


Fidelity 


Inuestments' 


1-800-544-5331 

www.fidelity.com 

TDD  SERVICE:  1-800-544-01 18  for  the  deaf  and  hearing-impaired  9  a.m.  -  9  p.m.  EX 

For  more  complete  information,  including  charges  and  expenses,  on  any  fund  available  through  Fidelity,  call  for  a  free  prospectus.  Read  it  care- 
fully before  you  invest  or  send  money. 

The  load  waiver  offer  applies  to  certain  Fidelity  reliremenl  plans  marketed  and  distnbuted  direi.lly  by  Fidelity.  Fidelity  Magellan"  Fund  and  FideliU'  ScIclI 
Porllolios*  are  excluded. 

Fidelity  FaxLine  Service  is  a  registered  semce  marf;  ol  FMR  Corp, 

Fidelity  Brokerage  Ser\aces,  Inc   Member  KYSE,  SIPC.  Fidelity  Distnbutors  Corporation,  Fidelity  Invcsimenls  Institutional  Services 

Company,  Inc.  '  4d/40208  00 1 
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Technology 


ARE  NETWORK  COMPUTERS 
THE  WAY  TO  GO? 

The  bare-bones  machines  are  virtually  glitch-free,  but  there  are  plenty  of  drawbacks 


Brian  Littleton  thinks  nothing  of 
troubleshooting  complex  industri- 
al heating  and  air-conditioning- 
systems.  But  he  was  tired  of 
troubleshooting  the  12  personal  com- 
puters at  California  Hydronics  Corp.  in 
Hayward,  Calif.  "The  haitl  dnves  would 
be  full,  and  'this'  wasn't  comjiatible  with 
'that,' "  says  Littleton.  "They  were  get- 
ting to  be  a  real  maintenance  problem." 
So  he  decided  to  try  a  cutting-edge 
technology  that  promised  gi-eater  sim- 
plicity: network  computers.  Tethered  to 
a  network,  the  $649  machines  from  IBM 
can't  be  fooled  with.  There's  no  hard 
drive,  floppy  disk,  or  cd-rom.  In  short, 
no  way  to  screw  up  the  machine  by 
loading  incompatible  software,  or 
woi'se,  by  introducing  a  virus. 

Littleton  isn't  alone  in  his 
quest  for  an  alternative.  Many 
small  businesses  are  discover- 
ing the  pitfalls  of  PCs:  They're 
not  easy  to  operate,  and 
they're  expensive.  A  single 
desktop  computer  can  set 
you  back  more  than  three 
times  the  sticker  price 
when  you  factor  in 
hidden  costs 
such  as  mainte- 
nance, train- 
ing, and  soft- 
ware upgrades. 
What's  more, 
as  Littleton  has 
found    out,  PC 
makers  haven't 
lived    up    to  the 
jjromise  of  plug  'n' 
play,  a  technical 
standard  that  is 
supposed  to  make 
tasks  such  as  con- 
necting a  scanner 
or  running  project- 
management  software 
work  smoothly 
straight  out  of  the 
box.  Plug  'n'  pray  is 
more  like  it. 

So  what's  a 
small  business  to 


do?  Proceed  with  caution.  While  net- 
work computing  may  look  like  an  at- 
tractive option  worth  keeping  an  eye 
on,  it's  new  technology.  And  so  far,  it 
doesn't  hve  up  to  its  billing 
for  simplicity  and  lower  costs. 
Sure,  some  businesses  are 


data.  But  unless  the  PCs  at  your  com 
pany  are  totally  out  of  control,  a  smal 
business  shouldn't  get  into  it  right  now 
Besides,  prices  of  traditional  PCs  an 
l^gyyyQUI^        falling.  And  some  makers, 

COMPUTING      ^'''^  ,f  t 
  new  software  that  wall  take 


making  the  switch  because  they  believe 
in  the  long  lam  they  can  save  money 
and  have  tighter  secimty  over  company 


the  pain — and  some  of  the  cost — out  o 
managing  desktop  computers. 

Today,  the  most  radical  departure 
from  the  PC  is  the  so-called  network 
computer,  one  of  tkree  centralized  com- 
puting options.  Much  like  mainframe  ter- 
minals common  in  an  era  gone  by,  most 
of  the  control  over  each  network  com- 
puter resides  in  a  central  location — at 
computer  server.  That's  the  best  way! 
to  tackle  ninaway  support  costs.  Un-| 
like  PC  users,  operators  of  network! 
computers  (ncs)  cannot  load  pro 
grams   onto   their  machines 
Rather,  they  fetch  them  from  a 
central  computer,  if  permitted. 
No  more  viruses  infecting  the 
computer  because  an  em- 
ployee was  using  a  conta- 
jninated  diskette.  And  as 
envisioned  by  its  cham- 
pions— Sun  Mi- 
crosystems, Oracle, 
and  IBM — the  NCs 
would  be  cheaper 
to  build  because 
fewer  parts  are 
needed.  Ulti- 
mately, NCS 
could  be 
constructed  with 
out    using  Intel 
chips  or  Microsoft 
progi'ams. 
That's    why  Mi 
crosoft  Corp.  and  Intel 
Corp.  are  backing  two 
other  schemes.  First,  there's 
what  Microsoft  calls  Win- 
dows-based teraiinals.  Sim- 
ply put,  tliis  software  sup- 
ports a  vaiiety  of  familiar 
devices,  i-anging  fi'om  the 
PalmPilot  pocket  comput- 
er to  desktop  machines 
operating  the  popular  Win- 
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Time  Critical 

"Once  again,  Roadway  beats  the  clock/' 


The  entire  furniture  order  forr 


imvjin  Kansas 


City  and  an  appendectomy  for  the  warehouse  manager  at 
AIco  Furniture  Rental  in  Chicago  left  Steve  Peck  in  a  world 
of  hurt. 

f  In  a  frantic  search  Steve,  regional  director  of 
Alco's  tradeshow  division,  found  the  toll-free 
number  for  Roadway's  newfTime-CriticaT 


Services,  a  no-questions,[9UQrqnteecy  on-time 
service.  He  explained  all  the  critical  issues  for 
delivery,  and  Roadway  took  care  of  the  rest. 

Kim  Olds  at  Roadway's  Critical  Shipment  Center  staggered  the 
drop  of  four  trailers  at  AIco,  and^^^ffl^B^^H^^fflj 
according  to  the  deadline  and  labor  availability  at  the 
exhibit  hall. 


Satisfied?  "You  bet,"  Steve  proclaimed. [''Roadway) 


[deliveredjwhat  they  promised... 

they  delivered  the  product  exactly 


on  timejand  made  it  easy  for  AIco  to 


serve  our  customers.  It  was  painless." 
IiQIMm^^^^^^^^Q  Roadway  Express 
blends  the  most  efficient  network  with  the 
most  responsive  work  force  in  the  industry  to 
deliver  exceptional  customer  service  to  you. 


ROADWAY 


Call  your  local  service  center 
today  or  Roadway  toll-free  at.. 


1-888-550-9800 


www.roadway.com 
rexmaiKa'roadway.com 


WETA 


See  Divided  Highways,  a  fllm  produced  by  Florentine  Films/Hott  Productions  and  WETA,  Washington,  D.C. 
Wednesday,  Oct.  22,  1 997  @  9:00  pm  on  PBS.  Sponsored  by  the  employees  of  Roadway  Express 
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INTRANET  THAT 
IN  THE  DIRECTION 


OF  YOUR  BUSINESS  ^  NO  MATTER 
HOW  OFTEN  YOU  CHANGE  COURSE 


llNTRODUCING  THE  LOTUS  DOMINO  INTRANET  STARTER  PACK7  Admit  it.  An 
llnternet  connection  is  no  longer  a  luxury.  It's  the  biggest  necessity  your  business  has 
today.  But  once  you're  connected,  how  can  you  make  the  Internet  work  for  your  business? 


An  intranet  brings  the  power  of  the  Internet  in-house  to  speed  communication,  boost 
efficiency  and  streamline  your  business.  It's  quick  and  easy  to  set  up  a  customized 
intranet  in  your  company.  In  a  couple  of  days,  you  can  roll  out  a  comprehensive  business 
solution  that  enables  your  people  to  really  work  together  over  the  Web.  Questions  get 
answered,  decisions  get  made,  and  your  products  or  services  actually  get  sold. 

DESIGNED  SPECIFICALLY  FOR  SMALL  AND  MIDSIZED  EMPIRES.  Domino 
Intranet  Starter  Pack  is  designed  for  companies  that  don't  have  a  staff  of 
programmers.  Or  an  endless  IT  budget.  Select  from  12  applications  to  create  an  intranet 
tailored  to  the  needs  of  your  business.  The  E-mail  and  Calendaring  &  Scheduling 
features  are  a  great  place  to  start.  Then  add  Contact  Management,  Document  Library 
and  Company  Forms.  The  Domino  Intranet  Starter  Pack  is  based  on  the  award-winning 
Domino""  web  server,  so  you'll  be  able  to  customize  and  add  to  your  intranet  as  your 
company  evolves.  Take  your  competitors  head-on.  To  find  out  more  about  how  to 
leverage  the  Internet,  ask  your  VAR  for  details.  Or  call  1  800  872-3387,  ext.  D436,  or  visit 
our  website  at  www.lotus.com/worktheweb 


THE  FEATURES  GROWING 
COMPANIES  NEED 


SEND  AND  RECEIVE  E  MAIL 
ACCESS  INFORMATION 
DISCUSS  ISSUES  ONLINE 
MONITOR  PROJECT  STATUS 
PUBLISH  ONLINE  CATALOGS 

MANAGE  ACCOUNTS 
POST  JOB  OPPORTUNITIES 
AUTOMATE  COMPANY  REPORTS 


Lotus. 


Working  Together 


In  Cauda,  cail  1  800  M  LOWS.  ©191?  lolDi  OevjIopniEnl  eorpoialion.  55  Csmliiidge  Partoay,  Csmbriilge,  M«  02W2  All  righls  lewrvrt  lolys  and  Working  logellei  aif  regisltred  Irademarks  and  Domino.  Oomino  Inlianel  Slailer  Pack  and  »otk  He  m  m  liademaiks  ol  loliis  Derelspinml  Coip, 
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Technology 


IDIOT-PROOF?  With  NCs,  there's  no 
hard  drive,  floppy  disk,  or  CD-ROM. 
In  short,  there's  no  way  to  screw  up 
by  loading  software  that  won't  work 


ANNUALIZED  COST  WHAT  IT  IS 
OF  OWNERSHIP 


NETPC 

$7,799 


(lows  95  or  Windows  NT.  The  choice  is 
up  to  the  user.  But  you'll  need  a  version 
of  Microsoft's  Windows  NT  operating 
system  on  your  server. 

Then  there's  the  NetPC.  Microsoft, 
Intel,  Compaq  Computer;  and  Dell  Com- 
puter have  designed  a  stripped-down 
PC  for  networks.  At  about  $1,000,  Net- 
PCs are  supposed  to  be  cheaper,  yet  fa- 
miliar to  PC  owTiers.  Designed  for  work 
that  requii'es  less  flexibility — say,  repet- 
itive tasks  such  as  fill- 
ing out  forms — the 
NetPC  is  a  slimmed- 
down  Windows  PC  with 
fewer  expansion  slots 
and  a  hard  disk  drive, 
but  no  CD-ROM  or  flop- 
py. In  other  woixls,  for- 
get about  loading  your 
favorite  screen  saver 
TRICKY.  Wliat  do  these 
approaches  have  in 
common?  They  offei'  a 
way  to  cut  the  cost  of 
desktop  computers  by 
dramatically  reducing 
the  amount  of  time 
companies  spend  tend- 
ing to  PC  maintenance 
and  upgrades  (chart). 
"It  can  cost  $10,000  a 
yeai"  to  own  a  PC,  if  you 
count  technical  sujipoil 
and  how  much  time  an 
end  user  spends  tiying 
to  fix  something  on  his 
PC,"  points  out  Michael 
Silver,  an  analyst  at 
Gartner  Group  Inc.,  a 
Stamford  (Conn.)  re- 
search outfit. 

It  was  just  such 
problems  that  led  Littleton  to  replace 
his  PCS  with  Nt:s.  But  tliis  small-business 
ownei-  discovered  early  this  year  that 
network  computing  is  not  necessarily  a 
matter  of  effortlessly  plugging  in  some 
inexpensive  devices  that  employees  use 
to  fetch  company  data  and  applications. 
It  can  be  complex.  So  Littleton  hired  a 
consultant,  ea  software  Inc.  in  Rancho 
Cordova,  Calif.,  to  do  the  job.  "It  would 
not  have  been  efficient  to  do  this  our- 


selves," says  Littleton,  cliief  executive  of 
the  45-person  company. 

Littleton  estimates' that  the  $80,000 
project  cost  him  about  $20,000  more 
than  he  would  have  spent  had  he  chosen 
PCS.  The  reason?  The  inexpensive  net- 
work computers — in  Littleton's  case,  the 
$649  IBM  Network  Station — represented 
only  part  of  the  equation.  The  job  also 
required  complicated  software  work  on 
the  server  computers,  which  are  the 


Net  Options 


The  new  desktop  computers  are  supposed  to  be  easier  to  manage 
than  traditional  PCs  and  cost  less  than  the  $10,521  a  year  it  takes 
to  support  one  Windows  95  machine  with  maintenance,  training, 
and  upgrades.  Here  are  the  options  on  the  market  today: 


NETWORK 
COMPUTERS 

$6,159 


WINDOWS 
TERMINALS 

$7,012 


A  standard  PC  stripped  of  add-in  slots, 
CD-ROIVls,  and  floppy-disk  drives.  Although 
designed  for  a  network,  it  includes  a  hard- 
disk  drive  and  can  function  as  a  stand- 
alone computer  running  Windows  and 
Java  applications. 

A  new  desktop  computer  design  based  on 
chips  including  the  PowerPC,  Intel,  Sparc 
and  DEC'S  "Strong  Arm."  The  machine 
does  not  mclude  any  local  storage  device 
and  therefore  must  be  tethered  to  a 
network  for  Java  or  Windows  applications. 

These  terminals  do  not  require  powerful 
processors  and  can  use  older  Intel  micro- 
processors such  as  a  286,  but  this 
approach  requires  a  powerful  server. 

DATA  GARTNER  GROUP 


back-end  workhorses  that  control  the 
network  boxes. 

That's  why  it  is  better,  experts  say,  to 
call  in  a  computer  consultant  or  sys- 
tems integrator.  Installing  equipment 
yourself  may  seem  like  a  good  way  to 
save  money.  But  networks  can  be  tiicky. 
And  if  the  network  crashes,  unlike  with 
stand-alone  PCs,  you  can't  simply  i-eboot 
a  machine  and  go  on  working. 

In  the  long  term,  ncs  are  meant  to 


run  software  written  in  Java — a  pri 
gi-amming  language  developed  by  Su' 
that  promises  to  allow  applications  t 
be  pulled  off  a  network  and  run  on  an^ 
type  of  computer.  Software  companies 
however,  don't  yet  offer  many  Jav 
based  programs  such  as  spreadsheet 
word  processors,  presentation  gi-aphic 
or  database  applications.  And  it  coul 
take  years  before  there's  anywhere  nea 
the  volume  that  exists  for  Wmdows. 
BOTTOM  LINE.  For  now,  Windows  sti" 
mles  the  desktop.  Anne  E.  Biedel  &  As 
sociates  installed  nine  Windows-base 
teiTninals  fi'om  Wyse  Technology  Inc. 
its  family  medical  practice  in  Po" 
Townsend,  Wash.,  40  miles  northwest  o 
Seattle.  Jim  Biedel,  the  company's  sys 
tems  operator,  says  the  company  use 
the  devices — including  two  wii"eless  mod 
els — to  retrieve  2,000  patient  record 
from  desk,  exam-room,  and  remote  loca 
tions.  Biedel  built  hi 
own  $5,500  server  an 
spent  $800  for  each  o 
the  seven  wired  teiTni 
nals — and  $2,600  apiec 
for  the  two  wireles 
boxes.  He  also  spen 
$2,(X)0  on  other  networ 
gear.  "For  the  smal 
business,  this  is  goin 
to  be  the  way  to  go,' 
says  Biedel. 

Of  coiu'se,  there's  noi 
substitute  for  familiari-l 
ty.  At  least  that's  what! 
PC  makers  CompaqJ 
Dell,  and  Hewlett-] 
Packard  were  thinkind 
in  June,  when  they  an- 
nounced plans  to  offen 
NetPCs  by  yearend. 
Only  Compaq  and  Gate- 
way 2000  have  NetPCs 
on  the  market  so  far. 
Meanwhile,  companies 
such  as  IBM  and  Micron 
Electronics  Inc.  are 
backing  away  from  ear- 
Uer  plans  to  bring  out 
NetPCs.  Instead,  they'll 
modify  the  existing  PC 
and  give  it  the  featm-esl 
of  a  NetPC — namely,  softwai'e  that  makes 
it  easier  to  distribute  and  troubleshoot! 
applications.  The  bottom  line:  With  rapid- 
ly falling  prices  for  ti-aditional  PCs — entiy- 
level  models  can  be  had  for  about 
$1,000 — NetPCs  seem  less  attractive. 

In  the  end,  desktop  computers  may 
not  be  getting  tremendously  easy  to 
use,  but  at  least  they're  getting  a  little 
less  expensive  to  iim. 

By  Mark  Halper  in  San  Francisco 


WHO'S  BEHIND  IT 

Intel,  Compaq, 
Dell,  HP,  Acer, 
Gateway  2000, 
IBM,  NEC,  Mitsu- 
bishi, Unisys, 
Mitac,  others. 

Oracle,  Sun, 
Netscape,  IBM, 
Network  Comput- 
ing Devices,  DEC, 
Zenith,  Acron. 


Microsoft,  Wyse, 
others. 
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Legal  Affairs 


AVOIDING  A  TIME  BOMB: 
SEXUAL  HARASSMENT 

From  videos  to  Web  sites,  new  resources  are  available  for  small  businesses 

Like  most   companies  its 
size,  J.  D.  A.  Profession- 
al Sei-vices  Inc.,  a  60-per- 
son,  high-tech  headhunt- 
ing fii-m  in  Houston,  had  no 
sexual-harassment  policy  two 
years    ago    when  recruiter 
Rachel  Thompson  complained 
that  a  male  co-workei- 
the  next  cubicle — the 
firm's  top  pi'oducer — 
had  made  allegedly 
offensive  comments. 
The  colleague  de- 
nied it,  but  owner 
James  Del  Monte 
moved  Thompson  to 
the  other  side  of  the  30- 
by-3()-fo{)t  office  anyway. 
That  was  still  too  close  foi' 
Thompson,  and  she  eventu- 
ally left  the  company. 

The  messy  confrontatioi 
convinced  Del  Monte  he  nee 
ed  to  take  some  precautioi 
So  in  late  1995,  he  shellt 
out  a  hefty  $1.5.000  fee  foi-  ; 
human-resources  consultant 
to  do  a  top-to-bottom  re- 
view of  all  the  company's 
em])loyment  policies.  The 
consultant  also  provided 
sexual-harassment  training  and  devel- 
oped a  plan  for  formal  handling  of  ha-     1990s,"  quips  Nancy  E.  Pritikin,  a  man- 
rassment  complaints.  "It's  like  buying    agement  lawyer  at  San  Francisco-based 
insurance,"  Del  Monte  says.  "It's  always     Littler  Mendelson.  And  small  businesses 
too  expensive — until  you  need  it."           are  more  vulnerable  to  "these  after- 
"WHIPLASH  OF  THE  '90s."  These  days,     thought  claims,"  she  says,  because  they 
business  owners  w  ho  fail  to  deal  with     have  fewer  formal  procedures, 
the  issue  of  sexual  hai'assment  are  run-        While  some  forms  of  sexual  harass- 
ning  big  risks.  Companies  of  all  sizes     ment  ai'e  obvious — a  demand  for  sexual 
increasingly  face  lawsuits,  lawyers  say.     favors,  for  instance — the  law  defines  it 
Since  Anita  Hill  le.stified  in     WORKPLACE    '''"^  ^"-^  "unwelcome  sexual 
1991,  complaints  to  the  Equal    conduct"  that  creates  a  "hos- 


Employment  Opportunity  Commission 
have  more  than  doubled,  to  15,842  in 
199G.  Unfortunately,  many  are  fiivolous; 
last  year  the  eeoc  found  "no  )-eason- 
able  cause"  for  action  in  ^S.X^r-  of  cases. 
Management  lawyers  say  it  has  become 
common  for  terminated  emj)l()yees  to 
fire  back  with  sexual-hai-assment  claims. 
"Some  people  call  it  the  whiplash  of  the 


tile  work  environment." 

That  leaves  room  for  interpretation 
that  could  prove  fatal,  even  to  a  com- 
pany as  large  as  California  Acrylic  In- 
dustries Inc.  Despite  .$125  million  in 
sales,  the  Pomona  (Calif.)  hot-tub  makei- 
was  so  debt-laden  that  its  net  worth 
stood  at  just  $5.9  million  when  it  was 
hit  with  a  $1  million  sexual-harassment 


verdict  in  1993.  The  company  was  save 
only  because  a  court  cut  the  award  t 
$350,000,  says  Mary  Maloney  Roberts 
Aciylic's  Oaldand  (CaUf.)  lawyer.  Fear  o 
crippling  verdicts  propels  most  smal 
companies  into  settlement  talks  long  be 
fore  ti'ial,  says  Roberts,  even  if  they'r 
convinced  the  allegations  are  baseless. 

In  the  hothouse  climate  of  a  smal 
company,  the  damage  of  a  harassmen 
complaint  goes  beyond  litigation  risk 
Once  an  allegation  is  aired,  it  may  be 
impossible  for  the  people  involved  to 
get  far  enough  away  to  co-exist. 

Susan  W.  Brecher,  dh-ector  of  Comell' 
University's  keo  studies  program,  wIk 
conducts  sexual-harassment  training, 
points  to  a  recent  effort  at  mediation  in  a 
25-employee  communications  compiuiy  as 
typical.  The  dispute  involved  one  of  the 
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5000  SJ 


9230497096 


^^^^  J 


(Clockwise  from  top  left)  1993  Australian  10-dollar  note.  1992  West  African  States  5,000-franc  note.  U.S.  military  payment  certificate. 

1992  Albanian  1,000-leke  note.  1992  Bahamian  dollar  bill.  Icelandic  5,000-kr6nur  note.  1986  CFP  10,000-franc  note. 


DOES  A  SMALL  BUSINESS 


OWNER  WEAR?! 


HOW  MANY  HATS  You  stait  oiit  111  yow  business  focused  on 

DOES  A  SMALL  BUSINESS  doing  one  thing.  Doing  it  better.  Doing  it 

■owner  wear?  right.  Then  you  discover  that  the  more 

-  successful  your  business  becomes,  the 
more  time  you  spend  on  things  not 
directly  related  to  your  business.  •  Which  is  why  First  Union  offers 
small  businesses  things  like  24-hour  loan  approval,  a  daily  faxed 
account  statement  and  an  asset  management  account  called 
Business  CAP.  So  you  can  invest  your  time  where  its  needed  the^ 
most,  back  into  vour  business.  •  To  find  out  what  else  First 
ynion.can  do  for  you  and  your  small  business,  visit  a  branch  or . 
log  onto  our  Web  site  at  www.firstunion.com/smallbusiness 


©1997  First  Union  Corp. 
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partners  and  a  young  woman  who 
claimed  he  had  made  inappropriate  com- 
ments. Once,  she  said,  he  had  pinned 
her  against  a  wall.  The  partner  denied 
the  charges  but  agreed  to  stay  away 
from  her — then  broke  his  agi'eement. 
Brecher  can't  think  of  how  to  resolve 
the  problem  since  the  woman  still  deals 
with  the  same  paitnei-.  "She  really  needs 
to  look  for  another  job,"  she  says.  In 
such  a  situation,  Brecher  says  she  often 
suggests  a  buyout,  wliich  gives  the  work- 
er something  and  i^i-otects  the  comi)any 
against  a  suit  later. 

OFFENSIVE  CONDUCT.  Without  a  human- 
resoiu'ces  department  to  set  an  institu- 
tional tone,  the  small-business  owner 
personally  signals  what's  acceptable.  The 
moxie  it  takes  to  launch  a  company  can 
take  an  ugly  twist,  say  lawyers  who 
represent  harassment  victims.  "Some 
small-business  owners  think,  hey,  it's 
my  company,  I  can  do  whatever  I 
want,"  says  Margaret  A.  Harris  of 
Houston's  Butler  &  Harris.  How  bad 
can  it  get?  Hams  cites  a  1994  case  she 
brought  against  Houston's  Medical  Care 
Ambulance  Service  Inc.  The  owner, 
Jonathan  N.  Lee  Jr,  told  his  female  em- 


ICan  you  be  held  liable  for  behavior 
of  a  nonemployee,  such  as  a  cus- 
tomer, in  the  workplace? 

a)  Yes,  the  employer  is 
automatically  responsible. 

b)  No,  employers  can't  be  responsi- 
ble for  acts  of  nonemployees. 

c)  Yes,  If  the  employer  knows  or 
should  have  known  about  it. 

d)  No,  harassment  by  a  nonemploy- 
ee is  not  pervasive  enough  to  create 
a  hostile  environment. 

e)  Maybe,  depending  on  the 
nonemployee's  business  relationship 
with  the  employer. 

2 Which  of  the  following  is  not  an 
example  of  sexual  harassment? 

a)  Repeated,  unwelcome  sexual 
comments. 

b)  Repeated,  offensive  sexual  jokes 
that  employees  can't  avoid  hearing. 

c)  Offensive  conduct  by  a 
nonmanagement  employee. 

d)  A  male  manager  asks  a  female 
employee  for  a  date.  She  refuses. 

e)  All  of  the  above  would  support  a 
claim  of  sexual  harassment. 

Answe'::  Q1:C,  Q2:D,  Q3:E,  Q4:E 
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ployees  that  he  wanted  them  to  wear 
short  skirts  so  he.  could  "see  some  leg" 
and  insisted  a  job  applicant  pull  her 
dress  to  her  upper  thigh  and  sit  with 
her  legs  spread,  according  to  the  com- 
plaint. Harris  sought  $450,000  in  dam- 
ages; the  case  was 
settled  for  an  undis- 
closed sum.  Through 
his  lawyer,  Lee  de- 
nies the  harassment 
occurred  and  de- 
clines comment. 

On  the  other 
hand,  contact  with 
employees  can  allow 
a  business  owner  to 
discover  a  problem  and  nip  it  in  the 
bud.  In  her  days  as  an  employee, 
Boston-based  civil  engineer  Judith 
Nitsch  saw  how  to  effectively  react  to 
offensive  conduct.  The  same  day  her 
fii'm's  chief  engineer  heard  of  a  harass- 
ing remark,  he  sent  a  memo  to  all  35 
employees  that  such  conduct  wouldn't  be 
tolerated.  It  stopped. 

When  Nitsch  opened  her  own  firm  in 
1989,  which  now  has  54  employees  and 
$3.6  million  in  aruiual  revenues,  she  also 


3 George  is  a  friendly,  successful 
manager.  For  years,  he  has  occa- 
sionally given  employees  a  pat  on  the 
back  or  a  hug.  What  would  you  recom- 
mend to  George? 

a)  As  long  as  it's  clear  his  conduct 
is  not  sexual,  there's  no  reason  to 
change  years  of  successful  behavior. 

b)  He  should  ask  if  they  mind  being 
hugged. 

c)  George  should  only  pat  or  hug 
employees  when  there  are  witnesses. 

d)  George  shouldn't  be  concerned 
unless  an  employee  says  she  is 
offended. 

e)  George,  it  is  time  for  a  change. 

4 Sandy  complains  co-worker,  Scott, 
harasses  her  with  comments  about 
her  sexy  appearance.  It  would  help 
Scott  in  building  a  viable  defense  if: 

a)  Sandy  dresses  provocatively. 

b)  They  are  having  an  affair. 

c)  Sandy  repeatedly  thanks  Scott  for 
his  comments. 

d)  Sandy  has  told  Scott  at  work 
about  how  physically  fit  he  looks. 

e)  All  of  the  above. 

DATA:  LiHLER  MENDELSON 


took  a  hard  Une.  She  not  only  created 
sexual-hai'assment  policy  but  also  nam 
a  male  and  a  female  employee  to  who 
workers  can  report  complaints  directl 
She  says  this  has  worked  well. 
You  don't  have  to  spend  thousands 


dollars  to  take  the  kind  of  preventi 
steps  Nitsch  and  Del  Monte  did.  At  R 
Medium  Inc.,  a  36-person,  Manhatta^ 
based  finn  that  creates  interactive  We 
advertising.  President  Glenn  S.  Meye 
created  his  "zero  tolerance"  policy  hi" 
self.  He  mined  Intemet  sites  such  as  t 
American  Civil  Liberties  Union's  We 
site  (www.aclu.org).  There  are  also  so" 
ware  programs  retailing  for  less  tha 
$100  that  can  help  create  a  manual,  sue 
as  Employee  Manual  Maker  3.0  by  .jia 
Tools  for  Sale  Inc.  in  Moimtain  Vie 
Calif.  The  pi'ogram,  designed  for  co 
panies  with  KK)  or  fewer  employees,  als 
has  a  sexual-harassment  questionnair 
and  discussion  guide.  Cheaper  still,  ti 
networking  with  other  companies  an 
cutting  and  pasting  from  their  policies. 

After  developing  a  policy,  you  shoul 
begin  training.  Binmberg  Publication! 
Inc..  of  Brookline,  Mass.,  sells  a  $9l 
training  video  aimed  at  companies  witl 
15  or  fewer  employees.  In  Februarj^ 
Open  Interactive  Media  of  New  Yorl 
came  out  with  a  $425  interactive 
CD-ROM  about  harassment  for  supen'i 
sors  at  companies  with  less  than  10( 
employees.  There's  even  a  board  gam< 
on  employment  law  available  fi"om  th( 
Littler  Mendelson  law  ftrm  that  teache; 
managers  how  to  address  sticky  situa 
tions  (table).  At  $99,  it  costs  a  lot  les: 
than  an  hom*  of  a  lavi^er's  time. 

Ultimately,  however,  the  best  defense 
isn't  a  board  game,  video,  or  strongb 
worded  policy.  To  talk  the  talk,  e.xpert; 
say,  the  boss  must  walk  the  walk.  "I 
the  senior  people  behave  appropriately 
that's  the  message  that's  communicated 
UTespective  of  what's  in  the  policy,"  say; 
training  consultant  Lynn  Revo-Cohen 
Best  of  all,  it  doesn't  cost  a  thing. 

By  Karen  Donovan  in  New  Yorl 


More  information  on  this  story  can  be  found  in  BV 
Plus!  at  www.businessweek.com  or  on  America 
Online  at  keyword:  BW  Enterprise. 


TEST  YOUR  KNOWLEDGE  OF  SEXUAL-HARASSMENT  LAW 


THE  BEST  DEFENSE  isn't  a 
board  game,  video,  or 
strongly  worded  policy. 
It's  the  boss's  example 
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IT'S  JUST  YOU  AND 

YOUR  WORK. 


But  there's  help. 
Introducing  the  HP  OfficeJet  Pro  1150C. 

It  prints. 
It  copies. 
It  scans. 
All-in-One. 
All-in-Color. 
All  for  $899". 


90/oificejet-pro 


'Estimaled  U  S  retail  price 


W^ffi  HEWLETT 
IL/U  PACKARD 


ENTERPRISE 


At  Your  Service 


B-SCHOOLS  LEND 
A  HELPING  HAND 

Businesses  are  turning  to  MBA  programs  for  free  ad\ice 


BOG  BREAK: 


it  help.  Tol: 


(right)  drafted  a  strategic  pkni 


CONS 


Wisconsin  entrepreneiu'  Keny  Tolz- 
mann  dreamed  of  ti-ansfonning  his 
:i3-aci-e  ci-anbeny  bog  into  a  ci"an- 
beny  empii'e — "the  biggest  single  farni 
on  the  planet."  But  he  had  absolutely  no 
idea  how  to  raise  the  more  than  .'>20  mil- 
lion he  needed  to  cash  in  on 
the  red-hot  worldwide  de- 
mand for  cranbenies.  ^\^^at  he  needed 
was,  well,  cheap  ad\ice.  So  the  fonner 
professional  water  skier — and  owner  of  a 
ski  school — ^tiuTied  to  the  Weineit  Ap- 
plied \'entm'es  Pi-ogram  at  the  Univei"si- 
ty  of  Wisconsin-Madison,  a  two-yeai'-old 
business  coui-se  that  matches  its  students 
with  local  companies.  The  cost  to  Tolz- 
mann?  Zip. 

At  the  stall  of  last  spring's  semester. 


the  school  paii-ed  Tolzmarm,  :38.  with  sec- 
ond-yeai'  students  Jeff  Richai'dson.  a  for- 
mer pai-alegal.  and  Keith  Xapolitano,  a 
fonner  lawyer.  These  students,  chosen 
because  theii*  legal  backgi-oimds  would 
be  useful  in  sti-uctming  a  business  deal, 
y^YII^Q     spent  four  months— about 

  1.000  horn's  total — analyzing 

Tolzmarm 's  expansion  plans. 

By  May.  the  duo  had  drafted  a  40- 
page  sti'ategic  plan,  complete  with  color 
photos,  financial  projections,  and  funding 
scenaiios.  For  their  final  class  assign- 
ment, the  two  students  presented  the 
plan  to  a  band  of  local  analysts  and  ven- 
tui-e  capitalists — with  sm-piising  results. 
One  of  the  financiei-s  was  so  captivated 
by  the  proposal  that  he  kicked  in  his 


own  funds  and  helped  line  up  oth< 
investoi-s.  "There  was  no  way  I  wou 
have  [had]  the  resoiu'ces  to  do  th 
without  the  imivei-sity."  says  an  ecstat 
Tolzmarm. 

If  you  still  think  of  universities 
ivoiy-tower  di'eam  worlds — think  agai 
As  studies  of  entreprenem-ship  gi'ow 
populaiity  at  the  nation's  B-schools  (si 
Enteipiise:  "Class  Acts  in  the  hy-Co^ 
ered  Halls."  Dec.  16.  1996).  fi^ee  hands-c 
advice  and  analysis  fi'om  gi-aduate  sti 
dents  is  becoming  an  increasingly  impo 
rant  component  of  many  school  cimicull  s 

In  return  for  putting  time  and  effoi 
into  w-orking  with  students,  the  entri  uFi 
prenem*  gets  theii-  energy,  enthusiasn 
and  perspective,  not  to  mention  th 
jversight  of  a  business  professor  wh 
also  might  provide  valuable  networkin 
connections. 

PRESTIGE  PROGRAMS.  Of  COUlse,  nc 
eveiyone  is  an  A-student,  and  these  ji 
nior  consultants  might  not  be  availabl 
when  you  need  help  most.  But  with  cai 
fLil  scouting  ai'ound  and  some  thought  t 
yom"  needs,  it  should  be  possible  to  find 
jood  match. 

According  to  an  infoiTnal  busixes 
WEEK  sm-\-ey.  at  least  42  leading  bus 
ness  schools  pro\ide  fi'ee  MEA  ad\ice.  ir 

NO  IVORY  TOWER:! 

Students  get 
solid  hands-on 


experience  m 
the  real  world 

eluding  18  of  the  coimtiy's  top  25  busi  - 
ness  schools.  High-prestige  progi-ams  a 
the  Univei"sity  of  Pennsylvania's  'WTiaitoi 
School,  Northwestern  Univei'sitVs  J.  L 
Kellogg  School  of  Management,  and  th* 
Univei-sity  of  Michigan  School  of  Busi 
ness  Administration  gi-ant  mba  student; 
coui'se  credit  for  the  hands-on  expeii 
ence  of  ad\ising  local  businesses.  For  ex 
ample,  at  Massachusetts  Institute  o 
Technolog\''s  Sloan  School  of  Manage 
ment.  where  enrollment  in  entrepre 
neui'ship  com'ses  has  cUmbed  600%  ir 
the  past  two  yeai-s,  gi-ad  students  have 
lent  a  hand  to  some  65  local  high-tecl 
companies. 

In  New  York,  publisher  Frank  E 
Cuzzi  worked  togethei-  with  fom-  Cornel 
University  jiba  candidates  to  produce 
7.5-page  competitive  analysis  for  his  start- 
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PERSPECTIVE:  ''Small  businesses 
grapple  90%  of  the  time  with  day- 
to-day  tactical  issues/'  says  one 
CFO.  'It's  rare  to  step  above  the 
chaos  and  take  a  strategic  look 
at  where  you  want  to  go" 


soccer  magazine — a  document  that  he 
ires  would  have  cost  him  approxi- 
tely  $75,000  in  consulting  fees.  The 
dents'  marketing  recommendations 
■e  so  impressive  that  Cuzzi  immedi- 
iy  incoiporated  some  of  them  into  his 
3ter  plan.  "I  would  call  their  work 
own  answer  to  corporate  r&d,"  Cuzzi 
s. 

)f  course,  that  valuable  research  and 
elopment  is  not  simply  there  for  the 
ing.  For  example,  about  40  businesses 
i  for  20  spots  in  a  free  consulting 
gi-am  at  Carnegie  Mellon  Universi- 
Graduate  School  of  Industrial  Ad- 
listration.  And  most  schools  won't  con- 
iY  working  with  a  pure  startup 
ause  students  don't  get  to  handle  as 
e  a  range  of  business  issues. 
:AL  favor.  At  Carnegie  Mellon,  and 
;where,  the  key  question  professors 
sider  in  the  selection  process  is 
^ther  students  can  really  leani  some- 
!g  by  working  with  a  particular  com- 
y.  A  proposal  to  reorganize  your  file 
inets  won't  fly,  but  one  to  analyze 
r  marketing  plan  just  might.  "It  has 
be  a  project  of  real  concern  to  a 
nt,"  says  Robert  G.  Hansen,  who 


nins  the  MBA-advising  program  at  Dart- 
mouth College's  Amos  Tuck  School  of 
Business  Administration.  "We  want 
them  focused  on  cost  analysis,  pricing, 
or  a  marketing  dilemma." 

When  making  your  case  to  the  busi- 
ness school,  it's  a  good  idea  to  keep  in 
mind  tliat,  wliile  some  schools  will  range 
outside  of  their  geogi'aphic  area,  most 
favor  local  businesses.  You  should  con- 
sider your  needs  and  the  school's  spe- 
cialties, too.  At  Purdue  University's 
Krannert  Gi'aduate  School  of  Manage- 
ment, the  bias  is  toward  technology 


companies,  while  at  Northwestern  it's 
often  marketing,  and  at  the  University 
of  Chicago,  finance. 

Good  research  skills  can  be  applied  to 
virtually  any  topic.  Green  Gear  Cychng 
in  Eugene,  Oi-e.,  used  University  of  Ore- 
gon B-school  students  to  investigate 
how  to  boost  sales  of  its  folding  bicycles 
in  Europe.  "This  was  a  wondeiful  way 
to  do  a  specific  project,"  says  controller 
Gaiy  Horsfall.  The  students'  research 
helped  them  pinpoint  a  key  difference  in 
consumer  preferences.  Wliile  Americans 
care  most  about  price,  Europeans  are 


Where  the  MBAs  Have  the  Answers 

fere's  an  extensive  sampling  of  business  schools  that  offer  a  wide  range  of  assistance  to  small  busiriesses — at 
no  cost.  For  a  full  list  see  BWPlus!  at  www.businessweek.com  or  America  Online  at  keyword:  BWEnterprise 

ORTHEAST  SOUTH 


mi  COMMENT  CONTACT/PHONE  SCHOOL  COMMENT  CONTACT/PHONE 


KBSON 

bson  Park, 
ass. 

Specializes  in 
financing  help 

Ondine  Cohn 
781  239-4003 

ALABAMA 

(Culverhouse) 
Tuscaloosa,  Ala. 

Specializes  in  business 
plans,  strategic  allianc- 
es, and  new  ventures 

Mark  Weaver 
205  348-8947 

>LUMBIA 

w  York 

A  new  class  is  geared 
towards  entrepreneur- 
ship  and  technology 

Murray  Low 
212  854-3244 

DUKE 

(Fuqua) 
Durham,  N.C. 

Companies  should  be 
one  year  old  with  sales 
of  at  least  $100,000 

Bill  Sax 

919  660-7741 

>NNECTICUT 

orrs,  Conn. 

Students  have  assisted 
companies  in  150  Conn, 
towns  and  cities 

Bill  Schuize 
860  486-3504 

EMORY 

(Goizueta) 
Atlanta 

Projects  typically  focus 
on  competitor  analysis 
and  business  plans 

Christopher 
Gresov 

404  727-0526 

>RNELL 

)hnson) 
laca,  N.Y. 

Entrepreneurship-Lab 
students  spend  one  day 
a  week  at  companies 

David 
Ben  Daniel 
607  255-4220 

NORTH  CAROLINA 

(Kenan-Flagler) 
Chapel  Hill,  N.C. 

Developed  "game  day" 
logistics  plan  for  NFL 
team 

Jim  Danko 
919  962-3122 

EORGETOWN 

ashington 

Advises  30  to  50 
companies  per  year 

Elaine 
Romanelli 
202  687-4188 

SMU 

(Cox) 
Dallas 

Beatty's  class  does  full 
analysis  and  valuation 
of  Dallas  companies 

Randolph 
Beatty 

214  768-2533 

IT 

loan) 

imbridge,  Mass. 

MIT  prefers  companies 
that  have  fewer  than  20 
employees 

Kenneth  Morse 
617  253-8653 

VIRGINIA 

(Darden) 
Charlottesville 

Some  75%  of  projects 
are  marketing-based 

Tiha  von  Ghyczy 
804  243-7697 

iNNSYLVANIA 

/harton) 
iladelphia 

Projects  have  sent 
students  to  S.  Africa, 
Bolivia,  and  Ukraine 

Roz  Cohen 
215  898-4856 

WAKE  FOREST 

(Babcock) 

Winston-Salem,  N.C. 

School  awards  grants 
to  implement  students' 
recommendations 

Paul  Dierks 
910  759-4579 

iNSSELAER 

3y,  N.Y. 

Some  85%  of  advised 
companies  are  less 
than  two  years  old 

William  Stitt 
518  276-8398 

WILLIAM  &  MARY 

Williamsburg,  Va. 

Strong  in  information 
technology — such  as 
computer  networking 

Al  Whitehorne 
757  221-2902 
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A\-illing  to  pay  more  for  a  bike  thai  folds 
up  easily. 

Wliatever  yotu-  bu.^iness  plans,  schools 
will  reqiiii'e  you  to  submit  a  short  pro- 
posal outlining  students'  slated  responsi- 
bilities. Some,  such  as  University  of  Cal- 
ifornia at  Berkeley's  Walter  A.  Haas 
School  of  Business,  even  I'equire  a  guai'- 
antee  that  students  will  have  regulai-ly 
scheduled  meetings  with  top  brass.  "We 
w^ant  to  integTate  students  into  a  compa- 
ny's strategy'.'"  explains  Berkeley's  visiting 
entrepreneui-ship  professoi'  Amy  Shuen. 
MOTIVATION.  Once  you're  teamed  up  with 
the  students,  you'll  both  want  to  lay 
down  a  few  gi-oiuid  niles.  From  the  stait, 
cleai'ly  state  yoiu'  expectations  and  work 
gtiidelines.  And  find  out  what's  expected 
of  you,  too,  whether  it's  providing  feed- 
back to  a  professor  or  attending  weekly 
briefings.  Students  will  spend  just  a  few- 
months  at  yotu-  company — and  even  then, 
only  part-time — so  they'll  rely  on  a  com- 
pany insidei'  for  updates,  intei'views,  and 
relevant  data.  "For  tliis  to  work,  you  re- 
ally have  to  make  time  available  to  stu- 
dents," says  Dennis  Tootehan,  who  has 
directed  the  Center  for  Small  Business  at 
California  State  University-Sacramento 
since  1975. 

Tlie  i^artnership's  success  also  will  de- 

MiDWEST 


pend  on  how  candid  you  are  with  some- 
times-sensitive company  information. 
Says  soccer  pubUsher  Cuzzi:  "Students 
won't  know  what's  going  on  without  it." 
He  made  the  students  sign  nondisclo- 
stu*e  agi-eements — a  piiident  pohcy. 

You'll  also  want  to  keep  an  open  line 
to  the  B-school  professor  in  charge  of 
your  students.  The  instinctor  will  help 
guide  them  and  give  extra  instiiiction 
wiien  needed.  Sometimes,  the  B-schools 
even  provide  access  to  capital.  For  ex- 
ample, the  venture  capital  fund  run  by 
the  University  of  Wisconsin  was  im- 
pressed enough  with  Tolzmann's  cran- 
beiTy  venture  to  invest  $50,000. 

Consider  yoiu'  timetable  wiien  propos- 
ing a  relationship  with  a  B-school.  Re- 
member that  almost  all  consulting  will 
take  place  on  a  school-year  calendai'.  It's 
best  to  check  with  youi"  local  institution 
to  see  if  they  offer  a  summer  cotu'se. 
Whenever  possible,  try  to  work  with  stu- 
dents who  ai'e  getting  gi-aded  on  then- 
work.  It's  hai"d  to  beat  that  motivating 
influence.  And  since  for  them,  after  all, 
this  is  a  leaiidng  exercise,  you'll  probably 
find  yourself  explaining  a  lot  of  basic 
tilings  about  your  business. 

It's  a  good  idea  to  cheek  in  with  the 
professor  to  find  out  how  yoiu*  students' 

WEST 


work  was  rated  before  you  implemei 
their  advice.  Also,  expect  to  reimbur; 
students  for  such  minimal  expenses  ; 
travel  and  photocopying. 

That  said,  many  entrepreneurs  r 
port  that  the  experience  is  well  w^ort 
the  effort.  "Small  businesses  grapp 
90%  of  the  tim.e  with  day-to-day  tactic 
issues,"  says  Carmine  Napolitano,  chi 
financial  officer  at  California  softwai 
maker  Coryphaeus,  a  company  usi 
Berkeley  mbas  for  the  first  time.  "I 
rare  to  step  above  the  day-to-day  cha 
and  take  a  strategic  look  at  where  yi 
want  to  go." 

What's  more,  you  may  find  that  thei 
students  graduate  to  become  well-i 
formed  employees — and  even  trust 
confidantes.  Cranbeny  gi'ower  Tolzmai 
was  so  pleased  with  the  help  he  got  fi'u 
Richardson  that  he  brought  him  on  as 
paitner.  "I  even  taught  him  how  to  dii 
my  bulldozer,"  says  Tolzmann. 

While  not  all  collaborations  may 
that  fruitful,  a  retiuTi  to  campus  coul 
help  yoiu'  business  make  the  gi'ade. 

By  Dennis  Berinan  in  New  Yor 


r 


More  information  on  this  story  can  be  found  in  B 
Plus!  at  www.businessweek.com  or  on  Americ 
Onlme  at  keyword:  BW  Enterprise. 
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CASE  WESTERN 

(Weatherhead) 
Cleveland 

A  third  of  MBAs  are 
hired  by  the  companies 
for  whom  they  consulted 

Kirk  Neiswander 
216  229-9445 
ext.  155 

AMERICAN 

(Thunderbird) 
Glendale,  Ariz. 

students  do  financial 
analysis  with  5-year 
pro  forma  projections 

Paullohnson 
602  978-7607 

CINCINATTI 

Cincinnati 

Specializes  in  advising 
family-owned  businesses 

Charles 
Matthews 
513  556-7123 

ARIZONA 

(Filer) 

Tuscon,  Ariz. 

A  marketing  research 
class  takes  on  about 
20  projects  per  year 

Christopher 
Puto 

520  621-1030  ; 

IOWA 

Iowa  City.  Iowa 

Summer  course  places 
students  for  13-weeks  of 
entrepreneurial  consulting 

Daryl  Erdman 
319  335-0053 

CALIFORNIA- 
BERKELEY  (Haas) 
Berkeley,  Calif. 

Focus  on  Bay  Area  and 
Silicon  Valley  startups 

Stephanie 

Tibbetts 

510  642-4255 

MICHIGAN 

Ann  Arbor,  Mich. 

This  semester,  a  student 
"straw  poll"  picked  8  of 
23  applying  companies 

Andrew  Lawlor 
313  763-5809 

CALIFORNIA- 
IRVINE 

Irvine,  Calif. 

Designed  exclusively  for 
technology  transfer 

Dennis  Aigner 
714  824-6229 

MINNESOTA 

(Carlson) 
Minneapolis 

Founded  in  1961,  this 
program  typically  accepts 
about  half  its  applicants 

Verna  Monson 
612  624-3544 

OREGON 

(Lundquist) 
Eugene,  Ore. 

Advisory  board  refers 
student  projects  for 
possible  venture  funding 

Mark  Lange 
541  346-3312 

NORTHWESTERN 

(Kellogg) 
Evanston,  III. 

Students  helped  plan 
the  new  Negro  League 
Baseball  Museum 

Steven  Rogers 
847  467-1797 

STANFORD 

Stanford,  Calif. 

Selected  20  out  of  70 
applicant  companies 
last  year 

Brigitte  Shearer 
650  723-0887 

PURDUE 

(Krannert) 

W.  Lafayette,  Ind. 

The  management 
program  dispatches 
students  abroad 

Shailendra  Raj 
Mehta 

765  494-5703 

UCLA 

(Anderson) 
Los  Angeles 

Plans  prepared  in 
Ventures  Program  won 
$10  million  in  funding 

Elaine  Hagan 
310  825-2985 

WISCONSIN 

Madison,  Wis. 

Weinert  Ventures  Fund 
lends  start-up  capital 
to  selected  companies 

Robert  Pricer 
608  262-8640 

WILLAMETTE 

(Atkinson) 
Salem,  Ore. 

Covers  a  100-mile 
range  between  Portland 
and  Eugene 

Bruce  Gates 
503  370-6440 
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wo  W( 


ago, 

I  heard  of  Adobe  PageMill. 

;  the  whole  world 

has  heard  about  me. 


Let  the  whole  world  heai'  about  youi"  business,  too.  It's  easy  to  build  your  business  on-hne  with  Adobe'  PageMill  '  software. 
Just  di'ag  and  drop  text  and  images  into  place,  and  watch  youi"  Web  pages  take  shape  beft^re  youi"  eyes. 
You  don't  have  to  know  HTML  to  get  that  professional  look.  ~~  And  for  a  limited  time,  Adobe  PageMill  also  comes 
nth  Adobe  Photoshop'  LE  —  plus  Bonus  Web  Content  with  more  than  I.OOO  ready-to-use  images,  sounds,  animations, 
and  more.  All  for  just  $99  —  Windows'  or  Macintosh.  Don't  wait  another  minute  to  start 
building yom- business  on  the  Web.  Call  us  at  1-800-4-11-8657'  extension  32806 

Adobe 

or  visit  oui- Website  at  www.adobe.com/special/pagemill/smbxisiness/  If  you  can  dream  it,  you  can  do  it: 


Adobe  PageMill    the fasffst,  pnsipst  wnj   gpfjo  17 r  bl LSI ness  on  WpK 

©1997  Adobe  Systems  Incorporated.  .-Wobe.  the  Adobe  logo.  P^MUJ.  the  PageMill  logo.  Pholoshop,  and  "II  you  can  dj  eam  u,  you  tan  do  n  are  ti-adeniai  kv  ...I  /\dobe  Sy-siems  in<_oqx<rjied. 
Windows  IS  either  a  trademark  or  a  regislered  trademark  of  Microsoft  Corporation.  Macintosh  is  a  trademark  of  i^ple  Computer.  Inc.,  registered  in  the  U.S.  and  other  countries. 


If  we  showed 
you  its  actual 
screen  size, 
we  wouldn't  iiave 
room  to  tell  you 
how  powerful  it  is 


Space  is  severely  limited,  but  the  capabilities  of  the  NEC  Versa"  6200 
are  not.  Its  13.3"  active  matrix  LCD  display  is  the  largest  and  ^|  brightest  of 
any  notebook.  An  Intel  166MHz  Pentium 
processor  with  MMX "  technology  makes  it  one 
of  the  most  powerful  multimedia  notebooks 
around.  And  its  modular  design  lets  you  customize 
the  computer  you  need,  when  you  need  it. 

We  even  give  you  the  choice  of  working  with  a  highly  qualified  NEC 

reseller  partner.  So  call  our  System 
Consultants  to  find  out 
which  of  our  extensive 
line  of  notebooks  is  the 
right  option  for  you. 


13.3"  XGA  active  nwitrix  TFT  (. 
with  b^K  colors  at  1024  x  768  ri 
for  n  briyhtor,  richer, 
.  photorealistic  display.  • 


Why  NEC  Now? 

The  security  of  partnering  with  a  coinpany  known  for 
its  technoliigiral  innovations. 

The  flevibiiity  of  ordering  direct  or  through  a  reseller. 
The  expertise  of  System  Consultants. 
The  iininediate  availability  of  competitively 
priced  products. 

The  resourci  '.  of  one  of  the  world's    t\|  E;  CZ 
largest  computer  coitipanies 


©1997  NEC  Compuirt  Systems  Division,  Packard  Bell  NEC,  Inc.  NEC,  Versa,  and  MultiSync  are  registered  trademarks;  VersaBay,  A700,  C700, 
C500,  ESM,  PortBar,  MiniDock  and  Express5800  are  trademarks,  and  UltraCare  is  a  service  mark  of  MEC  Corporation,  all  used  under  license 
by  Packard  Bell  NEC,  Inc.  Direction,  VersaNote,  VersaExec,  and  MagicEye  are  trademarks  and  NEC  NOW  is  a  service  mark  of  Packard  Bell 
NEC,  inc  Leasing  based  on  typical  36-month  lease  with  purchase  option.  Ottier  lease  options  may  be  available,  leasing  arranged  by  third  party 
leasing  company  to  qualified  customers.  Prices  do  not  include  shipping  or  applicable  sales  tax,  are  valid  in  the  US  only  and  are  subject  to  change 
■'I'hout  notice.  Products  and  specifications  are  subject  to  change  without  notice.  *  Product  is  56Kbps  capable.  However,  due  to  FCC  rules  which 

trict  power  output  of  the  service  providers'  modems,  current  download  speeds  are  limited  to  approximately  53Kbps.  Actual  speed  may  vary 
[-landing  on  line  conditions.  MS,  IntelliMouse,  Microsoft,  Windows  and  Windows  NT  are  registered  trademarks  of  Microsoft  Corporation 
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10  Series  The  ultimate  power  tiotebooks. 


Common  Features;  PCI  Bus  ArchitecUire  with  Graphics  Accelerator  and  64K  Colors  •  32-bit 
CardBus  Support'  2I\/IB  VRAM  •  16-bit  Stereo  Sound  with  3D  Spatializer Technology  •  VersaBay'"  II 
Option  Slot  Accepts  CD-ROM,  Floppy  Drive  (both  included),  Optional  2nd  Hard  Drive  and  2nd  Battery  • 
Lithium  Ion  Battery  •  MS  Wmdows'  95  •  Upgradeable  3- Year  Limited  Warranty 


Versa  6200MX 

•  13.3"  XGA  Active  Matrix  TFT  Color  Display 

•  166MHz  Pentium  processor  with  MMX 
technology 

•  64MB  EDO  DRAM  (128MB  max) 

•  3GB  Hard  Drive/lOX  avg  CD-ROM 

*  Optional  2nd  Lithium  Ion  Battery,  add  $199 

*  Optional  Versa  Docking  Station  6000  Plus, 
add  $899 

*  Optional  VersaExec  ■  Leather  Carrying  Case, 
add  $199 

*  Microsoft  Windows  NT  4.0  with  Free 
Telephone  Support,  add  $99 

$4399 

Business  Lease;  $154/mo. 


Versa  6200MX 

•  13.3"  XGA  Active  Matrix  TFT  Color  Display 

•  166MHz  Pentium  processor  with  MMX 
technology 

•  32MB  EDO  DRAM  (128MB  max) 

•  2.1GB  Hard  Drive/lOX  avg  CD-ROM 

*  Upgrade  to  a  3GB  Hard  Drive,  add  $299 

*  Optional  2nd  Lithium  Ion  Battery,  add  $199 

*  Optional  NEC  Xircom  lOBase-T  Network 
Card,  add  $139 

*  Optional  Versa  MiniDock "  6000,  add  $499 


$3799 

Business  Lease;  $133/mo. 


NEC  Versa  2700  Series  All-in-one  convenience  at.  a  sensible  price. 


Common  Features;  PCI  Bus  with  128-bit  Graphics  Accelerator  •  256KB  L2  Pipeline  Burst  Cache  •  32-bit 
CardBus  Support  •  2MB  VRAM  •  USB  Port  •  56Kbps''  Integrated  Modem  •  Stereo  Speakers  and 
Subwoofer  with  3D  Stereo  Sound  •  DMI  2.0  Compliant  •  Intel  LANDesk  Client  Manager  3.0  •  MS 
Windows  95  •  Bundled  MS  Software  Including  MS  Word  97  •  Upgradeable  1-Year  Limited  Warranty 

Versa  2760MT  |  Versa  2730MT 


166MHz  Pentium  processor  with  MMX 
technology 

12,1"  SVGA  Active  Matrix  TFT  Color  Display 
16MB  EDO  DRAM  (96MB  max) 
Built-in  2.1GB  Hard  Drive,  16X  max  CD-ROM, 
1.44MB  Floppy  Drive,  and  Lithium  Ion  Battery 
Upgrade  to  48MB  RAM,  add  $299 
Optional  2nd  Lithium  Ion  Battery,  add  $199 
Optional  Versa  PortBar "  2700  Port 
Replicator,  add  $159 
'  Optional  NEC  Xircom  lOBase-T  Network  Card, 
add  $139 

$2999 

Business  Lease:  $108/mo. 


133MHz  Pentium  processor  with  MMX 
technology 

12.1"  SVGA  Active  Matrix  TFT  Color  Display 
16MB  EDO  DRAM  (96MB  max) 
Built-in  1.44GB  Hard  Drive,  16X  max  CD-ROM, 
1.44MB  Floppy  Drive,  and  NiMH  Battery 
Upgrade  to  32MB  RAM,  add  $159 
Optional  2nd  Lithium  Ion  Battery  add  $199 
Optional  VersaNote  "  Ballistic  Nylon  Carrying 
Case,  add  $69 

Upgrade  to  a  2.1GB  Hard  Drive,  add  $149 

$2699 

Business  Lease:  $97/mo. 


NEC  Versa  6060  Series  High  performance  desktop  replacements. 


Common  Features:  PCI  Bus  with  128-bit  Graphics  Accelerator  •  32-bit  CardBus  Support  •  2MB  VRAM 

•  Integrated  16-bit  Stereo  Sound  •  USB  Port  •  VersaBay  II  Option  Slot  Accepts  CD-ROM,  Floppy  Drive 
(both  included),  Optional  2nd  Hard  Drive  and  2nd  Battery  •  Lithium  Ion  Battery  •  DMI  2.0  Compliant 

•  Intel  LANDesk  Manager  3.0  •  MS  Windows  95  •  Upgradeable  3- Year  Lmiited  Warranty 


Versa  6060 

•  166MHz  Pentium  processor  with  MMX 
technology 

•  12.1"  SVGA  Active  Matrix  TFT  Color  Display 

•  32MB  EDO  DRAM  (BOMB  max) 

•  3.2GB  Hard  Drive/20X  max  CD-ROM 

*  Upgrade  to  80MB  RAM,  add  $540 

*  Optional  NEC  Xircom  lOBase-T  Network  Card, 
add  $139 

*  Optional  2nd  Lithium  Ion  Battery,  add  $199 

*  Optional  Versa  Docking  Station  6000  Plus,  add  $899 


$3499 

Business  Lease;  $126/mo. 


Versa  6060 

166MHz  Pentium  processor  with  MMX 
technology 

12.1"  SVGA  Active  Matrix  TFT  Color  Display 
16MB  EDO  DRAM  (BOMB  max) 
2.1GB  Hard  Drive/20X  max  CD-ROM 
'  Optional  U.S.  Robotics  x2  XJACK  56Kbps* 
Fax  Modem,  add  $199 
Optional  2nd  Lithium  Ion  Battery,  add  $199 
Upgrade  to  32MB  RAM,  add  $159 
Optional  Versa  Docking  Station  6000  Plus, 
add  $899 

$3199 

Business  Lease:  $115/mo. 


VersaNote  Ballistic  Nylon  Carrying  Case,  $69  •  VersaPro  Ballistic  Nylon  CarryiiKj  Case,  $99  • 
VersaExec  Leather  Carrying  Case,  $199  •  AC  Adapter,  $89  •  DC  Car  Adapter,  $89  •  NEC  104- 
Key  Keyboard,  $39  •  NEC  Xircom  lOBase-T  Network  PC  Card,  $139  •  Battery  Charger,  $189  • 
Versa  6000  Extended  UltraCare-"  Service,  $99  •  Versa  2700  Extended  UltraCare  Service,  $199 


 1-888-8-NEC-NOW 

in-Fri  8am-8pm  EST  |Dept.  No.  BE571A  |    WWW.neCnOW.COm  (1-888-863-2669). 


ill  now  for  immediate  delivery  from 
our  factory  or  for  a  free  catalog. , 


ENTERPRISE 


If  yom-  spare-time  reading- 
is  confined  to  The  Dilbert 
Future  or  The  Seven 
Habits  of  Highly  Effective 
People,  you  really  ought  to 
consider  a  radical  shift: 
\\"hile  The  One  Minute 
Manager  may  teach  you  to 
think  about  time  manage- 
ment, classics  like  Moby 
Dick  will  teach  you  to 
think. 

In  fact,  some  colleges 
teach  all  scholastic  disci- 
plines tlu'ough  the  reading 
of  gi-eat  works.  St.  John's 
College  in  Annapolis,  Md.. 
which  has  taught  a  "gi-eat 
books"  progi'am  exclusively 
since  1937,  in  recent  years 
added  a  gi-eat  books  pro- 
gi-am  for  business  people. 
These  executive  seminars 
meet  monthly  thi-oughout 
the  academic  yeai-,  vrith  ses- 
sions itmning  about  two 
hotu's.  Provident  Bank  of 
Manland  President  and 
coo  Peter  M.  Maitin  likens 
the  expenence  to  his  train- 
ing at  Harvard  University 
business  school.  "[The 
schools]  have  one  thing  in 
common — there  is  no  one 
right  answer.  You  learn  a 
process  of  logical  thinking." 
he  says. 

The  classics  gi'ap- 
ple  with  big  is- 
sues—  leadei-ship. 
moraUty,  moitahty. 
justice —  encoiu'ag- 
ing  you  to  think  for 
yom-self  and  ( dare 
we  say  it?)  to  devel- 
op a  personal  philos 
ophy.  "If  someone 
just  wants  to  think 
tactically,  the  man- 
agement how-to 
book  do  jrnn- 
do,"  says  crisis- 
communications 
constiltant  Ford 
Rowan,  of  Rowan  >Jc 
Blewitt  Inc.  in  \Vashi:ig- 
ton,  D.  C.  a  seminar  vt  tt  r 
an.  "If  you  want  to  think 
strategically,  then  reading 
and  debating  the  gi*eat 
books  is  important." 

Still  wondering  what 
King  Lear  has  to  do  \nth 
btisiness?  Christopher  B. 
Nelson,  president  of  St. 
-John's,  says  there  ai'e 
dozens  of  business  lessons 


DOWNTIME 


Read 
Books 


Any 


Great 


Lately 


aiNG  THE  CLASSICS 


in  Lear.  To  cite  just  one, 
succession  planning. 

As  you  may  recall.  Leai* 
plans  to  divide  his  kingdom 
among  his  three  daughters. 
Goneril  and  Regan  flatter 
the  king  extravagantly, 
competing  for  the  biggest 
parcel  of  land.  All  that 
Cordelia,  his  yotmgest.  of- 
fers up  is  a  simple,  but  sin- 
cere, expression  of  love. 
Em-aged  by  her  restraint. 
Lear  exiles  her.  Meantime. 
Goneril  and 
Regan 


of  his  students:  "To  what 
extent  can  man  control  the 
passions  that  \^Teak  havoc 
with  reason"?" 

It's  not  just  an  exercise 
in  navel-gazing.  "If  you  can 
think  clearly,  you  can  act." 
savs  Rowan,  who  has  em- 


man's  favorite.  The  Prince  , 
is  a  study  of  the  exercise  ^  ( 
power,  ^^'hat  in  human  na- 
ture causes  leaders  to  suc- 
ceed or  fail?" 

■  Martin  Luther  King  Jr.'si 
Letter  from  Birmingham 
Jail:  "One  leams  the  po 
of  speaking  the  truth 
was  a  man  of  piinciple  wil 
practical  solutions.  That  is 
effective  in  any  system." 

■  Collected  wTitings  of 
Abraham  Lincoln:  How 
does  one  reinvent  the 
fotmding  \"ision  and  give  it 
fi'esh  ptu"pose.  as  Lincoln 
did?  "His  sentences  are 
short  and  perfect;  reading 
Lincoln  will  improve  your 
wTiting." 

■  Herman  Mehille's  Billy 
Budd:  War-time  law  de- 
mands that  Captain  Vere 
execute  beloved  Billy 
Budd — an  act  that  in  peac^ 


Hea\y  Reading 

Here  are  some  resources  to  help  expand  your  book  list: 


Required  Reading: 
Why  Our  American  Classics 
Matter  How 

by  Andrew  Delbanco 
Hardcover.  256  pages 
Published  by 
Farrar  Straus 

&  Giroux 
•  Why  classic 
American  writers 
remain  important 
oday.  touching 
•m  Wliaiton. 
Thoreau,  Abraham 
Lincoln.  Mehille, 
Richard  Wright, 
and  Harriet 
Beecher  Stowe. 
among  others. 


The  Hew 
Lifetime  Reading  Plan 

by  Clijlon  Faditnan 
Hardcover,  400  pages 
PubUshed  by  HarperCollins 

•  A  guide  to  the  world's  finest 
literature.  In  print  for  almost  40 
years,  this  eiiition  iitcludes 
more  non-Western  authors.  The 
book  offers  introductions  to 
more  than  130  classics. 

The  St.  John's  College 
Reading  List 

•  Available  from  St.  .John's 
CoUege.RO.  Box  2800, 
.Annapolis,  MD  21404 

or  oitline  at:  www. 

sjca.edu  college/readlist.html 


join  to  usiu'p  the  king's 
power.  Leai-  is  driven  fi-om 
the  throne  and  into  mad- 
;  ess.  "LeiU-  mistakes  lust 
for  J  .  wer  as  love  for  him, 
leadii:,:  him  to  cede  control 
of  the  Gangdom  to  the 
wTong  people,"  says  Nelson. 
A  question  he  might  pose 


ployed  Aiistotle's 
model  of  persua- 
sion fi-om  Rhetoric 
almost  daily 
since  reading  it. 
Nelson  offers  the 
foUo\^"ing  reading  hst: 

■  Plato's  Republic:  "The 
book  examines  justice.  If  I 
have  power,  do  I  have  the 
right  to  exercise  it?  ShotUd 
I  do  something  because  it's 
what  the  CEO  did  before 
me?" 

■  Machiavelli's  The  Prince: 
"This  is  everv  btisiness- 


time  he  believes  would  be 
\^Tong.  "What  do  you  do 
when  you  ai-e  faced  with 
choices  that  are  morally 
wTong  but  reqtiired  by  fidu 
ciaiy  duty?" 

In  the  end,  says  Nelson, 
it  doesn't  really  matter 
whether  you  read  \'ii-gil's 
Aeneid  or  Toni  Morrison, 
WTiat's  important  is  to  chal' 
lenge  the  intellect.  Now, 
there's  a  highly  effective 
habit. 

By  Roy  Furchgoi 
in  Baltimor 
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INTRODUCING 
THE  NO-WORK 
NETWORK 

No  matter  how  small  your  business,  it  can  still  give  you  big  headoches. 
Employee  productivity,  customer  service,  cash  flow  can  be  the  difference  between  a  going  concern 

and  going  out  of  business. 

A  computer  network  can  help  by  enabling  you  to  share  information,  files,  and  resources  such  as  a  printer 
And  it  con  boost  productivity  by  almost  70%! 

"  1 

Novell  IntranetWare"  for  Small  Business  mokes  it  possible. 

j 

We  pioneered  PC  networking. 
And  we've  created  a  network  solution  just  for  small  business. 
IntranetWare  for  Small  Business  is  the  no-work,  no-worry,  hassle-free  answer  to  your  networking  questions. 
And  you  don't  have  to  be  a  rocket  scientist  to  use  it.  It  practically  installs  itself. 
And  with  the  Novell  Easy  Administration  Tool — NEAT— it  practically  manages  itself,  too, 
in  one  self-contained,  human-friendly,  intuitive  package. 
And  unlike  the  costly  one-size-fits-all  alternatives,  IntranetWare  for  Small  Business  is  the  inexpensive  pay-as-you-grow  solution, 

so  you  can  add  new  users  one  at  a  time. 
If  you've  never  had  a  network — or  if  you're  using  NetWare  3  right  now — 
IntranetWare  for  Small  Business  can  improve  your  work — without  increasing  your  workload. 
www.novell.com/intranetware 

Novell 


I  N  T  R  A  N  E  T  W  A  R  E 
FOR  SMALL  BUSINESS 


GET  A  XEW 


printer 


HE  XOST  OF 


paper 


Do  \ou  %\ish  vour  printouts  looked  smarterr 
That  \oiir  colors  were  brighter?  Before  voii  think 
about  changing  \our  printer,  perhaps  \ou  should 
tr\  changing  vour  pap>er  instead,  .\fter  all.  a  printer 
is  onlv  as  good     the  paper  it  prints  on. 

Hammermil]  paper  ha>  the  qualities  \ on: 


printer  needs,  espedallv  whiteness  and  smoothness. 
Whiteness  lets  %our  colors  come  out  bright,  never 
dull.  Smoothness  helps  documents  look  clean 
ind  sharp.  So  before  vou  so  rushing  out  to  buv  a 
new  printer,  trv  upgrading  the  printer  vou 
have  with  Hammermill  paper. 


For  free  samples  and  information,  call  1-800-242-214S  or  go  to  ^*"\s"w.hammermillpaper.com  international^  paper 


anagement 


COMMENTARY 


By  John  A.  Byrne 


SMOKE.  MIRRORS.  AND  THE  BOSS'S  PAYCHECK 


It's  not  every  day  that  a  corporate 
chieftain  offers  to  give  up  a  iiill 
year's  salary  if  his  company  fails  to 
neet  an  earnings  target.  By  making 
hat  pledge,  Union  Carbide  Chainnan 
md  Chief  Executive  William  H.  Joyce 
aised  eyebrows  and  made  headlines 
ast  week.  News  reports  indicated 
hat  Joyce,  who  earned  $2.1  milhon 
ast  year,  would  forfeit  his  base 
alary— cuiTently  $850,000— if  his 
ompany  does  not  earn  at  least 
A  a  share  in  2000.  An  addi- 
ional  16  senior  execs  will 
^ve  up  65%  of  their  salaries 
f  the  target  is  missed. 

Before  anyone  anoints 
oyce  a  pay-for-performance 
lero,  however,  a  closer  look 
it  his  pay  plan  is  in  order. 
?halk  this  one  up  to  clever 
)ublic  relations.  Although 
t's  unlikely  to  dent  Joyce's 
vallet  or  stoke  up  Union 
Carbide  Corp.'s  perfor- 
nance,  as  a  PR  ploy,  it 
worked  like  a  charm.  Joyce 
garnered  favorable  headUnes 
n  major  newspapers  and 
heers  fi'om  investors.  "Peo- 
»le  are  so  cynical  about  exec- 
itives  having  their  snouts  in 
he  trough  that  anyone  who 
aises  his  head  for  a  few  mo- 
nents  is  considered  a  hero," 
ays  Graef  "Bud"  Crystal,  the 
ixecutive  pay  consultant  and 
ritic.  "No  one  expects  an 
^erican  ceo  to  give  back 
mything." 

But  wiW  it  make  much  difference 
n  how  the  company  does?  Union 
^'arbide,  of  course,  argues  it  will.  Al- 
hough  Joyce  decUned  to  comment,  a 
ipokesperson  says  he  made  the  move 
n  the  face  of  skepticism  by  investors 
hat  Carbide  will  make  $4  a  share  in 
!000,  when  an  industiy  down  cycle  is 
!xpected.  Criticizing  most  incentive 
)lans.  Carbide's  vice-president  of  hu- 
nan  resources  Malcolm  A.  Kessinger 
;ays:  "Pay  for  performance  is  a  car- 
•ot  without  a  stick.  You  don't  get  re- 
varded  for  missing  a  target,  but  you 
lon't  lose  anything  either." 

Carbide's  new  pay  plan  is  far  more 
luanced  than  initial  reports  indicat- 
;d,  however.  Rather  than  giving  up 


his  entii'e  salary  in  the  year  2000,  for 
example,  Joyce  will  give  up  a  third 
of  his  base  pay  in  each  of  the  next 
three  years.  It's  woith  noting  that 
his  base  pay  has  jumped  nearly  55% 
in  the  past  two  years,  from  $550,000 
in  1995,  when  he  became  CEO.  So 
what  he's  putting  at  risk  is  less  than 
the  raises  he  has  already  racked  up. 
If  Carbide  misses  its  target,  Joyce 


Union  Carbide's  CEO  vows  to 
dock  his  pay  if  earnings  faltei^ 
Good  PR~with  little  risk 


will  lose  that  money.  But  in  return, 
he  stands  to  gain  far  more.  Joyce 
will  get  "additional  incentive  compen- 
sation" up  to  eight  times  the  salary 
he  is  forsaking  if  eaiTiings  hit  $4.75  a 
share  in  1999  and  2000.  And  the  pay- 
off could  be  even  higher  because  that 
pay  will  be  converted  into  "phantom 
shares"  of  stock — at  current  prices. 
If  he  deUvei's  the  goods,  he'll  benefit 
from  any  uphft  in  the  market. 

Moreover,  on  the  face  of  it,  Joyce 
hasn't  staked  this  bet  on  a  very  tough 
hurdle.  Sui*e,  analysts  foresee  a  dov^m- 
tum  starting  in  1998  for  Carbide, 
which  earned  $3.90  a  share  in  1996 
and  is  expected  to  make  $4.40  a  share 
this  year.  But  hnking  pay  to  earnings 
per  share  is  not  a  good  idea,  since  it's 


one  of  the  most  manipulable  of  all  ac- 
counting measures.  To  hike  EPS,  a  ceo 
could  sell  assets,  slash  mai-keting 
costs  01'  research  and  development 
expenses,  defer  investment — oi'  sim- 
ply buy  back  shai'es.  "When  you  have 
a  compensation  arrangement  based  on 
a  single  profitabihty  measur-e,  it's  al- 
most certain  it  can  be  manipulated  to 
get  the  desir-ed  r'esult,"  warns 
Howard  M.  Schilit,  president  of 
the  Center  for  Financial  Re- 
search &  Analysis  in 
Rockville,  Md. 
WHAT  STICK?  It's  also  far 
from  clear  that  Joyce's  pay 
will  really  take  a  hit.  Urrion 
Carbide  concedes  that  his 
pay  packet  each  year  will 
be  balanced  out  by  "vari- 
able compensation."  In  oth- 
er words,  Joyce  could  more 
than  make  up  any  salary 
loss  with  cash  bonuses  and 
stock  plans.  Last  year, 
these  alone  paid  him  $1.4 
million,  not  including  op- 
tions on  130,000  shares.  If 
Carbide  stock  rises  by  10% 
a  year  over  the  10-year  op- 
tion term,  they  would  be 
worth  $9.5  milhon. 

Under-  a  meaningful  plan, 
a  CEO  would  no  longer  be 
paid  millions  simply  for  rid- 
ing the  cyclical  wave  of  an 
industry  upturn  or  a  bull 
mar'ket.  Such  a  plan  would 
base  compensation  on  goals 
set  against  an  industry  peer  gr-oup 
over  multiple  years.  Every  cent  be- 
yond his  base  salary  would  then  be 
paid  only  if  he  outperformed  Car- 
bide's main  rivals  on  key  tar-gets 
such  as  return  on  equity  or  assets. 
Even  option  gains  would  come  only 
after  the  shar-eholders  have  r-eaped 
their  r-ewards  and  only  after  a  com- 
pany has  done  better  than  its  peers. 

Don't  hold  your-  breath.  Few 
boards  of  directors  and  still  fewer 
CEOS  want  to  put  that  much  on  the 
hne.  Until  then,  we'll  have  to  do  with 
gestures  that  have  more  public-rela- 
tions value  than  real  impact. 

Senior  Writer  Byrne  covers 
management.  .  ^ 


BUSINESS  WEEK  /  OCTOBER  13.  1997  63 


Special  Report 


YOUR 
NEXT 


What  could  be  more  different  thali 
motor  oil  and  the  Internet?  Ye 
last  October,  Jan  Horsfall,  3' I 
made  the  move  from  Valvolim 
the  billion-dollar  maker  of  aut 
lubricants,  to  vice-president  fot 
marketing  at  Lycos,  an  Internet  search-engin 
com])any.  Although  Lycos  has  less  than  $25  millio. 
in  revenues  and  no  profits,  its  share  price  ha 
tiipled  over  the  past  yeai;  and  Horsfall  is  sanguin 
about  the  future:  "I  get  a  minimum  of  two  job  o# 
fers  a  week  for  senior-level  positions  at  all  kinds  o : 
high-tech  companies." 

Is  it  time  for  you  to  take  the  big  leap  into  hig  i: 
tech?  Incredible  fortunes  ai'e  being  made  in  Silica  ' 
Valley  and  other  high-tech  meccas,  forcing  eve; 
successful  managers  and  professionals  from  othe  c 
industiies  to  seiiously  consider  making  the  switcl'  . 
What  you  stand  to  gain  is  an  opportunity  to  par . 
ticipate  in  the  most  \ibrant  sector  of  the  economy  t 
work  in  a  more  creative  and  entrepreneurial  en- 
vironment, and  perhaps,  if  you're  lucky,  strike  i  . 
rich.  But  then  the  worries  come,  all  too  real  fo' 
many  people:  You're  too  old.  too  settled,  and  ca: 
barely  use  a  word  processing  progTam.  Besidea 
high  tech  is  just  for  programming  ^^^zard 
and  young  hotshots  out  of  college,  not  fo 


TMnking  of  a  mid-career 
switch?  Not  afraid  of  a  little 
risk?"A  leap  into  high  tech 
could  be  just  the  ticket 
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RETAIL  AND  WHOLESALE  TRADE 


OTHER  MANUFACTURING 


ordinary  person  already 
ibing  the  ladder  in  a  big 
ipany. 

But  think  again:  There's 
ew  career  calculus  that 
ces  a  shift  into  high  tech 

right  move  for  many 
cutives  and  profession- 
in  their  30s,  40s,  and 

The  booming  tech  sec- 
is  creating  40%  of  all 
T  managerial  and  profes- 
lal  positions  outside  of 
1th  and  education,  ac- 
ling  to  a  new  analysis 

BUSINESS  WEEK.  If  CUr- 

t  trends  hold,  high  tech 
roing  to  be  the  single 
^est  source  of  new  man- 
rial  and  professional  jobs 

r  the  next  few  years  (chart).  And  while  you 
ht  have  to  take  a  cut  in  your  base  salaiy  to 
into  high  tech,  awards  of  options  and  stocks 
more  than  make  up  the  difference.  Moreover, 
n  base  pay  is  rising  more  quickly  than  in  oth- 
ndustries.  A  report  by  human  resources  con- 
ants  William  M.  Mei'cer  Inc.  shows  that  high- 
1  execs  are  getting  pay  increases  of  about  Sq- 
ually, compared  with  4.1%  for  other  industiies. 
A  stint  in  the  tech  sector  can  give  a  major 
st  to  your  long-term  career  prospects,  even  if 
don't  stay  in  high  tech.  Tech  companies  are 
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shaping  up  to  be  the  piime  ti'aining  gi'ouud  foi'  the 
next  generation  of  CEOs  and  senior  executives  for 
the  rest  of  the  economy,  just  as  Procter'  &  Gamble 
Co.  and  General  Electric  Co.  were  in  the  1980s. 
What  gives  people  with  tech  experience  an  edge  is 
not  simply  their  knowledge  of  new  technologies, 
but  also  their  exposure  to  a  culture  of  rapid 
change  and  growth  that  Corporate  America  is 
tiying  to  emulate.  All  across  the  economy,  "boards 
and  investors  are  seeking  leadership  with  a  sti'ong 
understanding  of  technology,"  says  Michael  T. 
Chiisty,  a  managing  partner  at  Heidrick  &  Strug- 
gles, the  executive  recruiting  firm. 

Moreover,  it's  not  necessary  to  be  a  computer 
sophisticate  to  take  advantage  of  the  new  career 
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opportunities.  Only  about  half  of  these  new  positions  will  be 
classical  tech  jobs,  such  computer  progi*animei-s  or  electrical 
engineers.  Instead,  as  high-tech  companies  become  more  con- 
sumer-oriented, demand  is  soaring  for  a  wide  range  of  skills, 
ranging  fi'om  mai'keting  to  product  development  to  human  re- 
sources to  finance.  "Technology  businesses  with  a  consumer  or 
business-to-business  bent  need  to  go  outside  the  technology 
arena  to  find  managers,"  notes  John  R.  Femeborg,  head  of 

Ferneborg  &  Associ- 
ates, an  executive 
search  firm  based  in 
San  Mateo,  Calif. 
That's  certainly  trae  at  Cisco  Systems  Inc.,  the  giant  mak- 
er of  networking  equipment  and  software.  The  company's 
main  problem  is  still  finding  enough  technically  skilled  work- 
ers to  fuel  its  voracious  growth.  But  as  Cisco  gets  bigger,  it's 
increasingly  hiring  non-tech  people  as  well.  "It's  veiy  common 
for  us  to  go  outside  the  industiy  in  areas  such  as  mai'keting, 
finance,  and  hiunan  resom-ces,"  says  Michael  McNeal,  dii'ector 
of  emplovTiient  for  Cisco.  "We  like  to  bring  in  a  different  per- 
spective." In  fact,  a  recent  scan  of  help-wanted  ads  hsted  on 
several  career-oriented  Web  sites  (table,  page  68)  showed  a 
slew  of  ads  fi'om  Cisco  and  other  tech  companies  seeking 
everything  from  finance  and  marketing  execs  to  editors. 
CULTURAL  LEAP.  Despite  the  arguments  in  favor  of  taking  a 
job  in  high  tech,  making  a  move  may  force  you  to  make 
huge  adjustments.  The  problem  is  not  acquiring  technological 
skills,  though  a  measiu'e  of  comfort  with  computers  is  essen- 
tial. Rather,  the  biggest  hurdle  is  cultural.  You  may  find 
yourself  unable  to  keep  up  with  the  incredible  pace  of  inno- 
vation or  feel  uncomfortable  in  a  less  liierai'chical  en\ii'omnent 
(box).  And  the  innate  uncertainty  of  the  tech  sector  can 
quickly  render  a  "dream"  job  obsolete. 

The  high-tech  career  imjjerative  is  a  new  phenomenon.  In  the 
1980s,  the  career-makers  were  consumer  marketing  and  fi- 
nance. With  consmner  spending  propelling  economic  gi'owth, 
mai-keting  experts  from  consumer-goods  companies  were  in 
wide  demand.  The  financial  revolution  of  the  1980s  opened  up 
huge  opportunities  for  finance  pros  all  over  Corporate  America. 
By  comparison,  the  tech  sector  in  the  19S0s  was  too  small  and 
too  specialized  to  be  a  viable  option  for  most  career-switchei-s. 

But  technology  is  now  driving  economic  gi'owlh.  High-tech 
industries,  fi"om  Web-site  design  to  software  and  systems  in- 
tegi-ation,  ai'e  gi'owing  at  an  annual  rate  of  over  5%,  fai*  faster 
than  the  rest  of  the  economy.  Meanwhile,  the  hot  industries  of 
the  1980s  have  slowed  down.  The  continuing  consohdation  in 
banking  and  on  Wall  Street  is  dampening  job  gi"owth  in  finance. 
The  recent  acquisition  of  Salomon  Inc.  by  Ti"avelei"s  Group  Inc., 
for  example,  will  almost  certainly  result  in  layoff's.  The  same  is 
tnie  in  retailing,  consumer  goods,  and  health  cai-e. 

High  tech  inci'easingly  dominates  the  labor-  market  for 
managers  and  pi'ofessionals.  Computer  programmers  and  an- 


□  Excited  by  the  technology 
revolution 


Yom^a  good 

move  inm 
high  tech  if  ^ 
ymiare: 


□  Want  a  faster-paced  job 

□  Attracted  to  less 
hierarchical,  more  flexible 
organizations   options  or  stock 

□  Enjoy  working  in  a  more 
creative  and  entrepreneurial 
environment 
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alysts  now  outnumber  lawyei-s  abn(i>t  Ll  tn  1.  The  softwai'e  iif 
dustry  employs  more  people  than  Wall  Street — and  is  grow- 
ing twice  as  fast.  The  result  of  this  rapid  gi'owth  is  th£^ 
technology  companies  are  gasping  for  people  to  fill  their  pd 
sitions.  Moreover,  the  nature  of  their  neetls  has  changed,    a  > 

The  Intemet  boom  is  creating  new  opportunities  for  mai  i 
keting,  advertising,  and  design  experts.  In  the  age  of  deregi 
lation,  telecommimications  companies  facing  small  competitor  i  eoi 
have  suddenly  discovered  they  need  much  more  extensiv 
mai'keting  and  product  development  to  siu-sive.  Pei-sonal-con  tl  "B 
putei'  makers,  trying  to  reach  the  lai'ge  number  of  household  to 

that  still  do  not  have  PO 
ai-e  reciiiiting  especialliB 
lai'ge  numbei-s  of  mai-kelli[|j 
ing  experts.  "They  ai'e  fl 
nally  waking  up  to  thi 
fact  that  these  machinel 
need  to  be  marketed  anlj 
consumers  need  to  b| 
taught  how  to  use  themj 
says  Ellen  Reid  Smitll 
37,  who  joined  IBM  lasi 
yeai"  as  dii'ector  of  rel^ 
tionship  marketing.  ShJ 
came  from  Brierley 
Partners,  a  direct-mail 
keting  agency.  Her  tasljpi 
to  set  up  consumer  lojjT 


□  Able  to  survive  if  your  com- 
pany should  shrink  or  go  under 

□  Willing  to  accept  a  lower 
salary  in  the  short  run  for  the 
chance  of  high  long-term 
rewards  through  awards  of 


□  Would  like  to  improve  your 
long-run  marketability  for 
senior  positions 


fifi  Ri]'^iNF<;<;  wFFK  /  nriORFR  1^  iqq? 


programs  for  IBM's  PC  buyers,  similar  to  tlie  unes  she 
ed  design  for  department  stores  and  restaurants, 
he  tech  sector  is  even  attracting  lawyers.  Kiistin  Coel,  32, 

worked  for  several  years  as  an  attorney,  is  now  dii'ector 
iroject  management  for  Gold  Systems  Inc.  in  Boulder, 
).  It  produces  telecom  software  for  customer  service  cen- 
.  Coel  took  the  job  even  though  remaining  in  the  field  of 

could  have  been  more  lucrative.  "Lots  of  friends 
becoming  partnei"s  in  law  firans,  making  good  money,"  says 
1  "But  this  is  more  interesting  work." 
0  be  sure,  it's  hard  to  make  the  jump  into  high  tech  at  the 


ON  THE  MONEY: 

a  Lots  of  friends  are 
becoming  partners  in  law  firms, 
making  good  money.  But  this  is 
more  interesting  work  f  f 

—  KRISTIN  COEL 
Project  Director  of  Gold  Systems  Inc. 

CEO  level  unless  you've  ah-eady  had  extensive  exiDerience 
in  the  tech  sector.  "Most  technology  companies  are  re- 
luctant to  hire  nontech  CEOs  because  knowledge  is  very 
important  in  leadership,"  says  Heidrick  &  Struggles' 
Christy.  For  example,  there  was  enoiTnous  intemal  re- 
sistance within  AT&T  when  Jolm  R.  Walter  was  hired  in 
November,  1996,  from  printer  R.  R.  Donnelly  &  Sons  to 
be  AT&T's  president  and  CEO-in-waiting,  in  part  because 
of  his  lack  of  technical  experience.  The  deal  fell  thi-ough 
in  less  than  a  year,  and  Walter  was  out  of  a  job. 
MARKETABILITY  MOVE.  Nevertheless,  some  tech  com- 
panies— especially  Intemet  startups — have  been  reach- 
ing outside  of  technology  for  CEOs.  "Those  companies  al- 
ready have  a  solid  tech  foundation  and  now  need  the 
senior  business  management  as  a  complement,"  says 
Chi-isty.  Consider  Ken  Swanton,  52,  who  in  September, 
1996,  left  his  job  as  executive  vice-president  and  gen- 
eral manager  of  the  leisure  division  of  Cai'lson  Wagonlit 
Travel,  the  $13  billion  MinneapoUs-based  travel  com- 
pany. His  destination:  Palo  Alto,  Cahf.,  where  he  be- 
came president  and  ceo  of  Intemet  Tr-avel  Network,  a 
major  supplier  of  online  travel-reservation  services. 
"It  has  been  a  gi'eat  move,"  says  Swanton.  "The  com- 
pany has  doubled  the  number  of  employees  and  cus- 
tomers since  I  got  here." 

Even  if  you  don't  make  the  move  into  the  comer  of- 
fice, by  crossing  over  into  high  tech  the  way  Swanton 
has  done,  you  can  ch'amatically  improve  yom*  mai'ketability  for 
the  rest  of  youi"  career.  The  combination  of  tech  and  nontech 
experience  is  extremely  valuable,  both  within  the  high-tech 
industry  and  in  other  parts  of  the  economy.  "I  have  never 
seen  such  a  disparity  between  demand  and  supply  across 
all  industries  as  there  is  now  for  tech-savvy  executives," 
says  John  T.  Thompson,  vice-chaii'man  at  Heidrick  &  Strug- 
gles. Thompson  I'ecently  helped  reciiiit  Ronald  T.  LeMay 
from  Sprint  Corp.,  where  he  was  president,  to  be  chaii'man 
and  ceo  of  Waste  Management  Inc.,  a  $9  biUion  company. 
It's  not  just  at  the  ceo  level  that  tech  experience  pays 
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on  the  corporate  Web  site  Board,  which  post  nontechnology 
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expertise  or  industry  knowledge  than  one  move  to  reach  your  ultimate 
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work  with  tech  Ci  npanies  data  Businessweek 
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le  Jump  into 
[ighTech 

midcareer  switch  into 
gh  tech  often  involves 
veral  small  steps, 
ither  than  one  giant 
ap.  Here's  how  to  do  it; 
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off.  Consider  Kevin  Sullivan,  56.  He  was  hired  by  Wells  Far- 
go &  Co.  in  August  as  executive  vice-president  and  head  of 
human  resources  after  21  years  in  human  resources  at  Digi- 
tal Equipment  Corp.  and  Apple  Computer  Inc.  "Wells  Fargo 
wanted  help  from  somebody  who  had  a  track  record  and 

experience  in  what  it 
takes  to  move  very 
quickly,"  says  Sullivan. 
"I've  seen  a  lot  of 
that,  working  in  the  high-tech  field." 

WHIZZES  ONLY?  Wliat's  universally  valued  is  not  sim|)ly  tech- 
nological knowledge,  but  experience  in  the  tech  culture  of 
speed  and  innovation.  "Getting  an  idea  to  market  takes  sev- 
en weeks,  compared  with  two  years  at  a 
traditional  corporate  job,"  says  Lycos  ex- 
ecutive Horsfall.  As  companies  across  the 
economy  try  to  emulate  that  short  turn- 
around time,  they  are  looking  for  people 
who  are  used  to  the  pace. 

Other  career  paths  for  managers  and 
professionals  do  not  produce  the  same 
boost  to  future  success  in  a  wide  range 
of  fields.  Fast-gTOwing  fields  such  as  health 
and  education  may  offer  lots  of  well-paying 
jobs,  but  the  skills  acquired  there  are  not 
in  heavy  demand  in  other  sectors.  Indeed, 
even  taking  an  infoiTnation  systems  posi- 
tion at  a  nontech  company  offers  only  a 
partial  advantage  on  the  job  market.  Such 
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ii  It's  SO  quick,  you 
don't  have  time  to  do 
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—  DANA  FLOTKIN 

VP  for  Business  Development  & 
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experience  vouches  11 
your  knowledge  of  te  -; 
nology,  but  not  the  in -1 
nation  to  speed  and  -1 
novation  that  con^?! 
from  working  at  a  tt 
company. 

Of  coui'se,  not  evei 
one  is  able  or  wilUng 
make  such  a  mid-care 
switch.  The  lirst  hurc 
is  simple:  Ai-e  you  exc 
ed  by  technology?  I 
not  required  to  be 
computer  whiz,  but  sor 
basic  ease  with  compi 
ers  is  essential.  "Y( 
have  to  have  an  inna 
interest  in  technology 
else  you  won't  do  well 
says  Coel. 

Equally  important:  tl 
ability  to  thrive  in  a  fast-changing,  even  chaotic  enviro 
ment.  "Many  classically  trained  consumer  marketers  dor 
cut  it  in  high  tech  because  of  the  fast  pace,"  says  Dar 
Plotkin,  who  exemplifies  the  new  career  paths.  Plotkin,  4 
worked  as  a  marketing  executive  for  p&g,  Playtex,  and  Cit 
corp  after  getting  his  mba  in  1977.  Now,  he  is  the  Chicag( 
based  vice-president  for  business  development  and  marketin 
at  an  Israeli  tech  startup.  Super  Dimension.  "Because  it's  s 
quick,  you  don't  have  time  to  do  research,"  says  Plotkii 
who  has  been  defining  marketing  segments  for  the  compan; 
"You  go  more  with  intuition  and  instincts." 

People  who  make  the  shift  into  high  tech  often  start  worl 
ing  with  computers  in  theii'  original  businesses  and  get  fru; 
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Do  yon  have  to  choose  between  the 
convenience  of  an  automatic 
transmission  and  the 
performance  of  manna!  shifting? 
Or  can  an  available  AutoStick'^ 
transLLxle  shift  an  autcmtatic  a 
little  more  toward  fun  ? 


Dodge  Stratus  has  an  available  2.5L, 
multi-valve  SOHC  V-6  that  delivers 
plenty  of  power  on  demand. 
Does  an  engine  have  to  be  big 
cmd  heavy  to  be  powerful?  Can  " 
lightweight  aluminum  cylinder  heads 
enhance  performance  ? 


These  are  the 
questions. 


You'd  expect  a 
ce  car  to  be  graded 
on  a  curve.  Well  if 
ace  cars  inspired 
us  to  modify  a 
mble-wishbone 
uspension.  can 
you  handle  it? 


Car  chassis  have  traditionally 
been  built  on  a  "floor  pan  " 
design.  Can  a  platfonn 
that  incorporates  a 
continuous  rigid,  ladder-type 
frame  improve  ride  and 
handling  characteristics? 
Can  this  help  us  reach  a 
high  level  of  peiformance? 


Dodge  Stratus  is  $14,375  for 
starters,  $18,345  impressively 
equipped.^  Now,  if  we  told  you  that 
"impressively  eqiupped"  includes 
AutoStick  transmission, 
anti-lock  brakes  and  a  2.5L 
V-6,  would  you  be  surprised? 

\MSRPs  after  $1,000  cash  hack  exclude  fa.v, 

AIn  uys  use  seat  bells.  Remember  a  backseat  is 
the  safest  place  for  children. 


This  is  the 


Stratus  1^1  The  New  Dodge 

For  more  answers,  call  1-800-4-A-DODGE.  Or  visit  our  Web  site  at  www.4adodge.com 


trated  with  the  slow  pace  of  change.  "A  light  goes  off  that 
says,  'it's  time,' "  says  Horsfall.  "Aggressive,  innovative  peo- 
ple, a  little  uncomfortable  in  a  slow  enxoronment,  put  their 
suits  away  and  get  into  a  new  setting." 

The  third  important  point  for  people  thinking  about 
switching  into  high  tech  is  the  ability  to  deal  with  risk.  Jobs 
in  the  tech  sector  are  far  more  ephemeral  than  in  any  oth- 
er part  of  the  economy.  Small  tech  companies  are  always 
in  danger  of  faihng,  either  because  of  competition  or  be- 
cause they  put  a  bet  on  the  wrong  technology.  Even 
the  largest  company  can  melt  away,  as  the  current  crisis 
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INSPIRATION:  U  A  light  goes 
off  that  says,  'It's  time.' 
Aggressive,  innovative 
people  ...  get  into  a  new 
setting 

—JAN  HORSFALL,  VP  Marketing  at  Lycos 


at  Apple  .-hows.  "This 
is  a  very  unforgiving 
environment,"  says 
Plotkin. 

Facing  these  risks,  it's 
best  to  take  an  incre- 
mental approach  (table, 
page  67).  The  essential 
fii'st  step  is  to  get  more 
involved  with  technolo- 
gy— both  to  learn  some- 
thing and  to  see  if  you 
like  it.  That  may  mean 
spending  time  on  the  In- 
ternet at  home  to  ti'ack  your  stock  portfolio  or  to  research 
your  passion  for  gardening.  Or  it  could  mean  taking  on  pro- 
jects at  work  that  are  connected  with  technology.  You  also 
might  pursue  continuing  education:  Northwestem  University, 
for  example,  has  a  short  program  in  tech  management  for 
nontechnical  executives. 

Paul  Vizza,  38,  came  to  high  tech  after  12  years  of  mar- 
keting and  promotion  experience  at  magazines.  On  the  way, 
he  helped  TJie  New  Republic  go  online  and  set  up  one  of  the 
earliest  electronic  kiosks  for  selling  subscriptions  on  the 
Internet  for  a  wide  range  of  magazines.  That  helped  him 
make  the  jump  to  his  ciuTent  job  as  a  marketing  director  for 


InteliData,  a  company  specializing  in  applications  such 
stock  quotes  and  sports  scores  for  pagers  and  other  sm 
screen  devices.  "Retaining  the  customer  base  for  these  s( 
vices,"  says  Vizza,  "is  like  keeping  up  the  circulation  o 
magazine." 

It's  also  important  to  build  on  existing  expertise.  Joi 
nalists  can  find  a  home  at  online  pubhcations,  while  grapl 
designers  can  become  Web  designers.  Travel  executi 
Sw^anton's  advantage  was  industry  savvy  and  contac 
though  it  didn't  hurt  that  he  had  done  graduate  work  in  e 
gineering  at  the  University  of  Waterloo  in  Ontario.  Attom 
Coel  got  into  high  tech  by  working  for  J 
riSystems,  a  company  that  develops  le^ 
softw'are.  "They  had  progi'ammers,  but  th 
needed  a  lawyer  to  know  what  applications 
do,"  she  says. 

Coel  notes  that  managing  a  softwa 
project  is  much  like  managing  a  case,  inclu 
ing  the  need  to  translate  technical  languai 
for  a  lay  client.  At  tiie  same  time, 
tremendous  boom  in  tech  startups  is  creati 
a  new  market  for  legal  advice.  For  exai 
pie,  after  practicing  law  for  six  years,  Ada 
Wegner,  32,  has  just  taken  a  job  as  gener 
counsel  with  one  of  his  clients,  Exod' 
Communications  Inc.,  in  Santa  Clara,  Call 
which  hosts  and  manages  Web  sites 
corporations. 

WEB  ALERT.  You  can  also  get  into  high  tei 
via  consulting.  From  giants  such  as  Anders^ 
Consulting  and  Emst  &  Young  dowTi  to  si 
gle-person  shops,  consultants  are  an  essenti 
part  of  the  high-tech  industry',  serving  as 
bridge  to  help  customers  adopt  new  technoL 
gies.  Consulting  emplo^/ment  is  increasing  at 
yi  annual  rate,  with  top  firms  growing  f; 
faster  Erast  &  Young,  for  example,  is  addir 
consultants  at  a  rate  of  30%  per  year,  not( 
Michael  Wilk,  national  director  of  recrtiitin, 
with  most  new  consulting  hires  going  inl 
tech-related  assignments. 

If  you  want  to  make  a  direct  jump  int 
high  tech,  however,  it's  easier  than  ever  to  r( 
seaix'h  what  kind  of  jobs  ai-e  available.  A  wic 
range  of  positions  at  high-tech  companies- 
some  at  quite  senior  levels — are  posted 
coiporate  and  career  Web  sites.  Some  comp; 
nies  exphcitly  use  their  sites  as  recruitmei 
tools.  Cisco,  for  example,  has  a  Web  pa 
where  interested  people  can  find  out  mo 
about  the  company  ft-om  someone  who  wor 
in  the  same  sort  of  position.  "We'll  find  the: 
someone  to  talk  to,"  says  McNeal. 

Don't  be  scai'ed  off  by  a  list  of  qualificatio: 
that  you  apparently  don't  fit.  Remember  th 
there  is  a  tremendous  mismatch  between  sui 
ply  and  demand,  and  companies  ai"e  willing 
make  allowances  to  find  workers,  such  as  Jan  Horsfall,  wJ 
can  thrive  in  the  high-tech  culture.  "People  willing  to  hustl 
and  maneuver  and  talk  into  opportunities  can  get  into  jobll'? 
without  a  traditional  backgi'ound,"  says  Chaiiey  A.  Polachi  Ji  ^ 
managing  director  at  Fenwick  Partners,  a  Boston-based  ey.  S 
ecutive  recmiting  fii"m. 

What  happens  if  you  don't  switch  into  high  tech?  Cei 
tainly,  there  are  still  a  lot  of  high-pa\ing  jobs  in  the  rest  c 
the  economy.  But  for  the  foreseeable  futiu-e,  most  of  th 
growth  will  be  in  high  tech.  Your  flight  is  leaving  the  gat( 
and  it's  time  to  get  on  board. 

By  Michael  J.  Mandel  and  Toddi  Gutyier  in  New  Yor, 
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JEFORE 
fOU  FLY 
PHE  COOP... 

m't  forget  to  factor  in  your  benefits 

"W  Then  David  E.  Maples  was  lured  away  from  his  lu- 
I  crative  job  as  a  regional  sales  manager  at  Sun  Mi- 
tf  W  crosystems  six  months  ago,  he  left  $30,000  in  stock 
'  w  options  on  the  table.  But  when  he  joined  nearby 
Fpower  in  Sunnyvale,  Calif.,  he  picked  up  options  that 
Id  be  worth  $500,000  to  $1  million  when  the  computer 
nufacturer  goes  pubhc  in  a  few  years.  "Sure,  I  walked 
ly  from  some  money,"  says  48-year-old  Maples.  "But  the 
ions  here  were  clearly  worth  the  risk." 
ilaples'  move  demonstrates  the  advantages  of  leaping  in  to- 
■'s  strong  job  mai'ket.  But  what  ai'e  the  "stranded  costs"  of 

benefits  you'll  be  leaving  behind  when  you  move  on? 
len  negotiating  with  a  prospective  employer,  you  mustn't  for- 

to  figure  in  the  value  of  everything  your  old  job  offered 


Special  Report 


fi'om  options  to  health  insiu'ance  to  vacation  time.  T^ken  to- 
gether, these  can  be  worth  tens  of  thousands  of  dollars  or 
even  more.  Fortunately,  "companies  are  getting  more  creative 
making  people  whole,"  says  Ken  Laverriere,  partner  with 
Shearman  &  Stei'ling,  a  New  York  law  fiiTn.  Many  are  willing 
to  cut  deals  with  job  candidates  in  a  wide  an-ay  of  compensa- 
tion and  benefit  areas.  While  you  have  more  leeway  with 
salaries  and  vacation 
time  than  with  medical 
or  retirement  cover- 
age, some  companies 
will  stretch  the  limit  in  these  categories  if  it  means  hiring  an 
executive  they  want.  It's  even  becoming  common  for  companies 
to  offer  huge  signing  bonuses  to  compensate  for  lost  bennies. 
CEO  CLOUT.  Top  execs  have  the  most  bargaining  power.  CEOs 
often  negotiate  multimillion-dollar  packages  with  the  help  of 
top-flight  lawyers.  In  September,  for  example,  fomier  An- 
dersen Worldwide  head  Lawrence  A.  Weinbach  became  chair- 
man and  CEO  of  struggling  computer  maker  Unisys  Corp.  He's 
getting  a  $1.2  million  annual  salary,  plus  a  $1.-5  milhon  signing 
bonus  and  a  $1.2-million  guaranteed  fii'st-year  bonus.  In  ad- 
dition, he  was  awarded  options  to  buy  1  million  shares  of 
stock  and  given  an  unspecified  gi'ant  of  restricted  stock. 

But  senior  and  middle  managers  ai"e  demanding — and  get- 
ting— fat  packages  as  well.  You  should  look  to  boost  your  base 
pay  15%  to  25%  before  making  a  jump,  benefits  experts  say, 
though  anyone  switching  to  high-tech  should  expect  a  package 
that  rehes  more  on  options  and  bonuses  and  less  on  salary. 

With  the  stock  market  raging,  many  incoming  employees 
want  options  to  buy  company  shares  at  a  fixed  price — a  way 
to  boost  their  compensation.  That  was  enough  to  lui-e  50-year- 
old  Carl  D.  Stevens  in  November,  1996,  from  the  security  of 
a  26-year-career  with  IBM  to  ITC  Learning  Corp.,  a  Herndon 
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Taken  together,  health  care  and  vacation  time  can  be 
worth  tens  of  thousands  of  doUars-or  even  more 
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(Va.)  training  software  firm  with  sales  of  only  $30  miUion  a 
year.  Stevens  became  iTc's  president  and  coo  with  the  in- 
tention of  boosting  sales  to  $100  million.  "I  had  a  fabulous 
package  at  IBM,"  says  Stevens.  "But  if  I  can  leverage  the  per- 
formance of  ITC,  I  can 
greatly  e.xceed  any 
earning  opportunity  I 
had  before." 

When  jumping  to  a  startup,  make  sm-e  you're  paid  enough 
in  base  salaiy  to  cover  expenses,  and  view  stock  options  as 
the  cream.  "You  don't  want  to  be  gambling  with  money  for 
the  rent,"  warns  Yale  Tauber,  principal  and  compensation 
expert  at  William  M.  Mercer  Inc.,  the  human  resource  ^ 
consultants.  You  also  have  to  plan  for  the  exercise  of  op 
tions  you  may  have  received  at  your  old  job.  Most  em- 
ployees receive  nonqualified  options,  which  allows  them 
to  purchase  company  stock  at  a  fixed  price.  Usually, 
these  options  are  at  least  partially  vested  after  one 
year.  Many  companies  will  give  you  a  small  win- 
dow— say,  thi'ee  months — to  exercise  vested  options  af 
ter  you've  announced  your  intention  to  leave. 

At  this  point  you  can  go  several  ways.  You  can 
use  yom'  options  to 
buy  company  stock 
and  hold  it.  That 
means  you'll  owe 
ordinary  income 
tax  on  the  differ- 
ence between  the 
strike  price  of  the 
options  and  the 
market  value  of 
the  stock.  You 
might  also  consid- 
er a  cashless  exer- 
cise— a  relatively 
simple  transaction 
that  allows  you  to 
buy  and  sell  shares 
simultaneously 
without  putting  up 
any  money.  You 
can  do  this  through 
your  company's 
broker,  who  will  lend  you  the  money  to  exercise  your  options, 
then  immediately  sell  the  stock.  You  keep  whatever  is  left 
over  after  paying  the  broker's  loan  and  commission.  Your 
employer  will  withhold  ordinary  income  tax  on  the  gain. 

Yon  also  need  to  consider  what  will  happen  to  yoiu"  medical 
coverage  when  you  change  jobs.  Nearly  half  of  midsize  and 
large  companies  have  waiting  periods  before  new  employees 
qualify  for  insurance.  So  you  could  be  temporarily  without  a 
safety  net  unless  you  negotiate  an  exemption  to  the  waiting 
period  01-  pmx-hase  inteiim  coverage  from  your  new  company. 

If  there's  a  gap  between  the  end  of  your  old  job  and  the 
start  of  a  new  one,  you  can  extend  your  previous  company's 
coverage  for  up  to  18  months  under  the  Consolidated  Om- 
nibus Budget  Reconciliation  Act  of  1986  (cobra).  You  have  to 
pay  both  the  employee's  and  employer's  share  of  premiums, 
however  But  a  recent  law  will  soon  make  it  easier  to  job-hop 
and  keep  your  health  insurance.  Under  the  Health  Insurance 
Portability  &  Accountability  Act  of  1996,  workers  vdth  pre- 


existing medical  conditions — anything  from  allergies  to  ca 
cer — can  more  quickly  qualify  for  health  coverage  if  th 
were  protected  in  their  old  jobs.  The  change  prevents  insu 
ance  companies  fi'om  refusing  to  cover  ongoing  ailments 
new  employees  in  an  exemption  period.  The  law  doesn't  Id' 
in  until  1998,  so  you  may  want  to  delay  a  move  until  then! 
VESTED  INTERESTS.  A  cai'eer  move  shoiild  force  you  to  revii 
your  retii'ement  plans.  It  generally  takes  five  years  to  becor 
vested  in  a  coi-jDorate  plan,  so  you  may  want  to  wait  befo 
you  leave  if  you're  only  a  few  months  away  from  the  end 
the  waiting  period.  While  many  companies  still  offer  tra( 
tional  pension  plans,  88%  of  the  334  medium  and  larj 
U.  S.  companies  sui-veyed  by  Mercer  also  offer  401( 
plans.  When  you  switch  jobs,  you  can  leave  your  401( 
"  in  place,  transfer  it  to  yoiu*  new  employer's  plan,  or  roll 
over  into  an  individual  retirement  account.  You  C£ 
also  cash  out — but  you'll  face  steep  penalties, 
you  roll  money  into  an  ira,  have  it  sent  directly  ■ 
that  account.  If  the  check  is  made  out  to  you,  the  Intern 
Revenue  Service  will  withhold  20%  for  taxes.  You'll  tht 
have  60  days  to  move  the  money  into  a  qualified  accour 
you'll  have  to  file  for  a  refimd  on  the  withholding. 


Making 
the  Most 
of  a  Job 
Switch 

Ready  to  move 
(m?D(m't 
forget  these 
points: 


□  SALARY  Look  to  hike  your  salary 
at  least  15%  before  considering  a 
move.  If  you  risk  losing  a  bonus 
because  you're  leaving  before 
yearend,  try  to  get  your  new 
employer  to  give  you  a  signing 
bonus. 

□  MEDICAL  BENEFITS  Make  sure 
your  medical  coverage  will  contin- 
ue before  you  leap.  Nearly  half  of 
companies  have  a  waiting  period 
before  new  medical  benefits  kick 
in.  Try  to  negotiate  an  exemption, 
or  ask  if  you  can  pay  for  coverage 
during  the  interim. 


□  STOCK  OPTIONS  If  you  stand  to 
walk  away  from  a  sizable  number  of 
unexercised  stock  options,  ask  your 
new  company  to  make  you  whole, 
either  through  a  cash  award  or  stock 
package. 


□  RETIREMENT  PLANS  If  possible, 
wait  until  you  arp  fully  vested  in 
your  retirement  plans  before  you 
change  jobs.  You'll  face  hefty  penal- 
ties for  cashing  in  a  401  (k)  when 
you  leave.  Keep  it  where  it  is,  or 
transfer  it  directly  into  your  new 
employer's  plan  or  an  individual 
retirement  account. 
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Vacation  is  easier  to  negotiate.  If  you've  been  in  the  wort 
force  for  20  yeai-s,  yet  company  policy  says  newcomei"s  get  onl 
two  weeks  off,  you  might  get  the  period  extended.  And  mo- 
people  are  striking  bai'gains  for  lifestyle  benefits  like  teleco 
muting,  reduced  workweeks,  or  flex-time  scheduling.  Don't  e: 
pect  to  see  all  these  in  the  hard-chiving  world  of  SOicon  Valle 
however.  "It's  cultui-e  shock  for  some,"  admits  Alex  Buccier 
president  of  Silicon  Seai'ch  Paitnei-s,  an  executive  seai-ch  firm  i 
Menlo  Pai"k,  Calif.  "Youll  probably  get  an  equity  'stake  in  a  con^^ 
pany,  but  you  might  not  get  yom'  foiu-  weeks  vacation." 

In  the  increasingly  topsy-tiu-\'y  world  of  managing  yoiu*  ca 
reel',  you  must  know  which  benefits  are  important  to  yo\w 
Then  it's  up  to  you  to  bargain  for  them. 

By  Mary  Beth  Regan  in  Washingfo 


For  information  on  reprints  of  this  Special  Report,  call  Busines 
Week  Reprints  at  609  426-5494,  or  write  Business  Weei 
Reprints,  P.O.  Box  457,  Hightstown,  N.J.  08520. 
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RANKINGS 


STILL  THE  CREAM 
OF  THE  CROP 

The  BW  50  live  up  to  their  promise,  yielding  top-notch  gains 


;5i 
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When  BUSINESS  week  unveiled 
the  BW  50  six  months  ago,  we 
called  oiu'  rankings  of  the  com- 
panies in  the  Standard  & 
Poor's  500-stock  index  "a  wide-ranging 
report  card  on  corporate  performance." 
Instead  of  looking  for  the  biggest,  we 
set  out  to  uncover  the  best  in  Coiporate 
America.  By  zeroing  in  on  companies 
that  had  outpaced  the  competition  in 
sales  and  earnings  growth  and  other 
measiu'es,  we  sought  to  identify  those 
with  the  best  shot  of  outperforming 
their  peers  in  the  future.  The  ehte  of 
that  gi'oup  formed  the  BW  50. 

So  how  did  we  do?  Would  investors 
have  been  wise  to  put  theii'  money  in  a 
basket  of  BW  50  stocks — or  would  they 
have  been  better  off  buying  a  mutual 
fimd  that  tracks  a  stock  index? 

So  far,  the  BW  50  has  more  than 
lived  up  to  its  billing.  Had  investors 
bought  one  share  of  each  company  on 
Mai-.  14,  when  the  BW  50  debuted,  then- 
portfolios  would  have  gi'own  24.7%  in 
market  value  for  the  six  months  ended 
Sept.  12.  Tliat's  well  above  the  16.5%  in- 


vestors would  have  earned  had  they 
put  then-  money  in  an  index  fimd  track- 
ing the  s&p  500.  (Standard  &  Poor's 
Corp.  is  owned  by  The  McGraw-Hill 
Companies,  which  also  ownis  business 
WEEK.)  Led  by  triple-digit  gains  at 
Dell  Computer  Corp. 
and  Compaq  Computer 
Coi-p.,  31  of  the  BW  50's 
Class  of  1997  managed 
to  beat  the  s&p's  piice 
gain,  while  eight  stocks 
fell  in  price.  As  a  gi'oup, 
the  BW  50  saw  sales 
gi'ow  about  17%'  for  the 
six  month  stretch,  dou- 
ble the  rate  for  the  s&p. 
Earnings  rose  close  to 
17%,  compared  to  11% 
or  so  for  the  s&p. 

The  BW  50's  perfor- 
mance also  tops  the  11.6%  gained  by  the 
Dow  Jones  industrial  average  for  the 
same  period,  as  well  as  the  21.9%  gain  of 
the  small-cap  Russell  2000.  The  tech- 
heavy  nasdaq  Composite,  however,  beat 
the  BW  .50  with  its  27.6%  price  gain. 


The  stocks  BW 
ranked  with  a 

new  set  of 
criteria  beat 
the  S&P  500 
and  Dow  Jones 
industrials 


Of  com-se,  the  BW  50  is  not  an  inde: 
The  rankings  will  be  rejiggered  ne)  isi 
spiing  as  new  leaders  emerge.  And  ui  ci' 
like  the  s&p  500  and  the  Russell  200  a  it 
the  gi'oup  isn't  weighted  by  the  mark<  t^^* 
capitalization  of  its  stocks,  so  the  r(  i- 
cent  poor  showing  (  i. 
large  stocks  such  a  ti.' 
Coca-Cola  Co.  and  Johi  nn 
son  &  Johnson  did  nc  ii 
hurt  the  BW  50  a  f51 
much  as  the  s&p.  "Th  a 
top  53  stocks  in  the  s&  lal 
500  constitute  50%  c  dm 
the  market-cap  weigh  in 
of  the  index,"  note  &i 
James  Branscome,  hea  e.I 
of  Standai'd  &  Poor's  n  1 1 
tail  infoiTnation  senices  ks. 

The  BW  50  were  chc 
sen  by  a  set  of  growth  /ii 
oriented  measures,  including  sales  am  'i: 
earnings  gTow1;h  and  total  return.  Fac  ca 
tored  in  were  net  margins  and  retur  M 
on  equity.  To  weed  out  short-terr  i? 
spurts,  most  measures  were  examinei 
on  a  one-year  and  three-year  basis.  | 


The 

Business  Week 


How  Each  Company  Performed 
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PERCENT  CHANGE 

BUSINESS 
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PRICE 

WEEK  50 

RANK 

COMPANY 

(3/14/97-9/12/97) 

RANK 

3 

DELL  COMPUTER 

148% 

21 

8 

COMPAQ  COMPUTER 

115 

24 

13 

SUN  MICROSYSTEMS 

63 

43 

16 

EMC 

57 

1 

34 

3COM 

46 

40 

4 

CISCO  SYSTEMS 

43 

38 

11 

ORACLE 

42 

27 

47 

NORTHERN  TELECOM 

42 

14 

31 

MEDTRONIC 

40 

42 

2 

MICROSOFT 

39 

10 


PERI 

COMPANY  (3/U 
TELLABS 
MERRILL  LYNCH 
TYCO  INTERNATIONAL 
INTEL 

MGIC  INVESTMENT 

MORGAN  STANLEY, 
DEAN  WIHER,  DISCOVERt 

ELI  LILLY 

BRISTOL-MYERS  SQUIBB 
GENERAL  ELECTRIC 
PFIZER 


t  Dean  Witter,  Discover  merged  with  Morgan  Stanley  to  form  Morgan  Stanley.  Dean  Witter.  Discover  &  Co.    ttFirst  Bank  System  merged  with  U  S  Bancorp  and  changed  its  name  to  U  S  Banco 
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The  top  stock  mar- 
t  performer  in  the 

V  50  over  the  past 
months:  Dell,  which 

iked  No.  3  on  our 
irch  list.  By  Sept. 

its  stock  had 
nbed  148%.  In  Dells 
t  quarter,  ended 
ig.  3,  sales  hit  $2.8 
lion,  up  67%  from 
!  same  period  a  year 
D,  and  earnings 
irly  doubled,  to  $214 
Ihon.  Dell,  which 
Is  personal  comput- 
;  to  the  high-margin 
'porate  market,  is 
bbling  up  market 
ire.  Also  charging 
sad  is  Compaq, 
lich  won  the  silver 
th  its  115%  price 
11.  Dell  and  Compaq 
re  the  heavy  lifters  of  the  group, 
thout  them,  the  price  gain  for  the 

V  50  would  hav?  been  19.5%. 

CH  TIDE.  The  red-hot  mai-ket  for  tech 
icks  over  the  past  few  months  gave 
-  BW  50  a  big  boost.  Eight  of  the  top 
performers  were  in  the  computer 
i  software  business,  including  Java 
'tware  inventor  Sun  Microsystems, 
c,  which  makes  computer-storage  de- 
:es,  and  networking  giant  Cisco  Sys- 
ns.  Equipment  maker  Noilhem  Tele- 
■n  turned  in  a  42%  gain,  while 
(dical  technology  company  Medtronic 
;e  40%. 

Other  industries  contributed  to  the 
3up's  performance.  Take  nonbank  fi- 
ncial  issues.  Merrill  Lynch  &  Co., 
iked  No.  24  in  March,  rode  the  bull 
a  38%  gain.  Private-mortgage  in- 
rer  mgic  Investment  Corp.,  origin- 
y  No.  40,  racked  up  a  33.4%  gain. 


THE  BUSINESS  WEEK  50-SIX  MONTHS  LATER 

So  far  our  corporate  superstars  have  beaten  the 
S&P  500  and  other  popular  market  indexes 


just  below  hot  chipmaker  Intel  Coi'p. 

Conversely,  some  of  the  biggest  BW 
50  losers  included  once-glamorous  con- 
sumer-products giants  that  investors 
have  shunned  of  late.  Nike  Inc.,  No.  7  in 
the  March  ranking,  saw  its  stock  fall 
17%,  while  shares  of  Coca-Cola  Co., 
No.  25,  sank  4%,  landing  them  near  the 
bottom  of  the  class.  Gillette  Co.'s  stock 
closed  the  period  back  where  it  stalled, 
around  81. 

Alas,  there  were  even  bigger  duds 
on  the  list.  Andrew  Corp.,  which  was 
ranked  No.  18  in  March,  saw  its  stock 
fall  31%,  making  it  the  BW  50's  next-to- 
worst  performer.  The  supphei-  of  equip- 
ment to  the  nascent  personal  communi- 
cations services  industry  got  socked  in 
the  last  quarter.  "There  has  been  a 
somewhat  slower  than  expected  rollout 
in  the  U.S.  for  pes  infi-astmctm-e,  which 
is  Andrew's  bread  and  butter,"  savs 


Charles  Pradilla,  chief 
investment  strategist 
for  Cowen  &  Co. 

But  the  worst-per- 
forming stock  of  the 
bunch  was  Colum- 
bia/HCA Healthcare 
Corp.,  which  has  been 
wracked  by  investiga- 
tions into  allegations  of 
fraud  and  mismanage- 
ment. For  the  six- 
month  period,  shares 
in  the  giant  hospital 
chain  dropped  34%. 
REAL  TEST.  Can  the 
BW  50  keep  up  its 
market-beating  streak? 
A  slowdown  of  tech- 
nology stocks  would 
certainly  take  some  of 
the  wind  out  of  its 
sails.  And  if  the  recent 
market  shift  to  small- 
cap  stocks  continues,  investors  may 
move  money  away  from  the  big-cap 
stocks  in  the  S&P  500,  from  which  the 
BW  50  is  culled.  However,  perhaps  a 
bigger  risk  than  poor  performance  by 
any  one  company  or  industry  is  how 
this  high-octane,  high-priced  group 
would  be  affected  by  an  earnings  slow- 
down. With  a  price-earnings  ratio  of  27 
compared  with  23  for  the  s&P,  the  BW 
50  could  fall  further  and  faster  than 
other  stocks. 

The  long-term  effectiveness  of  the 
BW  performance  ranking  can't  be 
judged  on  the  basis  of  six  months,  es- 
pecially in  a  bull  market.  The  BW  50 
have  certainly  been  fast  out  of  the  stall- 
ing gate.  The  real  test  will  be  if  they 
can  go  the  distance  in  a  less  exuberant 
market. 

By  Snzamie  WooUeij  and  Frederick 
F.  Jespersen  i)i  New  York 
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SCHERING-PLOUGH 

27% 

22 

NORWEST 

18% 

12 

NATIONSBANK 

0% 

FIRST  CHICAGO  NBD 

26 

17 

FREDDIE  MAC 

15 

28 

GILLEHE 

0 

LOCKHEED  MARTIN 

25 

26 

U.S.BANCORPtt 

14 

15 

JOHNSON  &  JOHNSON 

-1 

TRAVELERS  GROUP 

24 

36 

PANENERGYttt 

12 

39 

BOSTON  SCIENTIFIC 

-2 

MBNA 

23 

46 

FIFTH  THIRD  BANCORP 

10 

44 

SERVICE  CORP.  INTERNATIONAL  -3 

PHILLIPS  PETROLEUM 

22 

30 

ILLINOIS  TOOL  WORKS 

9 

25 

COCA-COLA 

-4 

HEALTHSOUTH 

22 

32 

FIRST  UNION 

8 

7 

NIKE 

-17 

AMERICAN  HOME  PRODUCTS 

22 

48 

ABBOn  LABORATORIES 

7 

49 

AMGEN 

-21 

GREEN  TREE  FINANCIAL 

19 

6 

MERCK 

5 

18 

ANDREW 

-31 

FANNIE  MAE 

18 

20 

HFS 

3 

50 

COLUMBIA/HCA  HEALTHCARE  -34 

ttt  PanEnergy  merged  with  Duke  Power;  the  price  increase  shown  is  based  on  the  lune  18th  price     data  standard  «  poor  s  COMPUstat  a  division  of  thf  Mi  graw-hi 

1  companies 
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STRATEGIES 


TOSHIBA'S 

DIGITAL  DREAMS 

A  new  CEO  focuses  the  tech  giant  on  PCs  and  multimedia 


Just  before  accepting  a  coveted  sales 
job  in  New  York,  Toshiba  Corp. 
executive  Taizo  Nishimuro  got 
sliocking  news:  Doctors  in  -Japan 
t(jl(l  liim  lie  had  a  degenerative  niiisculai- 
disease  that  woukl  gi'ackially  cost  him 
the  use  of  his  legs  and  eventually  kill 
him.  To  get  to  the  U.  S.,  and  confident  no 
major  symptoms  would  appear  soon, 
Nishimui-o  kept  this  revelation  secret. 
Three  yeas's  later,  in  1968,  a  specialist 
at  Coliunbia  ["i-esbyterian  Medical  Center 
told  Nishimuro  there  was  a  5%  chance 
the  diagnosis  was  wrong,  an  admission  a 
Japanese  doctor  would  never  make.  As  it 
turned  out,  Nishimuro's  condition  could 
be  reversed  by  arduous  sui'geiy  A  few 


days  later,  a  sui'geon  spent  eight  hours 
excising  cysts  from  his  vertebrae.  Al- 
though he  still  walks  with  a  limp,  the 
operation  was  successful. 

Nishimuro's  experience  with  Ameri- 
can medicine  gave  him  a  deep  respect 
for  Western  ways.  Now  61,  Toshiba's 
president  and  chief  executive  officer 
says  his  "enlightening  encounter  with 
the  Western  scientific  approach"  helped 
him  develop  "both  Japanese  and  West- 
ern mind-sets,"  an  appreciation  of 
Japan's  reliance  on  consensus  and  the 
Western  appreciation  of  risk-taking. 

That  ability  to  see  from  both  points 
of  view  has  been  an  important  asset  for 
Nishimuro,  who  has  struggled  to  re- 


MARKETING  MAN:  Nishinturo  was 
cliose)i  i)i  part  for  his  global  outlook 


invent  Japan's  oldest  electronics  com- 
pany since  becoming  CEO  in  June,  199(i. 
Unhke  the  1980s  when  Japanese  corpo- 
rate leviathans  stirred  fear  and  loathinu 
in  the  world's  technology  markets,  this 
decade  has  been  dominated  by  nimble 
U.  S.  tech  stars. 

To  understand  Toshiba's  problems  isj 
to  appreciate  how  Japan's  redoubtable 
manufacturers  have  lost  their  way. 
Toshiba  cranks  out  thousands  of  prod-ji 
ucts,  from  nucleai"  power  plants  to  toast- 1 
ers  to  its  famed  laptop  computers.  Yet; 
with  huge  stretches  of  its  product  hneji 
under  assault  from  lower-cost  Asian  I 
Tigers,  profits  are  minimal.  j 
NO  AX.  But  Toshiba  can  still  boast  of  its  i  i 
manufacturing  prowess  and  fii"st-class  | ' 
labs.  Under  Nishimvu'o,  it  has  launched] 
such  engineering  wonders  as  the  hand-!" 
held  Libretto  mini-notebook  PC,  new  dig- 1  - 
ital  videodisk  (DVD)  players  that  stoi'e:: 
billions  of  bits  of  data  and  generate': 
supei-shaip  video  images,  and  a  new  mul-  u| 
timedia  desktop  PC.  To  set  the  standai'ds  j 
for  multimedia  hai'dwai'e,  Nishimm-o  has  i 
secured  alliances  with  Hollywood  power!' 
brokers  such  as  Time  Wanier  Inc.  .j 

Although  the  jury  is  still  out  on  these  !i 
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yiCTpRIOUS. 

i  That's  how   ; '  ■ , 


Remember  how  you  used  to  beam  when  they  cheered?  You  felt  like  you  were 
on  top  of  the  world.  So  it  makes  perfect  sense  that  you'd  step  up  to  the  GMC  Yukon. 
Its  exhilarating  255  hp  V8  delivers  more  power  than  any  other  sport  utility* 
And  the  Autotrac'"  system  on  Yukon**  is  so  advanced,  it  actually  senses  changing 
road  conditions  and  adjusts  automatically  from  2WD  to  4WD.  With  more  power 
and  advanced  technology  Yukon  not  only  challenges  the  road,  it  wins. 

For  the  hig  picture,  visit  mvw.yukon.gmc.com  or  call  ]-888-'tA-YUKON. 

Or  discover  Siihurban  at  WWW.Suhaian.gmc.com.  'Excludes  other  GM  vehicles."Slandard  on  4WD  models. 


YUKOM 


COM  to  RT  A  B  L  Y;' 
INC  O  .M  M  A  N  b" 


■ 

Business 

"While  supplies  lasl  and  by  returning  your  registration  IBM.  Business  Partner  anr)  Solutions  lor  a  small  planet  are  trademarks  ol  International  Bus 


the 

"Our  finance  department 
deals  with  all  the  paperwork. 
Unfortunately  the  finance 

department  is  also  me. 

solution 


The  IBM  No  More  Paperwork  Solutions. 

Nobody  sets  up  a  Inisiness  hecoiisr 
thry  like  doinn  papenvoik.  All  too 
often  heing  your  ouu  boss  means  lon^ 
hours  spent  shuffling  forms  instead 
oj  chasing  dreams. 

IBM  accounting  sohilions  c<u\  (uitomate 
tasks  from  accounts  receivabb'  (uid 
payable  to  inventory  management. 
The  resuh?  A  <  lear  picture  of  your 
overall  cash  flow  (uul  improved  (dsh 
nuniagement.  And  they  run  on  the  most 
pof)ul(U'  operating  systems  out  there.  So 
you  c(ui  get  dou  ii  to  business,  n  ilhoiil 
disrupting  business.  Ife  can  also  help 


fincuice  your  a<  (juisition  n  ith  flexible 
and  atlra<  live  leases. 
Buy  any  IBM  accounting  sidution 
(Old  gel  a  Dun  (V  Bradslreel  "Business 
Solution  in  a  Bo.x  "  (a  $2,500  ndue, 
absolutely  free*). 

Call  IBM  at  I  HHH  IBM-2992.  ext.  10.52, 
luid  we'll  send  \(ni  a  free  "(iuide  to 
Doing  Business  on  the  Inlernel." 
He'll  <ds<)  put  you  in  touch  with  an 
IBM  Business  I'artner,"  (ui  independent 
expert  a  ho  can  provide  you  n  ith 
accounting  solutions  best  suileil  Id  your 
business.  For  more  informaUon.  visit 
us  at  wivw.businesscenler.ibni.com 


Solutions  lor  a  small  plant't ' 


n  Ihe  Uniled  Stales  and/or  other  countries  Business  Sotution  in  a  Box  is  a  trademark  of  Dun  &  Bradstreel,  Inc  ©  1997  BM  Corp  All  rights  reserved 


The  Corporation 


effoits,  Nishimuro  is  pi-essing  on,  hoping 
to  tufn  such  future  pi'ojects  as  Internet 
television  systems  into  luci'ative  fran- 
chises. Toshiba  earned  $559  million  on 
sales  of  $4()  billion  last  year.  Thanks  to 
the  plunging  yen,  which  has  boosted  ex- 
ports, profits  should  nse  this  year. 
Those  are  still  paltry  compared  with 
margins  at  many  U.  S.  computer  and 
electronics  companies.  But  Nishimuro 
can't  follow  his  Western  instincts  and 
a.x  masses  of  workers.  That  would  "laiin 
our  whole  culture,"  he  says. 

With  the  options  for  re-stiucturing  so 
limited,  it's  imperative  that  new  tech- 
nologies Uft  Toshiba's  results.  When  he 
helped  get  Toshiba  involved  in  digital 
videodisks  in  the  early  1990s,  for  ex- 
ample, Nishimuro  reasoned  the  move 
would  give  Toshiba  a  commanding  posi- 
tion in  the  optical  teclmology  used  in  a 
wide  I'ange  of  multimedia  pi'oducts. 
BRAIN  TRUST.  The  Toshiba  team  broke 
out  the  sake  last  year  as  the  electi'onics 
and  entertainment  industiies  convei'ged 
on  Nishimuro 's  DVD  format.  Then  the 
squabbling  started.  In  August,  Sony, 
Philips  Electronics,  and  Hewlett-Packai'd 
proposed  an  alternative  dvd-ram  for- 
mat for  storing  computer  data.  Just  a 
few  weeks  later,  Matsushita  Electric  In- 


dustrial, along  with  Zenith  Electronics 
and  Thomson  Multimedia,  unveiled  plans 
for  Divx,  a  variant  player  foi'mat  for 
[)\"D.  Tlie  industiy  chaos  will  siu'ely  take 
the  fizz  out  of  this  year's  n\'n  Chiistmas 
sales.  But  Nishimuro  and  his  lieutenants 
argue  that  the  company  has  ah'eady 
learned  important  lessons  on  how  to 
play  in  the  digital  big  leagues. 


Besides  multimedia, 
Toshiba  must  find  a 
way  to  bolster  its 
semiconductor  unit 


Nishimuro  is  hoping  to  extend  those 
lessons  with  the  company's  in-house 
brain  trust,  a  division  called  ad-i.  The 
group's  mandate  is  to  push  Toshiba 
deeper  into  multimedia,  hamessing  the 
company's  dizzying  array  of  manufac- 
turing and  lab  departments.  Besides 
DVD,  the  AD-i  team  has  been  behind 
many  of  Toshiba's  new  products,  such  as 
the  Libretto.  The  1.9-pound  gadget  was 
the  fii'st  mini-notebook  with  a  Pentium 


processor  able  to  run  Windows 
Toshiba's  engineers  had  to  develoi 
new  manufacturing  robot  to  make  itj 
well  as  a  tiny  hard-disk  diive  and  r| 
semiconductors.  Japanese  sales  of 
bretto  are  now  running  at  15,00(1 
month.  But  in  the  U.  S.  the  Librettf 
seen  as  simply  too  small,  and  sales  h;j 
been  disappointing. 

Nishimuro  is  also  grappling 
Toshiba's  PC  business,  its  biggest  sou 
of  profits  and  nearly  a  fifth  of  sal 
Toshiba  is  the  world's  No.  1  laptop  m| 
er.  But  U.  S.  companies  ai-e  beginning 
challenge  its  lead.  Margins  have  fall 
since  January,  when  ibm  and  Comf 
shaved  $1,500  off  top-end  models,  forci| 
Toshiba  to  follow  suit.  Toshiba's  share 
the  U.S.  portable-computer  market! 
the  second  quarter  of  1997  slipped  I 
17.8%  from  24.4%,  according  to  IDC. 

Such  a  slide  does  not  bode  well  i 
Nishimuro's  ambitions  to  move  frq 
the  W'orld's  sixth-biggest  pc  maker 
No.  3  by  2000.  In  the  desktop  mary 
Dell  Computer  Corp.,  Compaq  Coil 
puter  Corp.,  and  others  can  now  bu; 
models  to  order,  handle  direct  sales  \ 
computer,  and  offer  other  cost-cuttiij 
techniques  that  are  alien  to  Toshil 
As  a  result,  Toshiba's  forav  into  desl 


Waist:  34. 
Inseam:  52. 


TOSHIBA'S  STRUGGLE  FOR  PROFITS 


'91  '92  '93 
4  BILLIONS  OF  DOLLARS 


i  has  so  far  been  a  disappointment, 
t  year,  it  introduced  the  Infinia,  a 
i-end  multimedia  PC  for  home  use.  It 

the  first  PC  to  come  with  a  dvd 
'e  and  won  rave  reviews  for  its 
k  design.  But  with  Compaq  and  oth- 
offering  supersaver  machines  for 

than  $1,000  and  dvd  software  in 
^  supply,  the  machines  flopped  in 
U.  S.  and  Japan. 

iGH  START.  While  technology  such 
)VD  players  and  the  personal  com- 
ir  are  key,  notliing  is  more  fimda- 
ital  to  Nishimuro's  makeover  than 
company's  semiconductor  business, 
e  Toshiba's  top  money-maker,  last 
r,  it  brought  in  $7.4  billion  in  rev- 
es  but  almost  no  profits,  analysts 
mate.  Now  Korean  and  Taiwanese 


'91       '92  '93 
▲  MILLIONS  OF  DOLLARS 

DATA:  DAIWA  INSTITUTE  OF  RESEARCH,  MORGAN  STANLEY  INTERNATIONAL 


companies  have  invested  heavily,  making 
the  biUion-doUar-pIus  invest-ments  need- 
ed for  new  chip  plants  much  riskier 

To  buffer  those  risks,  Toshiba  is  mov- 
ing quickly  into  application-specific  and 
logic  chips,  which  are  the  brains  for 
such  items  as  video  games  and  portable 
phones.  One  big  hope  is  to  develop  an 
entu-e  computer  system  on  a  single  chip 
to  power  new  handheld  computers  and 
other  multimedia  products.  Other  com- 
panies are  going  after  the  same  pi-ize, 
of  course.  Still,  rivals  give  Toshiba  a 
chance  of  succeeding.  Says  Brian  Halla, 
chaiiTnan  and  ceo  of  National  Semicon- 
ductor Corp.:  "Toshiba  will  be  one  of 
the  leaders." 

Even  if  Toshiba's  digital  yearnings 
are  fulfilled,  many  of  its  old-Une  busi- 


nesses still  return  little  to  the  bottom 
line.  Toshiba's  nuclear-power-plant  unit 
has  not  had  a  new  order  since  1991. 
Toshiba  may  form  joint-venture  compa- 
nies for  major  businesses  that  could 
take  them  off  the  books  yet  avoid  mass 
layoffs.  Nuclear  power  is  a  prime  can- 
didate, as  well  as  white  goods  such  as 
refrigerators. 

It  has  been  a  tough  start  for  Nishi- 
muro.  "Progress  hasn't  been  satisfacto- 
ly,"  he  says.  Toshiba  may  never  become 
the  kind  of  nimble  player  he  envisions. 
But  then  again,  Nishimuro  has  beaten 
the  odds  before  in  his  own  fife.  And  he 
certainly  is  making  his  mark  on  a  com- 
pany that  badly  needs  change. 

By  Steven  V.  Brull  in  Tokyo,  witli 
Andy  Reinhardt  in  San  Francisco 


The  Sollltii)!!  is  here.Om'  size  d<,es  wit 
fit  nil.  I.diikinii l<n  (I  ■^hIiiIkiii  tdilarcd  just 
for  your  liusincss'.''  Look  no  further  lliaii 
lUM  Business  I'iirtncrs  —independent 


experts  II  ho  eiin  outfit  yon  ii  itii  the  riiilit  mix 
of  te<  hiioloj^y.  support,  prii  i-  iind  fiiiiiiii  in^. 
l  or  one  n  lu)  spe(  iiilizes  in  your  line  of  hiisi- 
nrss.  roll  I  HUH  ll}M-2<J<)2,  ext.  ')')')<). 


The  IBM  logo  is  a  registered  trademark  and  the  IBM  Business  Partner  emblem  is  a  liademark  ol  International  Business  Mactiines  Coiporatioii  and  are  used  together  under 
license  ©1997  IBM  Corp  All  rights  reserved 


People 


ENTREPRENEURS 


THE  WHIRLWIND  AT 
THE  FOUR  SEASONS 

Luxury  hotel  chain  founder  Issy  Sharp  is  on  a  global  tear 


Issy  Sharp  isn't  much  impressed 
when  the  Rolling  Stones  slink 
through  the  lobby  of  one  of  his  posh 
Four  Seasons  hotels.  The  Stones 
have  been  regulars  for  years.  In  fact, 
whether  it's  Julia  Roberts,  Sanford 
Weill,  or  Jimmy  Carter,  famous  peojMe 
are  a  dime  a  dozen  at  the  Fom"  Seasons 
these  days.  What's  far  harder  to  find  is 
an  empty  room.  And  with  basic  rates 
starting  above  $400  a  night  in  such 
cities  as  New  York  and  London,  that's 
just  the  way  Isadore  Sharp  likes  it. 

A  soft-spoken  onetime  construction 
worker,  Sharj)  is  an  unlikely  hotelier  to 
cater  to  the  rich  and  famous.  But  there's 
no  doubt  the  founder,  ciiairman,  and 
CEO  of  the  stately  Four  Seasons  Hotels 
Inc.  is  on  a  tear.  The  66-y ear-old  Shaip, 
who  in  19G1  built  his  first  motel  in 
Toronto's  red-light  district,  is  embai-king 


on  his  biggest  expansion  yet. 

Thanks  to  a  recent  deal  in 
which  he  teamed  up  with  bil- 
lionaire Sauch  Prince  Alwaleed  heavy  losses  in 
bin  Talal  bin  Abdulaziz  Al  the  early '90s 
Saud,  Sharp  is  gearing  up  to  n,      ,A  .  j' 
extend  his  hotel-management 

empii-e  ft'om  39  locations  in  16  empire  has  never 

countries  to  several  new  mar-  hgpn  healthier 
kets  in  the  Middle  East. 
Meantime,  Sharp  is  striking  additional 
management  deals  in  such  hot  locales 
as  Caracas,  Paris,  and  Las  Vegas.  All 
told,  he  expects  to  be  nmning  16  new 
Four  Seasons  hotels  within  the  next 
three  yeai"s.  In  the  lirauy  niche,  "there's 
nobody  that's  even  close,"  boasts  Shaip. 

Sharp  has  plenty  of  reason  to  feel 
good.  Although  a  deep  recession  in  the 
hotel  market  bi-ought  heavy  losses  in 
the  early  1990s,  today  the  Four  Sea- 


sons has  never  been  healthier.  The  chi 
eamed  $21.5  million  on  revenues  of  ji 
$87  miUion  in  1996;  this  year,  Morg 
Stanley  Dean  Witter  analyst  Ni 
Barsky  expects  it  to  bring  in  $36.7  m 
Uon  on  consolidated  revenues  of  $17.'^  '. 
million.  "The  Four  Seasons  is  slowly  hj  v 
coming  a  Rolls-Royce,  a  Hffany,  being; 
gushes  Barsky. 

Yet  despite  the  rip-roaring  growth 
Shaip  has  managed  to  run  his  affail| 
like  a  much  smaller,  pi-ivate  busine;- 
A  man  whose  world  revolves  arouru 
family  and  friends,  Sharji  still  turns  f\n 
advice  to  two  brothers-in-law  and  a  co 
pie  of  close  chums  on  the  board.  If  th 
sort  of  insular  aiTangement  ii"ks  a  fe 
investors,  his  performance  has  so  f; 
muted  complaints.  The  stock,  with  67 
of  the  voting  shares  controlled  h 
Shaip,  is  up  84%  this  year,  to  about  4j! 
Shaip's  stake  in  the  outstanding  sharei 
13%,  is  now  worth  $175  million. 

That's  a  nice  stash  for  a  man  wh 
started  out  helping  his  Polish  iminigrai}! 
father  plaster  walls.  A  perfectionist  wl  ; 
avoids  vacationing  in  his  resorts  for  fes'! 
that  he'll  never  stop  shifting  fiimituiji 
around.  Sharp  can't  quite  explain  hn 
success.  "People  ask,  'how  did  you  g<i; 
that  vision?'  I  woukl  tell  you  vdth  grej|j 
honesty  there  was  no  vision,"  he  sayl; 
"There  was  just  an  idea  that  grew."  |- 
SENSE  OF  DIRECTION.  Friends,  howeveii 
describe  Shai-j)  as  a  hard  worker  whj! 
has  seemed  sure  of  his  direction  eve 
since  his  days  in  the  insulai'  Tbronto  Jew 
ish  community.  "He  has  always  had  a  k|, 
of  confidence  in  liimself,"  says  longtimjj 
fi-iend  Walter  Cohen.  A  middling  studen  ji 
Shaip  made  liis  mm-k  in  school  as  a  foolli 
ball  and  hockey  player  in  the  1940sj; 
There,  "Razzle-Dazzle  Issy"  fell  in  with  ]■ 
group  of  rough-and-tumble  boys  wh 
gi"ew  up  to  become  his  closest  busines 
TLC  IN  TORONTO    ^-onfidants  and  advisei-s. 

.  lo  this  day.  Sharps  men™ 

Alter  weathering  recall  his  warmth  and  generos 
ity  of  spirit  as  a  youth.  "Every 
body  fi"om  right  back  in  the  be 
ginning  has  always  loved  Issy, 
says  Lionel  H.  Scliipper,  a  Fou 
Seasons  boiu-d  member  and  for 
mer  chairman  of  the  Torontii 
Sun  Publishing  Coi"]).  who  haj 
known  Sharp  since  the  fourth  grade] 
"Issy  more  or  less  adopted  me  an( 
looked  after  me,"  says  another  old  friend 
developer  Joseph  Tanenbaum,  who  re 
calls  how  Shaip  helped  make  him  fee 
at  home  after  he  moved  into  the  neigh 
borhood  from  an  outlying  area. 

Close  family  ties  have  proven  at  leas' 
as  crucial  to  Sharp's  rise  as  his  ok 
school  pals.  After  gi'aduating  from  a  lo 
cal  Toronto  college  with  an  architectur<l 
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i  ^      Safe.  Reliable. 
Outstanding  Performance. 
•   '  No,  It's  Not  A  Volvo. 


1^  /^^l^ 

^^^^Huthor  lhan  bore  you  with 
statistics  like  zero  to  60  in  5.2  seconds 
or  the  ability  to  stop  on  a  dime,  let's  talk 
about  some  really  impressive  numbers. 
Like  helping  28  million  lamilies  aflord 
homes  and  posting  an  ouistandinij 
record  of  financial  performance. 

At  bannie  AVie,  \\v  ha\e  achieved 
a  decade  of  steady  earnings  growth 
in  a  wide  variety  ol  interest  rate 
environments.  And  our  debt  securities 
offer  innovation  coupled  with  returns 
on  callable  debt  lhal  historically 
have  outperformed  Ireasuries  of 
similar  duration. 

We're  also  the  largest  issuer  of 
mortgage-backed  securities.  I  heir 
consistency  and  liquidity  are  unrivaled 
throughout  the  industry. 

Call  us  at  1-800-243-7810  for  a  copy 
of  our  1996  annual  report.  Or  visit  our 
Web  site  at  www.tanniemae.com  for 
more  information.  Unless,  ol  course, 
you  d  rather  read  up  on  mpgs  and  rpms. 


S  FannieMae 
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1931  Toronto 


degi'ee  in  1952,  Shaip  joined  his  father's 
constmction  business.  Together,  they 
built  houses  one  by  one — shaiing  hea\y 
lifting  and  tradeswork — and  moved  on 
to  developing  modest  apaitment  build- 
ings. Shai-p  credits  his  95-year-old  fa- 
ther. Max.  more  than  anyone  for  build- 
ing up  his  self-assui'ance.  "He  thought 
because  I  went  to  college,  I  must  know 
what  I'm  doing."  recalls  Shai-p. 
GUM  CRAZY.  Always  seeking  ways  to 
make  extra  cash,  Shai-p  soon  discovered 
a  knack  for  mai'keting.  After  a  Mend  in 
the  vending  business  bragged  about  get- 
ting a  penny  each  for  chewing  gum. 
Shaip  figui'ed  he  could  do  better  Work- 
ing nights  and  week- 
ends, he  and  friend 
Cohen  set  up  26  ma- 
chines in  Toronto 
bars,  stocked  them 
■«"ith  gi-een  gum.  and 
called  it  a  breath 
fi-eshener.  Result: 
Their  gum  sold  at 
two  for  a  nickel. 

When  he  built  a 
motel  for  a  fiiend  in 
then-booming  Toron- 
to, Shai*p  realized 
lodging  might  pro- 
duce a  lot  more  nick- 
els. With  little  cash 
of  his  own,  Sharp 
raised  seed  money 
for  his  first  SI. 4  mil- 
lion project  from 
friends  and  relatives, 
including  brother-in- 
law  Edmond  M. 
Creed,  a  well-to-do 
furrier.  A  friend  of 
Creeds,  pharmacy 
chain  owTier  MmTay 
Koffler.  also  chipped 
in.  What  Creed  and 
Koffler.  both  still  on 
the  board  today,  paid 
for  was  the  fii*st 
Four  Seasons:  a  124- 
room  brick  motel  in 
a  part  of  Toronto 


Prince  Alwaleed  bought  a  major  stake  without 
voting  control.  He  wanted  "Sharp  himself,  his 
expertise,  the  brainpower  within  Four  Seasons" 


'RAZZLE-DAZZLE  ISSY' 


EDUCATION 


Ryerson  Institute  of  Technolog}' 
diploma.  .Architecture,  1952. 


CAREEIi 


1952  Goes  to  work  full-time  building 
houses  for  his  father.  Max. 

1961  BuUds  first  Four  Seasons  in 

Toronto. 

1 970  Lxpands  overseas  to  London. 

1986  Takes  Four  Seasons  public  to 
fund  rapid  North  American  growth. 

1994  Sells  25/0  stake  to  Saudi 
Prince  Alwaleed. 

1997  Lists  Four  Seasons  on  New  York 
Stock  Exchange,  embarks  on  expan- 
sion drh'e  to  Middle  East  Asia. 


PHILANTHROPY 


Supporter  of  Israel  and  big  fund- 
raiser for  cancer  research  after  a 
teenage  son  died  from  melanoma 


FAMILY 


INTERESTS 


Plays  competitive  bridge,  tennis. 


Shai-p  calls  a  "hook- 
er's paradise."  Clev- 
erly designing  it 
around  an  inner 
courtyard  so  guests 
wouldn't  look  out  on 
the  seedy  en\irons.  Sharp  rented  rooms 
for  just  S9  a  night. 

Soon  he  had  enough  cash  to  bmld  a 
plush  suburban  hotel  and  an  oceanfront 
resort  in  Israel.  But  his  big  move  into 
the  luxuiy  market  came  in  1970,  when 
Sharp  jumped  on  an  opportunity  to 
build  and  run  a  new  London  property. 


Married  with  three  grown  sons. 
.\nthony.  35.  expected  to  take  over 
top  job.  Wife  Rosalie  helps  with 
hotel  interior  decorating. 


Sharp  figui-ed  that  to  succeed.  he"d  have 
to  outdo  the  stuffy  old  grand  hotels 
with  high-end  New-  World  luxurs-  and 
modem  amenities  such  as  au-  condition- 
ing and  rehable  plumbing.  The  gambit 
paid  off:  The  sumptuous  rooms  meant 
Sharp  could  command  room  rates  about 
25'7c  higher  than  his  Old  World  rivals. 
With  his  new  foiTnula,  Shai-p  slowiy 
began  expanding  the 
chain.  But  he  didn't 
yet  consider  himself 
a  full-time  hotelier. 
For  years,  he  says, 
he  still  thought  of 
the  hotel  manage- 
ment business  as  his 
"night  job."  His  pri- 
mary focus  in  the 
1970s  was  still  pack- 
aging real  estate 
deals  and  building. 
But  when  conspicu- 
ous consumption  re- 
turned with  a 
vengeance  in  the 
19S0s.  demand  for 
luxurv'  hotels  soared. 
Sharp  crisscrossed 
North  America,  cut- 
ting deals  in  over  a 
dozen  cities  to  put 
up  a  Foui'  Seasons. 

All  that  changed 
when  the  early  1990s 
recession  feUed  both 
real  estate  and  high- 
end  hotels.  Four  Sea- 
sons had  big  losses 
in  1993,  and  Sharp 
realized  he  would  be 
better  off  running 
hotels,  not  building 
and  owning  them. 
Since  then,  he  has 
sold  off  the  compa- 
ny's ownership  in  all 
but  a  handful  of  ho- 
tels. He  now  concen- 
trates exclusively  on 
hotel  management. 
The  downturn  also  caused  Four  Sea- 
sons shares  to  tumble  by  half,  to  be- 
low $8.  forcing  Sharp  to  sell  off  a  major 
stake.  He  turned  to  an  unlikely  ally  pro- 
posed by  Goldman,  Sachs  &  Co. — Saudi 
Prince  Alwaleed.  There  was  just  one 
potential  snag:  Sharp  worried  that  his 
strong  support  of  Israel  would  make  it 


difficult  to  deal  with  a  leader  of  tb 
Arab  world.  WTiile  meeting  on  th 
prince's  yacht  off  of  southern  France  i 
August,  1994,  Alwaleed  reassure  > 
Sharp,  and  the  two  hatched  a  deal.  TH 
piince  bought  25%  of  the  company,  leai 
ing  voting  control  to  Sharp.  Says  A 
waleed:  "WTiat  I  wanted  was  Shaip  hin 
self,  his  expertise,  the  bi-ainpower  with] 
Four  Seasons." 

Today,  the  pah*  talk  as  often  as  thr£ 
times  a  month  and  speak  of  one  anothf 
as  friends.  So  fai",  the  marriage  seems  1 
work.  Although  the  prince  is  a  passi\ 
investor  he  has  opened  doore  for  Shai 
in  Cairo,  Amman,  Riyadh,  and  oth( 
Mideast  spots.  And  he  has  provide 
needed  capital  for  a  Four  Seasons  resoi 
development  in  southern  California 
stake  has  more  than  tripled  in  value. 
HELPING  HAND.  As  Sharp's  fortune 
soar,  he  hasn't  forgotten  boyhood  p; 
who  didn't  fare  as  well.  One  longti 
friend  in  manufacturing,  for  exampL 
hit  hard  times  in  the  1980s.  With  Utt 
more  than  a  knowing  nod,  Sharp  wtoi 
a  check  for  "hundreds  of  thousands 
dollars.'"  It  was  enough  to  keep  ope: 
tions  afloat,  and  the  money  was  eve 
tuaUy  repaid.  "He  never  mentioned  it 
says  the  friend.  "It  was  as  though 
never  happened." 

Sharp  has  had  heartaches  of  his  owi 
In  1978,  his  17-year-old  son,  Chris,  die 
of  melanoma.  Sharp,  friends  say,  ha 
never  fully  recovered  from  the  loss,  an 
he  has  become  a  major  backer  of  cance 
research.  Says  Sharp:  "Chris  would  hav 
been  spectacular  in  the  business."  Thes 
days.  Sharp  is  grooming  Anthony,  3: 
the  youngest  of  his  three  sur\i\ing  sor 
and  the  only  one  now  working  for  hin 
to  take  over.  A  Yale  University  MB. 
Anthony  has  worked  for  the  compan 
for  nine  years. 

Sharp  isn't  planning  to  kick  back  o 
one  of  his  island  resorts  an\time  sooi 
however  Piomping  through  the  Toront 
Four  Seasons,  he  adjusts  some  hug 
flower  arrangements  as  he  cheerfull 
greets  staff.  Then  there  are  those  pesk 
Rolling  Stones.  ^^Tlenever  Mick  Jagge 
shows  up.  he  requires  specially  darl 
ened  rooms  for  da\time  sleeping,  whic 
Sharp  happily  pro\ides.  Catering  to  th 
rich  and  famous  is  hard  work.  But  : 
sure  beats  plastering  walls. 

By  Joseph  Weber  in  Toronto,  wit 
John  Rossant  in  Rome 
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Things  we  vc  noticed  about  Americans: 

Going  places  is 
a  national  obsession. 


en  there,  1969 


CASE  IN  POINT:  ; 

The  relidhle 
Chevy  Mahlnr 


-Up  to  100, ()()()  miles  hefore  its  first  sclieclule(l  tune  n|):    -Dp  to  5  yedr/ISO, ()()()  mile 

^  cooltint  life!    •  tubed  for  life  cliassis.    "Long  life  tiansmission  fluid. 

t 

•More  room  for  five  lh<in  C<imry  or  Altimd     •  H<ive  <i  nice  tri|) 
•  1  800  9S0  24  38    -  www  Chevrolet  com/mti I iln)    -  si(i,i9S' 


Malibu. 

The  Car  You  Know  Ainerica  Could  Build.         Genuine  Chevrolet' 


laintenance  needs  vary  with  use  and  driving  conditions  See  your  owner's  monuol  for  details  tWhichever  comes  first  **  1998  MSRP  includes  dealer  prep  ond  destination  charge 
X,  license  and  optional  equipment  additional,  Malibu  is  a  registered  trademark  and  Chevy  is  a  trademark  of  the  GM  Corp,  ©1997  GM  Corp  Buckle  up,  Americol  i«r 


Government 


INVESTIGATIONS 


DID  GORE 
OPEN  A  DOOR? 


A  friend  of  Al,  a  sweet 
real  estate  deal  from  the 
feds,  and  a  $230,000 
campaign  contribution 

In  six  months,  the  Federal  Commu- 
nications Commission  will  stait  mov- 
ing into  a  new  headquarters,  end- 
ing a  bitter  feud  that  fcc  employees, 
a  succession  of  commissioners,  and  tele- 
com lawyers  and  lobbyists  have  waged 
for  a  decade.  The  Fcc's  new  10-story 
home  is  the  Portals — an  office  complex 
that  sits  in  isolated  splendor  in  a  pocket 
of  southwest  Washington,  far  from  the 
shops  and  restaui'ants  ai'ound  its  cuirent 
headquarters  near  tony  DuPont  Circle. 

So  why  would  an  important  federal 
agency  move  2,000  employees  to  such  a 
barren  part  of  town — and  pay  a  27% 
premium  over  its  ciuTent  amiual  rent  of 
$16  million?  The  fcc  will  get  more  space 
to  consolidate  divisions,  now  spread 
among  nine  buildings,  and  modern  facili- 
ties to  conduct  ail-wave  auctions,  for  ex- 
ample. But  the  reason  may  also  have  a 
lot  to  do  with  poweifiil  connections  and 
big-bucks  campaign  contributions. 
CHANGE  OF  HEART.  One  of  the  project's 
key  partners,  Chattanooga  (Tenn.)  real 
estate  developer  F^ranklin  L.  Haney,  is  a 
longtime  friend  of  Vice-Pi'esident  Al  Gore 
and  his  family.  Haney  became  involved  in 
the  Portals  in  the  fall  of  1995  by  replac- 
ing a  partner  whose  banknaptcy  threat- 
ened to  toipedo  the  project.  Within  eight 

CLEARING 
A  PATH  TO 
THE  PORTALS 

Finding  a  new  home  for  the 
FCC  took  a  decade  and 
may  have  led  to  at  least  the 
appearance  of  impropriety 


months,  Haney  swiftly  refinanced  the 
deal,  negotiated  favorable  lease  terms 
with  the  government,  converted  the  lease 
into  a  secuiity,  and  sold  the  lease-backed 
bonds  to  institutional  investors  in  an 
April,  1996,  private  placement. 

Weeks  later,  Haney  contributed 
$230,000  to  the  Democratic  National 
Committee  and  five  state  Democratic 
parties.  An  associate  kicked  in  an  addi- 
tional $20,000.  One  reason  Haney  may 
have  been  able  to  move  so  quickly  was 
that  several  months  earlier,  according  to 
numerous  congr-essional  aides  and  telecom 
lawyers  involved,  fcc  Chairman  Reed 
E.  Himdt  began  muting  his  private  ob- 
jections to  the  move.  Hundt  says  it  is 
"absolutely  false"  that  he  was  influenced 
by  campaign  contributions  or  Haney's 
fiiendship  with  Gore.  Hundt  says  he  has 
supported  the  Portals  move  since  Au- 
gust, 1994,  well  before  Haney  got  in- 
volved. He  says  he  was  forced  to  tread 
lightly  in  the  face  of  a  hostile  Republican 
Congi'ess.  Any  hesitation  about  the  Por- 
tals, he  says,  related  to  his  concern  about 
getting  more  space  and  convincing  Con- 
gi"ess  to  pay  for  the  move. 

A  spokeswoman  for  Gore  acknowi- 
edges  the  Vice-Pi"esident's  fiiendsliip  with 
Haney  but  says  Gore  had  no  role  in  the 
selection  of  developers  or  the  fcc's  deci- 
sion to  move.  But  Gore  aides  refuse  to 
answer  other  questions,  such  as  whether 
the  Vice-Pi'esident  solicited  the  donations 
fi'om  Haney  or  helped  smooth  the  way 
for  his  bond  deal.  Haney  did  not  respond 
to  repeated  phone  calls  seeking  comment. 

1991  The  GSA  ends  a  three-year  search 
for  new  FCC  offices  by  accepting  a  bid 
from  developers  of  the  Portals. 

1992  FCC  officials  balk  at  relocating, 
citing  remote  location  and  safety  issues. 
The  GSA  cancels  its  offer. 

1994  Portals  partners  file  suit  against 
the  GSA  in  federal  court  and  win.  The 
GSA  quickly  signs  a  lease  with  Portals 
developers,  who  complain  that  FCC 
officials  privately  still  resist  moving. 

1995  Confederation  Life  Insurance — 


If  nothing  else,  the  chain  of  events 
volving  the  Portals  suggests  that  son 
one  may  have  interceded  to  get  a  real-irf 
tate  developer  a  sweet  deal,  W'his 
resulted  in  a  lai'ge  donation.  If  Gore  wt: 
imphcated,  that  could  compound  his  i| 
litical  woes.  Ah-eady,  Attorney  Geneii 
Janet  Reno  is  considering  whether  i 
seek  an  independent  counsel  to  detc] 
mine  if  Gore  broke  the  law  by  makij 
campaign  fund-raising  calls  from  Ij 
White  House  office.  Haney,  it  tiUTis  oi; 

one  of  two  major  Portals  partners  a 
lender  of  $20  million  to  buy  the  pn 
ty — is  liquidated  by  the  Canadian  gi 
ment,  jeopardizing  the  project.  Teni 
developer  and  Gore  family  friend  Frj 
Haney  is  approached  to  take  over  C  j 
eration's  share. 


JUNE,  1995  Gore  tries  to  call  Hane^ 
raise  $50,000  for  the  Clinton/Gore 
reelection  campaign.  Aides  say  that^ 
failed  to  reach  Haney  that  day  and  t] 
they  don't  know  if  he  later  succeede 
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FCC  officials  for 
years  balked 
at  moving  to 
what  they 
considered  a 
barren  site  in 
southwest  Washing 
ton.  But  once 
Franklin  Haney, 
a  Tennessee 
developer  and 
close  friend  of 
Gore,  got  in- 
volved, the  Portals 
project 
began 
^loving 
last 


one  of  the  potential  donors  he  tried 
each. 

he  saga  began  in  1988  when  the 
which  procui'es  government  offices, 
;ited  bids  for  new  FCC  space.  Al- 
t  as  soon  as  it  chose  the  Portals, 
officials  began  campaigning  against 
move.  In  1992,  the  gsa  canceled  the 
,  arguing  that  the  contracted  space 
k\  no  longer  meet  the  agency's  ex- 
ding  needs.  But  the  Portals'  devel- 
rs,  who  had  $20  million  tied  up  in 


the  property,  convinced  a  federal  ap- 
peals court  that  fcc  opposition  to  the 
lack  of  amenities  in  the  ai'ea  wasn't  suf- 
ficient cause  to  cancel  a  contract.  The 
court  reversed  the  gsa  decision. 

The  legal  victoiy  soon  gave  way  to  a 
new  crisis:  Canada's  Confederation  Life 
Insurance  Co.,  half-owner  of  the  Por- 
tals and  its  financier,  was  forced  into 
liquidation  because  of  several  failed  real 
estate  deals.  Confederation's  new  ownei', 
the  Canadian  government,  sought  to 
withdraw  trom  the  project. 
MAIN  ATTRACTION.  That's  when  Haney 
was  approached,  says  Steven  A.  Grigg, 
president  of  Republic  Properties  Corp., 
part  of  a  consortium  that  owns  the  oth- 
er half  of  the  project.  Haney  "is  well 
known  for  his  expertise  with  complex 
bond  financing"  of  troubled 
real  estate  projects,  says 
Giigg.  But  Haney's  connec- 
tion to  Gore  may  also  have 
been  key. 

One  challenge  for  the 
Portals  pailnei-s  was  to  per- 
suade the  (JSA  not  to  sub- 
stitute another  agency  as 
the  tenant.  The  developer's  also  needed  to 
break  down  Himdt's  resistance.  Who  bet- 
ter to  do  this  than  Haney?  The  Democ- 
ratic Party  stalwart  r-an  for'  gover'nor'  of 
Tennessee  in  1974  and  has  been  close 
friends  with  the  Goi'es  for  decades.  Gor'e 
and  Hundt  have  been  friends  since  they 
were  r'oommates  at  St.  Albans  wSchool  in 
Washington,  and  they  often  consult  with 
one  another  on  telecom  policy. 

To  Grigg  and  the  other  partners,  the 
Fcc's  tenancy  was  crucial  to  the  jjr'oj- 
ect's  success.  The  agency  would  fill  most 
of  one  building,  and  it  would  help  fill 
tlu'ee  other's  by  attr-acting  lawyers,  lob- 
byists, and  consultants  whose  livelihood 
depends  on  close  pr'oximity  to  the  FCC. 
But  the  existing  lease  gave  the  gover'n- 
ment  the  r'ight  to  put  any  agency  into 
the  space.  Notes  from  a  Sept.  26,  199-5, 
meeting  vrith  (;sA  officials — obtained  un- 
der the  Fr-eedom  of  Information  Act — 
state  that  Haney's  repr'esentatives  "sev- 
er-al  times  br'ought  up  issues  r-egar'ding 
the  importance  of  lease  language  speci- 


fying the  FCC  as  the  tenant  agency." 

Haney  eventuaOy  got  what  he  wanted. 
On  Jan."  3,  1996,  the  gsa  and  the  Portals 
partner's  signed  a  sup])lemental  lease 
stating:  "It  is  the  intent  of  the  govern- 
ment" that  the  FCC  be  the  occupant. 
While  the  gsa  says  it  still  could  substi- 
tute another  agency,  that  sentence  al- 
lowed Haney  to  show  potential  bond- 
holder's that  the  anchor  tenant  would  be 
the  FCC.  "Yes,  it's  imusual  to  have  a  spe- 
cific feder'al  agency  named  in  the  lease," 
agTees  Doug  Benton,  dir-ector'  of  gsa  Re- 
alty Ser-vices.  Tlie  gsa  also  helped  Haney 
get  a  better'  r-isk  r-ating — and  thus  a  more 
favoi'ably  pr-iced  bond  deal — by  dr'opping 
a  standar'd  clause  allowing  it  to  teniiinate 
the  lease  in  the  case  of  partial  destruction 
fi'om  fii'e  or'  flood. 

In  securitizing  the  lease,  Haney  cr-e- 
ated  two  shell  companies  in  April,  1996, 
to  act  as  inter'mediar'ies  between  the 
Portals  par'tner's  and  bondholders.  Two 
weeks  later',  the  companies — Tower  As- 
sociates and  Tower  II  Associates — con- 
tributed $20,000  apiece  to  the  dnc. 

That  same  day,  May  10,  1996,  Haney 
made  donations  in  $20,000  chunks  under 
other'  obscur'e  cor'porate  names,  such  as 
Building  Finance  Co.,  the  entity  he  cr'e- 
ated  to  lend  money  to  the  Portals  de- 
veloper's, and  Pr'emium  Br'ands  of 
Northwest  Ar'kansas,  a  beer  distr'ibu- 
tor'ship  he  owns.  White  House  docu- 
ments subpoenaed  by  Congr'ess  show 
that  five  more  checks,  totaling  $130,000, 
went  to  state  Democr'atic  parties  and 
thus  wer-en't  r'eported  to  the  Federal 
Election  Commission.  John  S.  Wagster,  a 
top  Fi'anklin  L.  Haney  Co.  official  who 
worked  on  the  Portals  deal,  also  gave 
$20,000  on  May  10.  Total  donations: 
.$250,000.  Haney  for'  years  has  supported 
Deniocr'ats,  but  his  lar'gest  pr'evious  do- 
nation was  $15,000  to  the  Democi'atic 
Senator-ial  Camijaign  Committee  in  1994. 

Wliite  House  aides  won't  comment  on 
whether'  Gor'e  or'  his  staff  interceded  on 
Haney's  behalf  or  solicited  contr'ibutions 
fi'om  him.  But  r'eleased  White  House  doc- 
uments list  Haney  among  wealthy  con- 
tr'ibutor's  aides  wanted  Gor'e  to  solicit  in 
June,  1995.  Aides  say  Gor'e  didn't  r'each 


,  1995  Six  days  after  riding 
rce  One  with  President  Clin- 
gy proposes  to  the  GSA  that 
any  take  over  Confederation's 
re  of  the  Portals,  plus  the 

BER,  1995  In  a  meeting 
\  officials,  Haney  and  part- 
;atedly  ask  that  the  GSA 
icify  the  FCC  as  the  Portals 
heir  goal:  Once  the  FCC 
,  rent  space  to  communica- 
yers  and  lobbyists.  The  GSA 


says  leases  can't  stipulate  a  specific  MAY,  1996  Haney  gives  the  DNC  and 

agency.  five  state  Democratic  parties  a  total  of 
JANUARY, Y996"Por"tals  developers $230,000^  Most  of  the  contributions 
and  the  GSA  sign  a  supplemental  lease  ^  ^^^P^^^^ions  created  for 

stipulating  that  the  FCC  is  the  intend-  [^^       f  refinancing  and  not  by  the 

ed  occupant,  as  Haney  requested.  0th-  ^^^^."'^Ji"  A- .Haney  Co.  

ers  involved  say  FCC  Chairman  Hundt  NOVEMBER,  1996  Haney  and  Hundt 

around  this  time  mutes  his  opposition  meet  to  discuss  a  roof  garden  for  the 

to  the  move.  Hundt  says  his  opposition  building. 

ceased  way  before_Haney_gotjn_volved._  marchVi998  fherccTs'schVduled"' 

APRIL,  1996  Haney  officially  becomes  to  begin  moving  into  the  Portals. 

major  Portals  partners.  data  general  services  administration,  federal  communications 
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A  GROWTH  FUND  WITH 
BLUE  CHIP  PERFORMANCE 


Average  Annual  Total  Returns 

as  of  6/30/97  - 

■  Blue  Chip  Growth  Fund 

■  Upper  Growth  Funds  Average 

3239% 

28.59% 


T.  Rowe  Price  Blue  Chip 
Growth  Fund  invests  m  today's 
leading  growth  companies  as 
well  as  those  with  the  ability 
to  become  tomorrow's  industry 
leaders.  These  blue  chip  com- 
panies offer  the  potential  for 
sustained  gR)wth  while  providing 
reduced  volatility  compared  with 
small-  and  mid-cap  companies. 

The  fund's  strategy  has  proven 
effective.  As  the  chart  indicates, 

the  fund  has  consistently  outperfomied  its  Lipper  Category  A\via>;e.  I\ist 
perfonnance  cannot  guarantee  future  results.  Minimum  investment  is 
S2,S00  iSlOOO  for  IR.Asl.  No  sales  charges. 


Call  24  hours  for  a  free  information  kit  including  a  prospectus 

^  1-800-541-8335 
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him— though  they  can't  say  if  the  Ve< 
tried  to  contact  him  at  another  time. 

The  GSAs  Benton  says  he  had  i  i 
knowledge  of  Haney's  campaign  cont; 
butions  or  WTiite  House  involvement  : 
the  lease  negotiations.  He  adds  that  t  . 
GS.A.  accommodated  Haney  because  t 
agency  extracted  a  lower  rent  for  son 
250,000  additional  square  feet  of  spa 
the  FCC  needed.  Instead  of  payii 
$38.85  per  squai'e  foot,  the  govemme  ' 
is  pacing  $37.95,  a  sa\'ings  of  $225,0i 
on  an  annual  rent  bill  of  $21  milUon. 

Telecom  lawyei-s  closely  watching  ti 
situation  say  they  were  stinck  by  tl 
fact  that  Htmdt's  opposition  to  the  met 
seemed  to  evaporate  rn  early  1996,  ju  i 
as  Haney  and  his  paitnei*s  were  signii 
a  lease.  Even  after  the  1994  feder  i 
court  iiiling  ordering  the  gsa  to  pr 
ceed  with  the  Portals  bid,  Hundt  hs 
continued  to  resist,  says  Grigg.  "Ret 
Hundt  and  the  FCC  engaged  in  a  nun 
her  of  little  games  that  were  not  helpfi 
such  as  tning  to  get  the  [congi'essiona 
committees  to  tell  them  they  can't  mo\ 
to  the  Portals."  Grigg  fumes. 
"REMARKABLE."  In  a  Jtme,  1995.  appea  | 
ance  before  the  House  Commerce  Con 
mittee,  Hundt  explained  that  his  agenc  > 
needed  S40  million  to  move.  "If  we  ai  i 
onlered  by  Congress  not  to  move  to  Po: 
tals . . .  then  we  can  use  those  ftinds  to  ai 
compUsh  the  other  steps  necessary  t  I 
cany  out  the  new  mission  you  ai-e  gi\"in  1 
us,"  he  testified.  Says  one  lawyer  ii  i 
volved  in  the  gsa  negotiations:  "It  wj 
remarkable.  They  were  adamantly  o\ 
posed,  and  then  suddenly,  boom,  in  earl 
1996.  they  were  for  it."  By  Novembe 
1996,  Hundt  and  Haney  were  meetin 
to  discuss  the  addition  of  a  rooftop  gai 
den  to  the  Portals  so  FCC  staffers  cotil 
enjoy  the        of  the  Potomac. 

Hundt  vehemently  denies  that  h 
ever  spoke  to  Gore  about  the  Portals 
He  adds  that  any  change  in  attitud 
was  due  to  the  FCC  getting  extra  spac 
and  not  to  Haney's  involvement. 

Now,  as  the  FCC  prepares  to  mov< 
influential  lawmakei-s  still  are  balking  a 
the  relocation,  given  the  higher  rent  ani 
$40  million  mo\"ing  tab.  "They'd  bette 
not  tmpack  theu-  bags,"  warns  Repre 
sentative  W.J.  Tauzin  (R-La.),  whos 
House  Commerce  telecommunication 
panel  ovei-sees  the  FCC.  Congressional 
appropriations  panels  have  forbidden  th 
FCC  from  pacing  its  own  mo\-ing  expert; 
es.  Instead,  the  gsa  will  lend  the  FC 
the  money.  Meanwhile,  tax-payei-s  hav 
been  covering  the  fcc's  rent  at  both  it 
ciurent  home  and  its  new  qtiaitei-s  sine 
July.  If  no  one  else,  at  least  Franklii 
Haney's  bondholder's  shotild  be  pleased. 
Bij  Paula  Dii-ijer  in  Washingtw 
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INVESTMENT  BANKING 


SECOND  THOUGHTS 
IN  ASIA?  NO  WAY 

A  little  market  turmoil  isn  t  scaring  U.S.  investment  banks 


I  errill  Lynch  &  Co.'s  timing 
I  couldn't  have  been  worse.  The 
U.S.  .-iecuritie?  giant  held  the 
I  Glacial  opening  of  its  oO-person 
Manila  office  on  Sept.  25 — amid  a  local 
and  regional  ciuTency  crisis  and  at  the 
tail  end  of  a  five-year  bull  market.  Yet 
Herbert  M.  AUison  Jr..  chief  operating 
officer,  couldn't  have  been  more  enthu- 
siastic. Speaking  at  a  cocktail  reception 
at  the  Mandajin  Oriental  hotel  attended 
by  400  local  executives  and  government 
officials.  Allison  was  adamant  on  one 
point:  Despite  the  market  ttu'moil.  Mer- 
rill was  steaming  full  speed  ahead  into 
the  PMlippines.  Tliis  way,  we'll  get  in  on 
the  gi'ound  floor  and  estabhsh  oui"  com- 
mitment, he  told  the  crowd. 

U.  S.  investment  banks  in  Asia  face 
an  unsettled  picture.  Competition  is 
fierce,  mai'gins  are  thin,  and  cturency 
and  stock  niiu-kets  in  much  of  the  region 
ai'e  in  a  nosedive,  causing  losses  at  some 
fiiTiis.  Yet  U.  S.  houses  aren't  fazed.  Be- 
sides Merrill's  Philippines  launch. 
Lehman  Brothers  Inc.  just  opened  a 
three-person  office  in  Bangkok,  wliich 
is  financial  groiuid  zero.  A  year  ago, 
Goldman,  Sachs  &  Co.  sent  its  top  Eu- 
ropean banker,  John  L.  Thornton,  to 
Asia  to  tiy  to  rephcate  Goldman's  Eu- 
roi)ean  success  there.  Publicly  at  least, 
L'.  S.  firms  view  the  recent  volatility  as 
a  mere  con-ection,  not  the  permanent 
reversal  of  a  trend.  "These  markets  are 
so  compelling  that  any  global  invest- 
ment bank  has  to  be  making  a  commit- 
ment." says  Petei'  Clarke,  chaimian  of 
Merrill  Lynch  (.Asia  Pacific)  Ltd. 
"SENTIMENT-DRIVEN."  This  isn't  the  fii-st 
time  I'.  S.  finns  have  been  excited  about 
non-Japan  Asia,  in  general,  and  the  re- 
gion's superpowei'.  China,  in  i)aiticular 
But  then  U.  S.  investment  banks  have 
blown  hot  and  cold  on  Asia  in  the 
19!)0s — unlike  local  finns  or  even  U.  S. 
commercial  banks.  The  histoi'X'  of  Amer- 
ican investment  banks  has  been  to  ex- 
pand and  then  contract — depending  on 
whether  they  were  making  money 
worldwide  and  locallv. 


Now.  however.  U.  S.  firms  are  in  the 
midst  of  a  big  btiildup  ajiil  insist  they're 
in  it  for  the  long  haul,  ^^^lat's  different 
this  time'?  They  have  several  yeai"s  of 
V.  S.  bull-market  profits  to  plow  into 
Asia.  And  Asian  markets,  while  tiny 
compared  with  the  L'.  S..  have  grown 
rapidly  in  the  past  few  yeai"s. 

The  promise  of  more  American  fi- 
nancial staging  power  is  good  news  for 
Asian  companies  and  markets,  even 
though  it  may  put  pressure  on  local 
houses.  "I  have  a  love-hate  relation- 
ship with  Morg-an  Stanley."  jokes  Phihp 
L.  Tose.  chairman  of  Peregrine  Invest- 
ment Holdings  in  Hong  Kong.  "I  love 
to  hate  them."  The  V.  S.  houses  are 
helping  usher  Asian  countries  into 
world  mai'kets  for  debt  and  equity  and 
are  also  investing  directly  in  local  com- 
panies. U.  S.  firms  also  bring  to  the 
party  their  higher  standards  for  re- 
porting and  disclosure  and  a  more  crit- 
ical outlook  on  research.  "They  bring  a 
more  rational  view  of  the  market. 
Asians  have  always  been  more  senti- 
ment-driven," says  Henry  D.  C.  Lee,  a 
Hong  Kong  fund  manager. 

But  there  cU"e  too  many  bankei-s  chas- 
ing too  little  business.  The  flood  of 
bankers  into  Hong  Kong  has  led  to  a 
sci-amble  for  tiJent  and  has  inflated  com- 
]3ensation.  Deutsche  Morg-an  Grenfell  and 


others  have  been  on  hiring  spre 
tlii-oughout  the  region.  Merrill  openi 
its  Maiiila  otiice  with  employees  it  raid 
from  Jardine  Heming's  office  there- 
nabbing  its  chaii'man.  managing  dii*6 
tor,  two  salesmen,  and  tlu'ee  analysts, 
paid  them  two  to  five  times  what  thi 
had  been  making,  says  Christophi 
Rampton,  a  group  executive  director 
Jaixline  Fleming  Ltd.  "It's  a  bit  u-ksomt 

The  Asian  business  of  the  U.  S 
vestment  houses  is  still  small:  At  Gol 
man,  Asia,  excluding  Japan,  makes  i 
about  oT  of  its  overall  earnings.  B 


Taking  Asia:  How  The  Big  Tliree  Ai'e  Doing  It 

GOLDMAN     Co-invests  with  clients  to  build  relationships,  with  $500  million  in  direct 
SACHS        investments  in  Asia  to  date.  Provides  services  to  Asian  countries  with 

bankers  based  in  Hong  Kong.  Recently  moved  top  European  banker  to  Asia. 

MERRILL      Focuses  on  doing  business  for  customers  and  does  little  direct  investing. 
LYNCH        Has  large  office  in  Hong  Kong  and  has  built  up  impressive  network  of 
branch  offices  in  16  cities.  No.  1  Asian  debt  house. 

MORGAN     :  Most  established  of  U.S.  investment  banks  in  Hong  Kong.  Keystone  of 

STANLEY  its  China  strategy  is  investment  banking  joint  venture  with  China. 

.  Services  Asian  countries  with  bankers  based  in  Hong  Kong  and 

I  Singapore.  A  top  Asian  equity  underwriter. 
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SiniNG  PREHY 

Morgan  Stanley 
Asia's  profits  are 
up  40%  over  last 
year,  says  chief 


I.  S.  houses  expect  big 
h  in  the  future.  For  ex- 
!,  in  Asia  most  compa- 
ire  still  family-owned, 
the  mergers-and-acqui- 
s  business  is  in  its  in- 
.  "It's  taboo  to  go 
d  and  start  taking  over 

companies  in  hostile  Jack  WadSWOrth 
'  says  Rampton.  The 
goes  for  the  debt  markets.  "Most 
,s  have  had  an  aversion  to  debt, 
love  equity.  But  as  the  countries 
'e  and  economies  slow  down,  pres- 
Tom  investors  to  use  low-cost  debt 
^erage  the  returns  will  increase," 
Miles  Armstrong,  another  group 
tive  director  at  Jardine  Fleming. 
RACE.  U.  S.  films'  real  advantage  in 
is  that  they  operate  globally.  The 
m  Hong  Kong  investment  banks, 
pnne  and  Jardine,  have  far  more 

and  history  in  the  region  but  are 
lajor  players  elsewhere.  Other  im- 
nt  local  firms,  such  as  bzw.  Credit 
lais,  and  hsbc,  lack  market  domi- 
'.  "There  is  no  Deutsche  Bank  as 
irmany,  no  Lazard  Freres  as  in 
':e,  and  no  Nomura  as  in  Japan," 
Philip  D.  Muiphy,  president  of  Gold- 
Sachs  (Asia)  and  a  baseball  fan.  "It's 
April,  and  nobody  is  in  first  place." 


As  they  liave  done  in 
the  U.  S.,  Morgan  Stanley, 
Goldman  Sachs,  and  Mer- 
rill have  pulled  ahead  of 
other  American  firms  in 
Asia   in   the   past  few 
years,  cs  P^irst  Boston,  a 
leader  in  the  region  in  the 
early     1990s,  Lehman 
Brothers,  and  Salomon 
Brothers  are  scrambling  to  catch  up. 
But  the  big  three  are  not  all  following 
the  same  strategy:  Merrill  Lynch  has 
the  most  comprehensive — and  expen- 
sive— approach.  It  is  expanding  its  staff 
in  16  Asian  cities  and  has  bought  seats 
on  10  stock  exchanges.  Merrill  has  also 
defined  itself  as  customer-driven.  It  has 
largely  shunned  the  business  of  invest- 
ing alongside  its  clients  and  has  avoided 
the  Asian  custom  whereby  the  under- 
wi'iter  buys  a  stake  in  the  company  it 
takes  public.  Merrill  faces  a  setback  in 
Thailand.  Its  joint  venture  partner  was 
merged  into  a  Thai  conglomerate,  leav- 
ing the  venture's  status  uncertain. 

Goldman  Sachs  and  Morgan  Stanley, 
Dean  Witter,  Discover  &  Co.,  by  con- 
trast, have  far  smaller  networks  of  of- 
fices and  people  in  each  country.  In- 
stead, Goldman  and  Morgan  Stanley 
maintain  big  staffs  in  Hong  Kong  and 


Singapore,  by  far  the  two 
biggest  markets  in  the  i'e- 
gion.  Their  employees  fly 
from  there  into  Indonesia 
or  Malaysia  on  a  deal-by- 
deal  basis. 

Of  the  American  firms 
in  Asia,  Morgan  Stanley 
has  had  the  highest  profile 
for  the  longest  time.  It 
mounted  a  big  push  in 
199o  and  quickly  gr-abbed 
a  top  spot  in  equity  un- 
derwriting. It  emphasized 
its  independence  from 
New  York  and  its  ability 
to  commit  capital  quickly 
to  local  deals.  It  has  fo- 
cused on  China  and  India 
because  of  their  potential. 
In  China,  Morgan  Stanley 
is  the  only  foreign  firm 
with  access  to  the  domes- 
tic market — through  a 
joint  venture  with  the 
China  Construction  Bank. 
And  Morgan  undei^wrote 
one  of  the  year's  hottest 
China  deals,  Beijing  En- 
terprises, a  $279  million 
initial  public  offering. 
"We're  up  40%  over  last 
year  across  the  board," 
.^^m  says  John  S.  Wadsworth 
Jr.,  head  (jf  Morgan  Stanley  Asia  Ltd. 

Goldman  Sachs  is  more  of  a  newcom- 
er, but  it  has  done  an  impressive  job 
of  making  up  for  lost  time.  This  year,  it 
lead-managed  three  of  the  region's 
biggest  deals,  including  the  initial  public 
offering  of  China  Telecom  (page  94)  and 
the  $740  million  ivo  for  China  South- 
em  Airlines. 

The  most  distinctive  aspect  of  Gold- 
man's strategy  has  been  to  put  its  own 
money  on  the  Une.  Goldman  is  an  active 
proprietary  trader.  It  also  has  a  big 
business  investing  alongside  the  region's 
tycoons.  (Joldman  has  .spent  $5(KJ  million 
to  buy  minority  stakes  in  20  Asian  com- 
panies. This  has  given  the  finn  entree  to 
the  handful  of  powerful  entrepreneurs 
who  ai'e  key  to  the  region's  economy. 
Goldman  even  took  a  1%  stake  in  China 
Southei-n  Airiines,  which  it  also  under- 
wi'ote.  "If  you  invest  with  people,  you 
have  a  whole  different  relationship  than 
if  you  are  simply  providing  them  ser- 
vice," says  Goldman  Sachs  (Asia)  chair- 
man Thor'nton. 

The  other  U.  S.  firms  ar-e  investing  in 
then-  A.sian  operations  as  well.  Salomon 
Brothel's  Inc.,  which  r-ecently  announced 
plans  to  merge  with  Tr-avelei's  Group 
Inc.,  installed  one  of  its  top  U.  S. 
bankers,  Robert  R.  Morse,  as  head  of 
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its  Hong  Kong  office.  Morse  is  busy  hii- 
ing  local  talent  to  jump-start  Salomon's 
Asian  business.  A  rich  new  pai'ent  and  a 
lai'ge  network  of  Smith  Btuiiey  Inc.  brf)- 
kers  may  give  it  a  shot  in  the  aiTn.  It 
will  need  it:  Competitors  say  Salomon's 
Hong  Kong  office  sustained  major  losses 
in  1997.  A  Salomon  spokesman  will  only 
say  the  ftmi  is  "in  an  investment  mode." 

Lehman  just  laid  olT  about  20  people 
in  Hong  Kong  but  says  it  is  still  com- 
mitted to  the  region.  The  firm  helped  a 
beleaguered  Thai  government  agency 
raise  monev  in  July — after  the  stock 


market  crumbled — by  designing  a 
"step-up"  note  that  will  give  investors 
an  extra  half  a  pei-centage  point  yield  if 
the  agency's  bonds  are  downgraded. 
The  currency  crisis  "is  bad  news  for 
the  Thais,  since  they  won't  have  8%-to- 
10%  economic  gi"o\\1;h.  But  there's  lots 
of  opportunities  foi-  U.  S.  firms,"  says 
Paul  Shang.  managing  director  at 
Lehman  Brothers  Asia. 

Still,  U.  S.  bankers  are  resigned  to  a 
dry  spell  in  the  coming  months.  "There 
will  be  a  slowdowm  of  foreign  capital 
into  the  region,"  says  Wadsworth.  "It 


will  be  tougher  to  get  deals  done."  E 
this  time,  he  insists,  there's  no  hint 
pulling  back.  "One  dowTitiUTi  won't  cai 
us  to  flinch."  Not  flinching  depends 
whether  U.  S.  houses  are  smarter  t? 
time  about  matching  their  overhe 
costs  with  the  business  coming  in  t 
door.  "The  real  challenge  is  not  to  j 
too  far  ahead,"  says  Goldman  Sac 
Chairman  and  Chief  Executive  Jon 
Corzine.  Perhaps  this  time  Corzine  a 
othei"s  have  learned  from  their  mistak 
By  Leah  Nathans  Spiro,  with  Ma 
L.  Clifford  in  Hong  KoJig 


GOLDMAN:  WIRED  TO  A  WIRELESS  BONANZA? 


By  any  reckoning,  it  will  be  a 
"blockbuster:  a  $3  billion  to  $4 
billion  initial  public  offering, 
and  by  far  the  largest  and  most 
important  deal  by  a  Chinese  entity 
to  date.  On  Sept.  29,  China  Telecom 
(Hong  Kong)  Ltd.,  which  was 
carved  out  of  the  Posts  &  Telecom- 
munications Ministry,  launched  a 
road  show  in  Hong  Kong.  China 
Telecom  is  the  largest  provider  of 
cellular-phone  service  in  two  of  the 
country's  most  developed  provinces, 
Guangdong  and  Zhejiang.  "Given  a 
good  market  in  Hong  Kong,  it 
should  be  very,  very  popular,"  says 
Dan  J.  Sherman,  regional  tele 
com  analyst  for  Salomon 
Brothers  Hong  Kong  Ltd. 

The  deal,  which  will  value 
the  company  at  $12  bilhon 
to  $15.5  billion,  also  has 
gi-eat  symbohc  importance.  It 
is  the  strongest  evidence  yet 
of  China's  resolve  to  forge  ahead 
with  a  huge  privatization  of 
state-owned  enterprises. 
COZY  TIES.  The  undei-wiiter 
that  won  the  plum  assign- 
ment of  co-global  coordina- 
tor, much  to  the  chagrin  of 
Morgan  Stanley,  was  Gold- 
man. Sachs  &  Co.  At  least 
Morgan  Stanley  gets  a  door 
prize:  the  other  co-global  co- 
ordinator is  China  Interna- 
tional Capital  Corp..  a  fledg- 
ling investment  banking  joint 
venture  between  Morgan  Stanlex' 
and  China  Construction  Bank,  cicc 
was  undoubtei'ly  included  to  suppoit 
one  of  China's  I'ew  investment  banks. 
What  CICC  lacks  in  experience,  it 
makes  up  in  close  relations  with  the 
Chinese  Telecom  MinistiT.  The  deal 


scheduled  to  be  priced 
on  Oct.  15. 
Goldman  won  the  as- 
ignment  largely  by  dint  of 

its  strong  global  fi-an- 
chise  in  telecom  pri- 
vatizations. Early  on. 
Goldman  held  a  semi- 
nar for  Chinese  offi- 
cials on  the  nitty- 
giitty  details  of  the 
Deutsche  Telekom 
IPO  led  by  the  fii-m  in 
1996.  "We  did  a  veiy 
detailed  analysis  of 
all  the  transactions 
globally  and  the  consensus  is  that 
Goldman  ranked  at  the  \ery  top  of 
the  list  of  telephone  transactions," 
says  Wang  Qishan,  cicc  chainnan 
and  CEO  of  China  Constinction  Bank. 

The  IPO  has  several  unicjuely  Chi- 
nese aspects.  Fii'st,  the  Chinese  have 
eannarked  10%  of  the  company  for 


THE  SKY'S  THE  LIMIT 

China  Telecom's 
subscribers 
jumped  from 
576,000  in  1994  to 
2.6  million  by  the 
end  of  May  W 


then"  closest  friends,  including  nine 
well-connected  Hong  Kong  tycoons. 
And  a  big  part  of  the  deal's  appeal  is 
that  the  Telecom  Ministiy  is  expect- 
ed to  sell  valuable  phone  assets  to 
China  Telecom  at  nice  prices.  As  for 
the  bankers,  Goldman  and  ciCC, 
along  with  the  42  investment  banks 
in  the  syndicate,  will  caive  up  a  3.5% 
fee  of  more  than  $100  miUion. 

But  Goldman's  reputation  is  on  the 
line.  The  market  for  "red  chips," 
mainland-controlled  companies  listed 
in  Hong  Kong,  is  notoriously  volatile. 
And  Beijing,  with  a  75%  stake,  is 
veiT  much  in  control.  China's  econo- 
my could  slow  dowii  and  new  telecom 
competitors  could  gi'ab  mai'ket  share. 
But  if  Goldman  and  ("icc  price  the 
deal  properly.  CWna  Telecom  should 
trade  at  a  healthy  premium,  paving 
the  way  for  many  futui-e  deals. 

By  Leah  Nathans  Spiro  in  Hong 
Kong 


When  packages  don't  arrive  on  time 
things  can't  get  done, 
peopie  wait, 
ciients  leave, 
customers  gel  angry, 
reputations  get  ruined, 
credihility  goes  out  the  window, 
orders  get  backed  up. 

iobs  get  lost, 
people  get  demoted, 
bosses  get  angry, 
people  are  disappointed. 

stores  can't  open, 
assembly  lines  shut  down, 
factories  shut  down, 
accounts  go  to  the  competition, 
money  gets  lost, 
meetings  are  missed, 
conferences  are  cancelled, 
blood  pressure  goes  up. 
businesses  can't  open, 
people  can't  work, 
promises  are  broken, 
trust  is  lost, 
opportunities  are  missed. 

deals  aren't  made, 
transactions  never  happen. 

ideas  aren't  shared, 
products  don't  get  made, 
information  is  missed, 
and  the  person  who  used 
the  shipping  company 
that  messed  it  up 
looks  really,  really, 
really  bad. 


When  packages  do  arrive  on  time 
the  world  works  just  fine. 


The  Way  The  World  Worksr' 
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Prepare  and 
Conquer 

To  many  presenters,  preparing  for  a 
speech  means  little  more  than  making 
sure  the  overheads  are  in  the  right  order 
before  stepping  up  to  the  podium.  But 
the  preparation  process  actually  begins 
long  before  that. 

As  in  any  speech,  90  percent  of 
the  work  takes  place  before  you  reach 
the  presentation  room.  Successful 
presenters  follow  the  "Rule  of  FOURS": 
Focus,  Organize,  Understand, 
Rehearse  and  Simplify. 

Focus.  "Every  presentation  should 
have  one  overriding  conclusion  that  you 
want  the  audience  to  reach  at  the  end  of 
the  presentation,"  says  Stuart  Cohen, 
vice-president  of  Worldwide  Marketing 
at  In  Focus,  a  leading  maker  of  high- 
end  presentation  equipment.  "Crystallize 
that  conclusion  in  a  single  sentence,  and 
keep  it  constantly  in  mind  while  you're 
planning  or  writing  the  presentation." 

Organize.  Does  it  ever  seem  like 
some  presenters  meander  endlessly 
around  a  topic  without  getting  to  the 
point?  Don't  be  one  of  them.  Build  your 
presentation  logically  and  dramatically 
toward  your  main  conclusion  so  that,  by 
the  time  you  reach  it,  your  audience  will 
believe  it's  the  only  one  possible.  To  mas- 
ter the  art  of  dramatic  buildup,  carefiiUy 
organize  your  presentation  ahead  of  time 
into  three  or  four  major  points  and  write 
a  one-sentence  description  of  each.  Read 
just  these  sentences  in  sequence.  If  they 
don't  draw  a  listener  logically  toward 
your  conclusion,  you  need  to  rethink 
your  speech  outline. 

Undersfond  Once  you  have  an 
outline,  step  back  and  think  about  your 
audience.  Are  they  expecting  a  lecture 
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or  an  infoimal  chat?  What  do  they 
already  know  or  believe  about  the 
topic?  And,  most  important,  what  do 
they  need  to  hear  in  order  to  agree  with 
your  main  conclusion?  Some  presenters 
try  to  analyze  their  audience  first  and 
then  say  what  the  audience  wants  to 
hear.  This  is  usually  a  mistake.  Decide 
beforehand  what  you  want  to  say,  then 
assess  your  audience  to  detennine  how 
best  to  say  it  to  bring  them  to  your 
point  of  view. 

Rehearse.  Once  you've  completed 
a  draft  of  your  presentation,  rehearse 
the  ideas  aloud  to  make  sure  they  flow 
logically  and  persuasively.  Try  the 


speech  out  on  colleagues  or  friends. 
Ask  for  criticism  now;  it's  much  better 
than  getting  it  when  you're  on  stage. 

Simplify.  Before  creating  your  visu- 
als, simplify  your  speech  into  its  key 
points  and  plan  the  visuals  to  highlight 
and  reinforce  them.  Remember,  no  mat- 
ter how  good  your  presentation,  your 
audience  typically  will  remember  only 
two  or  three  things  you  say.  Make  sure 
they  "hear"  and  "see"  these  points  as 
clearly  as  possible. 

Nexf  week:  Bringing  presentations  to  life. 

Kevin  R.  Hopkins  is  vice-president  for  Communications 

at  Inspired  Arts  Digital  Media  Group  (www.inspiredarts.com) 
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THE  JUGGERNAUT  WHO'S 
FLAHENING  SHORT-SELLERS 

Jeff  Vinik's  plays  often  drive  stock  prices  through  the  roof 

Caution  is  not  his  middle 
name.  When  Jeffrey  N. 
Vinik  ran  Fidelity  Invest- 
ment's huge  Magellan  Mutual 
Fund,  he  was  known  for  his 
large — and  often  shoil-term — 
bets  on  stocks  and  sectors. 
Vinik's  record  was  stellar — un- 
til the  end  of  1995,  when  he 
shifted  a  big  chunk  of  the  $50- 
plus  billion  portfolio  into  bonds. 
Not  smart.  Rates  rose,  returns 
collapsed,  and  he  departed  in 
June,  1996. 

Vinik  is  now  nmning  Ms  own 
hedge  fund,  Vinik  Asset  Man- 
agement LP.  Launched  last  No- 
vember in  Boston,  the  fimd,  say 
Wall  Sti'eet  sources,  has  more 
than  $1  billion — and  some  very 
happy  investors.  In  the  10  months  ended 
in  August,  his  gross  returns  were  up 
62*7^ — compared  with  2Kf  for  the  Stan- 
dai'd  &  Poor's  500-stock  index  and  15.7% 
among  hedge-fund  peers.  The  returns 
fai'  outstiip  his  record  at  Magellan,  and 
not  surprisingly,  Vinik  is  attracting  a 
gi'owing  following  of  investors. 

Vinik,  88,  declined  to  be  inteniewed 
for  this  story.  But  information  from 
competitoi's.  Securities  &  Exchange 
Commission  filings,  and  other  sources 
suggests  that,  if  anything,  he  is  making 
projiortionately  even  larger  and 
quicker  bets  than  he  did  at 
Magellan.  Since  moi'e  than  80% 
of  his  investments  are  now  in 
small  and  midsize  companies, 
he  can  he  a  moi'e  nimble  play- 
er Says  Hob  Gabele  of  ('l).\/In- 
vestnet  in  Vovi  Laudei-dale, 
Fla.:  "His  ilui-ation  in  compa- 
nies is  a  lot  slioiler-term  than 
many  money  managei's." 

His  style  is  di-astically  dif- 
fei'ent  from  the  best  known 
Magellan  manager,  Peter 
Lynch.  Lynch  espoused  long- 
term  investing  in  companies 
with  strong  fundamentals.  V\mk 
follows  the  so-called  momen- 
tum strategy,  buying  stocks 
showing  strong  upward  mo\-e- 
ment.  One  Wall  Streeter  con- 


siders him  "a  poster  child  for  momen- 
tum players.  He  takes  big  stakes  in 
companies  not  based  on  reseai'ch  or  fun- 
damentals but  on  trading  strategies." 

At  Magellan,  Vinik  had  a  reputation 
of  building  up  a  huge  position  in  a  stock, 
which  pushed  up  the  price.  When  the 
action  attracted  other  investors,  he 
would  ciuickly  unload  his  position.  By 
all  accounts,  he  is  continuing  that  strat- 
egy— with  a  twist.  He  now  often  buys 
more  than  5%  of  a  company's  outstand- 
ing stock,  requiring  him  to  disclose  the 


VINIK'S  PICKS 


LSD  filings  hi/  Jeffrei/  VirnYs  funds  from  9/96  to  9/97 


•CONSOLIDATED  GRAPHICS 
•JDA  SOFTWARE  GROUP 
•COLE KENNETH  PRODUCTIONS 
•SUPERIOR  TELECOM 
•BENCHMARQ 

MICROELECTRONICS 
•APPLIED  VOICE  TECHNOLOGY 

•  INTEST 

•ADVANCED  DIGITAL 
INFORMATION 

•  PACIFIC  SUNW/EAR  OF  CALIF. 
•HARRIS  PAUL  STORES 
•MAIL-WELL 


•BTG 

•FINISH  LINE 
•MORNINGSTAR  GROUP 
•USFREIGHTWAYS 

•  ENCORE  VIIIRE 
•QUICKTURN  DESIGN 

SYSTEMS 
•INNOVEX 
•ADVANCED  DIGITAL 

INFORMATION 
•CONVERSE 
•KUHLMAN 

•  DRESS  BARN 


DATA  SEC  FILINGS 


position  to  the  Securities  &  Exch| 
Commission  in  a  13D  filing  no  more 
10  days  after  the  purchase.  Since' 
November,  Vinik  has  made  more 
twenty  13D  filings,  including  Conv 
USFreightways,  and  Pacific  Simwe 
CaUfomia  (table).  The  13Ds  attract 
more  followers.  "Clearly,  Vinik  is  s 
one  prominent  in  the  public  eye, 
wiien  news  of  his  pm-chases  become 
lie,  stocks  can  move  up  dramaticall 
liis  benefit,"  says  Cary  Kj-osinsky, 
president  foi-  research  at  T 
nimetrics  Inc.  in  New  Yor 
SHOOTING  STAR.  Vinik.  Ivi 
sky  adds,  has  a  penchan 
"squeeze"  short-sellers  by 
ing  up  a  large  portion  of 
outstanding  float,  somethin 
would  have  had  a  hard  t 
doing  at  Magellan,  whei'e 
was  dealing  mostly  in  large 
stocks.  "Frequently,  all 
happens  very  quickly,  an 
stock  shoots  up,"  says  Kiv 
sky.  That  allows  Vinik  to  c 
out,  often  rapidly  deflating 
stock. 

\Tnik's  most  recent  filing 
in  Vivus  Inc.,  which  manu 
tures  a  diiig  for  erectile  d 
fimction.  Vinik  started  bu. 
Vivus  shares  in  July.  On  Sept.  15,  w 
the  stock  trading  at  26,  \^inik  discloseJ 
7.2%  stake.  A  third  of  the  shares  wJ 
then  borrow-ed  by  shorts.  In  less  tn 
two  weeks,  with  no  other  news,  Viy 
soared  to  38.  Now^  there  are  inmors 
Wall  Street  that  Vinik  is  selling  some 
Ills  shares. 

Vinik's  tactics  don't  always  woi'k.  j 
has  sold  stocks  that  continued  to  oi 
perform  the  market  long  after  he  il 
loaded  them.  Last  November  he  start 
bupng  Morningstar  Group  Inc.  at  ; 
In  Febnian',  he  began  selling 
at  19  to  23".  Todav,  the  stock 
at  44X. 

Vinik's  strategy  bothe 
many  executives  of  small  coi 
panies.  "If  you're  managemei 
potentially  the  worst  thing  th 
can  happen  is  to  have  Je 
Vinik  in  the  stock,"  sa; 
Krosinsky.  "He  can  leave 
plummeting  stock  in  his  w^ake 
Says  Edward  Bersoff,  ceo 
BTG  Inc.  in  Fairfax,  Va.  "Wh 
Jeff  Vinik  w'as  doing  with  oi 
stock"  created  an  'inherent  lac 
of  confidence  in  the  value 
[our]  company."  To  the  Vinil 
of  the  world,  though,  that's  jui 
the  price  of  public  ownership 
By  Debra  Spark 
i)i  New  Yor 
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jlhe  New  Chrysler  Town  &  Country 


We  made  it  exceptionally  quiet. 

However,  it  still  produces  an  occasional  buzz. 


Chrysler  Town  &  Country.  "America's  Most  Appealing  Minivan"  Two  Years  In  A  Row. 

—  J  D  Power  and  Associates 

For  the  second  year  in  a  row,  the  Chrysler  Town  &  Country  has  been  honored  with  J.D. 
Power  and  Associates  prestigiousAPEAL  award.  In  their  recent  study.  Town  &  Country  tied 
as  America  s  Most  Appealing  Minivan  "  after  its  owners  rated  it  on  over  100  attributes!" 
So  while  we  always  insist  that 
it  be  quiet,  we  certainly  don't 
mind  hearing  this  sort  of  noise. 


er  and  Associates  1997  APEAL  Study-Automotive  Pertormance  Execution  and  Layout  Study  '  Segment  Compact  vait  Study  based  on  a  total  of  29  187  ronsumet  response 


YOU'VE  GOT  TO  SEE  IT  IN 


COLOR. 


An  amazing  paint  |ob  makes  you  think  it's  a  bathing  suit.  These 
astonishing  new  printers  let  you  know  it's  not.  1440  x  720  dpi- 
for  incredible  detail.  Micro  Piezo'"  Technology-for  a  smaller,  more 
consistent  dot.  All  from  our  exclusive  PerfectPicture™  Imaging 
System.  You'll  get  Photo  Quality  color  and  laser-sharp  black  text- 
print  quality  that's  already  won  39  major  awards,  including  PC 
Computing's  5  Star  Rating.  In  standard  format  or  wide  format. 
PC/Mac  compatibility.  Optional  internal  Ethernet.  Up  to  8  ppm 
black/7  ppm  color  on  the  EPSON  Stylus"  Color  800.  Plus  a  2-year  war- 
ranty. Call  1-800-CO-EPSON  (ask  for  operator  3100)  or  visit  us  at 
www.epson.com  for  more  details.  For  every  detail,  look  at  the  output. 


INTRODUCING  THE  WORLD'S  FIRST  1440  DPI 
COLOR  INK  JET  PRINTERS. 


EPSON  Stylus  Color  800.  High-performance  business  printer. 
EPSON  Stylus  Color  1520.  The  versatile  wide-format  printer. 


>- 


$399 


Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

A  NEW  CHAPTER  FOR 
BARNES  &  NOBLE? 

As  the  top  U.  S.  bookseller,  with  454 
"supei-stores,"  Barnes  &  Noble  (bks) 
is  ahead  of  the  pack.  It  plans  to  keep 
adding  outlets  and  foresees  sales  of  $3 
billion  for  the  fiscal  year  ending  Jan. 
31,  1998.  So  why  is  CEO  Leonard  Rig- 
gio  looking  over  his  shoulder  to  check 
on  competitors? 
THE  STOCK  TURNS      He  is  worried 
OVER  A  NEW  LEAF    sick,     says  the 
manager    of  a 
New  York  hedge 
fund,  that  anoth- 

25  {  t'  bookseller — 

namely  Borders 
Group — may  be 
20     f  "  eyeing  the  compa- 

ny for  a  takeover. 
Never  mind 
BARNES  that  Borders, 

&  NOBLE         b&n's  closest  ri- 
val.  is  far  small- 
MAR.19/97     OCT.I      er— 171  super- 

A  DOLLARS  .  j   (P 1  r> 

stores  and  $1.9 
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sales.  "The  brass  at  Bames  &  Noble 
are  truly  concerned  that  Borders, 
whose  market  cap  is  $2.1  billion,  may 
spring  a  surprise  bid  in  order  to  be- 
come No.  1,"  says  the  hedge-ftrnd  man- 
ager, who  has  been  accumulating  b&n 
shares.  He  and  another  hedge-fund 
manager  own  a  combined  20%  of  the 
stock.  Barnes's  market  cap  swelled 
fi-om  $1.8  billion  on  Sept.  30  to  $2  bil- 
Uon  on  Oct.  1 — the  day  Men-ill  Lynch 
rated  it  as  its  "Focus  One"  stock,  push- 
ing the  shares  from  27  to  30. 

An  analyst  at  one  of  the  hedge 
funds  says  Bordei-s  would  "gTeatly  ben- 
efit" from  acquiring  b&n,  which  con- 
trols 11.5%  of  the  supei"store  mai-ket — 
compared  with  Borders'  slim  3.2%.  She 
notes  that  while  Bordei-s  has  just  stall- 
ed to  gain  access  to  the  Internet  book 
market,  already  has  an  online  op- 
eration expected  to  generate  $50  mil- 
lion this  year.  One  strong  Internet 
bookseller — Amazon.com — turned  in 
sales  of  $15  million  last  year  and  is 
projected  to  generate  $56  miUion  this 
year.  Amazon.com  has  yet  to  make 
money,  but  its  stock,  at  52.  is  hot.  with 
a  market  cap  of  $1.2  billion. 

Btised  on  such  a  lofty  valuation,  says 
the  iinalyst,  b&n's  Internet  semce  would 
be  woi-th  $550  million,  or  $8  a  share — 


even  "using  veiy  consei-vative  assimip- 
tions."  That  means,  she  adds,  the  "com- 
pany's bookstores  are  selling  cheap." 

"Barnes  &  Noble  is  on  a  tear,"  says 
the  analyst.  The  size  of  its  fiscal-1998 
sales  increase  alone — an  estimated  gain 
of  $400  million — exceeds  total  Intemfet 
book  sales  of  $250  milHon,  she  points 
out.  Its  superstores — 76%  of  revenues 
last  year — are  in  48  states,  b&n  plans 
to  open  70  more  in  1998.  Barnes  should 
earn,  savs  the  analvst,  $1  a  share  in 
1988  and  $1.25  in  1999— excluding  In- 
ternet results.  If  Borders  decides  to 
go  after  b&n,  would  the  latter  be 
tempted  to  do  a  Pac-Man  and  buy  Bor- 
ders? b&n's  Riggio,  who  owns  more 
than  20%  of  the  stock,  declined  to  com- 
ment on  Borders  or  its  intentions.  But 
he  says  b&n  is  only  interested  in  build- 
ing more  stores  rather  than  acquiring 
any  other  company.  Borders  CEO 
Robert  DiRomauldo  would  only  say 
that  B&N  "is  a  good  and  tough  com- 
petitor and  makes  us  tougher." 


WILEY  MAY  UNLOAD 
ITS  SCHOOLBOOKS 


BUYERS  ARE 
THUMBING  PAGES 


Usually  low-pro- 
file. John  Wi- 
ley &  Sons  (.JWA), 
a  publisher  of  sci- 
entific and  techni- 
cal books,  has  got- 
ten raves  on  the 
Street  lately.  Its 
shares,  at  29  in 
Api-il,  ai-e  now  at 
38.  Is  it  all  the 
bull  market? 

No,  says  Da\id 
Holzer,  managing 
dii'ector  for  equity 
trading  at  Brean 
Murray  in  New 
York.  Wiley,  he 
says,  is  making  moves  to  enhance 
shareholder  value,  maybe  including  a 
restructuring.  Possibly  in  the  cards, 
too,  he  adds,  is  a  merger  or  sale  of  the 
family-controlled  company.  "John  Wi- 
ley is  a  jewel  that  has  been  overlooked 
and  is  way  undervalued,"  he  says. 

German  publishing  giant  Bertels- 
mann imd  K-III  Commimications,  a  me- 
dia company,  ai-e  nomored  to  be  inter- 
ested, according  to  Holzer.  Analyst 
Barbara  Chacour  of  Brean  Murray 
notes  that  Bertelsmann  has  said  pub- 
licly that  it's  interested  in  building  up 
its  operations  in  America. 

She  says  Wiley  is  considering  selling 


SEPT.  30 
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its  textbook  di\ision,  w^hich,  she  figi|B  -x 
has  annual  sales  of  $100  million  ar| : 
worth  $200  miUion  to  $300  million,  'h]' 
division,  she  says,  "could  be  quite  j  b: 
itable  in  the  hands  of  a  publisher  \\\\ 
lai-ger  presence  in  the  field."  A  mei|e 
0)"  sale  has  long  been  lu-ged  by  someji 
shareholders,  says  Jim  Awad  of  >*\ 
York's  Awad  &  Associates  Asset  ^■ 
agement.  The  Lee  Bass  family  of  T( 
owns  about  11%  of  the  stock.  I 
takeover,  the  stock,  now  selling  at 
times  revenues,  would  be  worth  $7 
share — or  three  times  revenues,  s 
Awad.  Wiley  ceo  Chaiies  EUis  d 
not  be  reached  for  comment 

J.W.  CHARLES:  IT'Sl 
EAT  OR  BE  EATEN 

Buyout  fever  is  rampant  on 
Street,  and  shai-es  of  major  finanJ 
houses — Lehman  Brothers  and  Paii 
Webber,  for  instance — are  on  fii'e. 
small-cap  brokerage  fiiTns  have  yet  I 
heat  up.  A  case  in  point:  Stock  of  J.  [ 
Chaiies  (jwc)  in  Boca  Raton,  Fla.,| 
stuck  in  the  8-to-lO  range. 

"In  light  of  the  consolidation  in  the 
dustry  and  the  company's  profitabilij 
it's  likely  J.  W.  Charles  is  on  the  rad 
screen  of  ku"ger  "orokerage  houses  see 
ing  acquisitions,"  says  Robert  Goldstel 
president  of  Equity  Group  and  owTier 
8%  of  J.  W.  Chaiies  stock.  One  anal^ 
says  the  company  rebuffed  an  infor 
approach  by  a  regional  brokerage  eai"! 
er  this  yeai"  and  is  now  being  woo^ 
by  a  seciuities  company  based  in  tfl 
Northeast.  Other  big  holders:  fmr  aij 
one  of  its  funds. 
Fidelity  Low  A  BROKERAGE 
Piiced  Fimd.  J.  W.  TO  CATCH  FIRE 
Chaiies  caters  to 
high-net-woith  in- 
dividuals. Gold- 
stein expects  the 
company  to  pro- 
duce revenues  of 
about  $100  million 
this  year,  up  fi'om 
1996's  $91  million. 

The  company's 
stock  is  selling  at 
a  p-e  of  5,  based 
on  estimated  1997 
earnings  of  $1.50 
a  share  and  $2  in 
1998.  up  fi-om  $127  in  1996.  Vice-Chau-| 
man  Joel  Mai-ks  says  it  is  seeking  tJ 
acquire  another  brokerage  firm  foil 
faster  gi-owth.  "We  have  to.  Othei-wisel 
we'll  end  up  being  gobbled  up." 
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THE  BOTTOM  LIME 
FOR  HEALTHCARE 


Information. 


Its 


J 


s  gooa  meaicme. 


di 


EDS  offers  a  healthier  approach  to  the  business  of  health  care. 


Operate  competitively 

EDS  prescrilje;  inlormation 

tecliniilot!y  to  help 
clients  m  liealtk  care  improve 
efficiency  and  gain 
a  competitive  advantage. 


Enhance  efficiency 

We  created  an 
Internet  application 
tor  a  client  that 
link?  patients, 
suLicriLers  and 
physicians  to 
valuable  health  care 
information. 


Improve  service 

\z\):r  de\'eloped  a 
.ustt)mer  service  system 
that  helps  answer 
questions  on  the 
lirsl  call  and  hoosted 
employee  pre  idiictivity 
20  percent. 


Streamline  processes 

A  real-time  network 

designed  hy  EDS 
lets  payors,  doctors, 
hospitals,  pharmacies 
an  dlah  s  tile  claims 
and  exchange  data 
electronically. 


rs3 
■  ue 


Save  money 

EDS  d  eveiopedp 
a  system  that 

verifies  patient 
eligihility, 

saving  a  client 
$13  million. 


pa, 

:'Sij 


Learn  more 

To  learn  how  EDS 

can  help  you  control  costs, 

increase  prcifits,  serve 
custcimers  hetter  and  more, 

contact  1-800-566-9337 

or  www.eds.com/healthcare. 


^  A  more  productive  way  of  working 


EDS 


HE  BOTTOM 
IIVE  FOR 
EAIiTHCARE 

jre  this:  no  cash  cards,  no  automatic 
r  machines,  no  keystroke  transactions 
1  the  comfort  of  your  den.  Not  even 
:t  deposit  of  your  paycheck.  This  would 
our  world  it  banking  were  as  "digitally 
lenged"  as  healthcare  is  today 

founding  as  it  may  sound,  the  industry 
wolfs  down  nearly  half  the  $750- 
3n  pie  ot  employee  benefits  is 
jably  halt  a  decade  away  from  full  use 
;formation  technology  (IT).  While  other 
jstries  have  embraced  and  harnessed 
iputing  for  its  customer-pleasing,  step- 
ng,  bottom  line-enhancing  virtues, 
Ithcare  has  been  groping  at  IT,  almost 
nough  blindfolded 

/7  Certainly  not  for  want  of  spending. 
995,  hospitals,  clinics,  and  managed 
3  organizations  pumped  some  $10 
Dn  into  computer  hardware,  software, 
related  services,  according  to  industry 
lyst  Sheldon  I.  Dorenfest,  with  spending 
ected  to  reach  $13  billion  this  year, 
is  a  dearth  of  expert  advisers  the 
3lem;  an  entire  industry  of  healthcare 
lonsultants  has  bubbled  up  to  offer 
Ithcare  organizations  "reengineering" 
ice  for  a  price-in  the  $450  million 
je,  estimates  Dorenfest,  president  of 
Chicago  consulting  company  bearing 
name.  Too  little  time  to  think  through 
issues  can't  be  blamed  either.  Hospitals 
Bcially  have  been  making  efforts  to 
)mate  records  since  the  1960s,  when 
federal  government  enacted 
Jicare  and  asked  for  a  "receipt"  of 
'ices  rendered— meaning,  of  course, 
iminous  reports. 

lending  on  which  expert  you  ask,  the 
lanations  for  the  slow  adoption 
IT  by  the  most  technologically 
anced  healthcare  system  in  the  world 
ude  one-or  a  combination-of  the 
iwing  issues; 

DECISION-MAKING 

early  purchasers  of  IT  systems  made 
choices  and  now  are  stuck  with 


"halt-systems," 
whose  users  keep 
trusty  but  duplicate 
manual  records  as 
back-up.  Not  sur- 
prisingly decision- 
makers are  skittish 


about  taking  the  risk  to  spend  again  on 
systems  that  may  actually  add  work. 

PROPRIETARY  SYSTEMS 

Healthcare  organizations  that  did  innovate 
built  such  customized  and  closed 
systems  that  they  became  isolated  in  a 
world  that  now  depends  on  integration 
and  information  sharing  for  survival. 

NO  ONE  STANDARD 

A  single  standard  tor  exchanging 
information  electronically  doesn't  exist. 
There  isn't  even  industry  agreement  yet 
on  one  definition  of  an  insurance  claim 

TOO  COMPLICATED 

Healthcare  is  far  more  complicated  than 
banking  or  even  rocket  science;  it's  easier 
to  calculate  a  rocket's  traiectory  than 
to  digitize  a  doctor's  ability  to  make 
clinical  decisions. 

NO  INCENTIVE  TO  COMPETE 

Until  the  forces  of  managed  care  arrived, 
competition  in  healthcare  was  more  likely 
to  mean  freshly  minted  doctors  vying  for 
choice  residencies  than  health  plans  winning 
contracts  based  on  choice  of  doctors. 

A  CONFIDENTIALITY  QUANDARY 

The  threat  (real  or  imagined)  to  the  privacy 
of  health  records  is  so  worrisome,  it  has 
impeded  adoption  of  a  universally  accepted 
electronic  medical  record— what  could  be 
the  "cash  card"  of  healthcare. 

MERGER  FRENZY 

Healthcare  organizations  and  the  vendors 
who  serve  them  are  consolidating  with 
such  velocity,  there's  barely  time  to  shake 
hands  with  new  employees,  let  alone 
figure  out  how  to  make  one  computer 
talk  to  another 

THE  "DILBERT"  PHENOMENON 

The  pleas  from  champions  of  healthcare 
information  systems  haven't  been  heard 
by  the  managers  who  can  authorize  such 
expenditures. 

Whatever  the  reasons  for  delay  a  robust 


healthcare  IT  industry  has  stepped  into 
position,  armed  with  promises  of  making 
healthcare  delivery  more  efficient  and 
patients  happier.  Companies  like  HBO 
and  Company,  Cerner  Corporation, 
SMS,  and  IDX  lead  the  charge.  And 
big  technology  companies  such  as 
Microsoft,  Sun  Microsystems,  IBM,  3M, 
and  Hewlett-Packard  have  carved  out 
vertical  marketing  groups  to  better  serve 
the  lucrative  healthcare  niche,  while 
companies  such  as  Lawson  Software, 
PeopleSofl,  Control  Data,  EDS,  and 
CyberGuard  also  are  examining  this 
market.  A  recent  tally  reveals  that  more 
than  450  companies  are  actively 
advertising  IT  products  and  services 
targeted  to  healthcare  customers. 
Among  those  customers  are  1,200 
healthcare  ClOs  surveyed  in  1997  by 
Hewlett-Packard  and  the  Chicago-based 
Healthcare  Information  and  Management 
Systems  Society-some  20%  of  whom 
said  their  IT  budgets  would  increase  by 
50%  or  more  in  the  coming  year. 

Even  academia  has  responded:  Medical 
schools  across  the  country  from  Harvard 
to  the  University  of  Minnesota  to 
Stanford,  have  created  departments  to 
study  the  use  of  information  technology 
in  the  practice  of  medicine.  The  discipline 
is  called  informatics,  and  the  theory 
goes  that  the  best  use  of  IT  will  lead  to 
the  best  administrative,  clinical,  and 
analytical  decisions.  Providers  of 
healthcare  services-be  they  doctors, 
hospitals,  consortiums  of  caregivers,  or 
managed  care  organizations-see  IT  as 
the  only  way  to  deliver  and  document 
value  for  "healthcare  purchasers,"  a  term 
that  has  essentially  come  to  describe  the 
employers  who  foot  the  benefits  bills. 

EMPLOYERS  ARE 

STAKEHOLDERS 

And  none  too  soon.  According  to  Paul 
Fronstein,  PhD,  healthcare  economist  at 
the  Employee  Benefit  Research  Institute 
in  Washington,  DC:  "We  can  expect  to  see 
an  increase  in  the  cost  of  healthcare  this 
year.  There's  been  a  lot  of  penned-up 
inflation.  Over  the  last  3  years,  we've  seen 
some  low  increases  in  premiums,  some 
that  haven't  increased  at  all,  and  some 
that  have  decreased.  With  more  than 
three-quarters  of  employees  now  enrolled 
in  a  managed  care  plan,  we  can't  realize 
much  more  in  savings  only  by  going  the 
managed  care  route." 

The  good  news,  says  Fronstein,  is  that 
medical  costs  won't  rise  as  fast  as  they 
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did  over  the  last  decade.  Employers  won't 
let  them,  "The  inflation  of  the  1980s  was 
the  result  of  employers  doing  nothing,"  he 
explains.  That's  changed— and  radically 
During  the  1990s,  employers  have 
educated  themselves  about  the  delivery 
of  healthcare,  joined  advocacy  groups, 
and-perhaps  in  the  biggest  show  of 
strength-banded  together  to  create 
formidable  purchasing  groups  that 
demand  cost  control  and  proof  of  quality 

"We've  peeled  the  onion  and_ 
found  a  complex  business, 
transaction,"  says  Steve 
Wetzell,  executive  director  of 
the  Minnesota  Buyers  Health 
Care  Action  Group 
(BHCAG),  a  Bloomington- 
based  consortium  of  26  self-insured 
businesses,  including  such  corporate 
giants  as  Honeywell,  Inc.,  3M  Corporation, 
and  American  Express  Company.  "As 
healthcare  purchasers,  we  employers 
have  been  unsophisticated  buyers. 
We've  looked  for  simple  answers  to 
complex  questions " 

Not  anymore.  Savvy  employers  now 
demand  information  and  accountability 
before  they'll  sign  up  with  insurers.  "It's 
essential  for  businesses  and  all  purchasers 
to  make  certain  that  the  trillions  of  dollars 
they're  collectively  spending  on  healthcare 
are  for  the  right  services  and  for  quality 
services,"  says  Helen  Darling,  manager  of 
international  compensation  and  benefits 
for  the  Xerox  Corporation  in  Stamford, 
Connecticut.  "And  there's  only  one  way  to 
know— healthcare  needs  an  information 
infrastructure  to  be  accountable," 

She  adds,  emphatically:  "Healthcare 
organizations  not  using  information 
technology  are  going  to  be  dead."  As 
proof,  she  points  out  that  Xerox  won't 
even  conduct  business  with  a  health 
plan  that  doesn't  at  least  enroll  its 
members  electronically.  "We 
hope  we  don't  see  another 
piece  of  paper  cross 
our  desks  when  it  comes 
X  to  health  insurance," 
says  Darling 

What's  more,  Xerox  also  offers  incentives 
to  employees  who  select  plans  that  are 
accredited  b  /  the  National  Committee  for 
Quality  Assurance  (NCQA),  based  in 
Washington,  DC,  NCQA  is  the  watchdog 
organization  that  coalesced  around  an 
employer-led  push  to  ensure  that 
managed  care  plans  account  for  both 
quality  and  costs.  The  organization 
accredits  health  plans  and  produces 
"report  cards"  of  plans,  using  as  its  gold 


standard  for  measuring  quality  the  Health 
Employer  Data  Information  Set  (HEDIS), 
which  It  developed.  In  March,  NCQA 
urged  all  stakeholders  in  healthcare- 
including  employer  purchasers— to 
rally  around  the  development  of  an 
"information  framework"  by: 

•ilirui'^  lh\ilih  fyld?is  mceiitiivs  to  "incredse 
the  dtit()}}iat!on  and  quality  of  clinical 
nifdi  niation: " 

•cnLoiira^ini}^  Inunary  care  Inoviders  to 
Hie  inf(ti)nation  technolog\>^ 

•  demanding  standard  evaluation  of  health 
plan  information  systems,  and; 

•  requiring  in  their  contracts  that  plans 
show  how  they  are  using  automation  and 
ensuring  the  "security  and  confidentiality 
of  their  members '  information. " 

BHCAG.  the  coalition  of  Minnesota 
self-insured  businesses,  was  clearly 
ahead  of  the  times  when  it  tried  some  of 
these  very  tactics  five  years  ago.  "We've 
been  pushing  for  an  electronic  medical 
record  since  1992,"  says  Wetzell.  "Our 
contract  required  an  electronic  medical 
record  and  included  penalties  for  not 
implementing  it."  HealthPartners,  the 
managed  care  organization  that  won  the 
business  that  year  and  has  consistently 
earned  a  reputation  as  a  healthcare 
innovator,  opted  for  "Plan  B."  According 
to  Wetzell,  "They  said  the  capital 
investment  was  so  great  they  were  better 
off  paying  the  penalty" 

That  decision  points  to  the  flawed 
economics  often  at  play  in  the  healthcare 
industry  Wetzell  continues,  "The  immaturity 
of  information  technology  in  the  health 


system    is    an    indictment    of  Y 
misaligned   the   incentives  are, 
explains.  "Our  job  is  to  create  incenti 
to  invest  in  technology,  and  we  can  do 
by   rewarding   providers   for  qu 
Indirectly,  then,  we're  involved  in 
capitalization  of  technology." 

Recently,  BHCAG  ruffled  the  feath 
of  Minnesota's  healthcare  system 
skirting  the  large  integrated  deliv 
systems  it  helped  create,  such 
HealthPartners,  Allina  Health  System, 
BlueCross  BlueShield  of  Minnesota, 
contracting  directly  with  what  it  calls  "c 
systems"— groups  of  often  loosely  affilia 
doctors,  clinics,  and  hospitals.  In  do 
so,  the  goal  was  to  have  these  provi 
groups  compete  among  each  other 
patients.  In  an  independently  audi 
survey  of  patients  in  each  of  the  c 
systems,  BHCAG  measured  its  contract 
on  their  ability  to  make  patients  haf 
and  published  the  results.  Next,  the  cc 
tion  will  measure  how  well  care  syste 
are  providing  preventive  care. 


"Our  bias 
that  the  sta 
holder  w 
the  m( 
power 
intluence  cost  a 
quality  is  the  hands 
provider,"  says  Wetzell.  That's  a  po 
of  view  shared  by  many  of  the  oft" 
stakeholders,  including  an  ever-growi 
number  of  healthcare  business  leadt 
and  their  companies.  Here's  w 
The  decisions  doctors  make,  t 
prescriptions  they  write,  the  tests  th 
order,  and  the  referrals  they  se 
account  for  an  estimated  80%  of  t 
dollars  spent  on  healthcare. 

PHYSICIANS  AS 

STAKEHOLDERS 

Can  information  technology  in  the  han 
of  physicians  affect  the  bottom  line 
healthcare?  Many  would  argue  yes.  E 
that  raises  a  whole  host  of  vexing  questior 

•/\/<.'  doctors,  already  weary  from  t 
demands  of  managed  care  to  he  co 
conscnnis  and  husiness-sari'y,  prepar. 
to  learn  a  whole  new  skill  set-clinic 
computing? 

•  Are  physicians  willing  to  make  t. 
cultural    leap    to    become  "cyhorgi 
human  l.^ealers  who  rely  on  decisio\ 
support  software  as  naturally  as  they 


their  stethoscopes^ 
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YOU'RE  ABOUT  TO  ENTR 
ORGANIZATION'S  FINANCl 
TO  A  SOFTWARE  COh 


LET  5  COMPARE 
OUTCOMES. 

)t  all  business  software 
widers  are  good  for 
ur  organization's 
alth.  Some  don't 
ow  the  healthcare 
irket.  Others  won't 

much  to  improve 
ur  business.  But 
wson  Software's 
ancials,  human  resources 
d  procurement  suites  were 
jcihcally  designed  for  the 
althcare  market,  featuring  EDI 
nnectivity,  par  inventory  and 
;e  carts.  You'll  also  get  the  hottest 
novations  in  business  software: 
■b  deployability,  activity-based 
inagement,  integrated  workflow  and 
inique  architecture  that  will  carry  you 
"ough  future  technological  changes. 

learn  more  about  Lawson  Software, 
it  www.lawson.com/guide  or 
1  us  at  1-800-793-0249. 


UUA/SON 

Softwgmi 


LEADING    EDGE    TECHNOLOGY    WITHOUT    THE    A  T  T I T  U  D  E 


57  Lawson  Software 


•  When  huspitiib.  liuucs,  and  nnuiaged 
care  or^aiuzatioiis  explore  IT  purchases, 
do  they  even  nivoh'e  doctors  or,  better  yet, 
do  thev  seek  physicians '  bity-ni^ 

To  answer  the  questions  with  a  question, 
consider  this:  Have  you  ever  seen  your 
doctor  "write"  a  prescription  using  a 
hand-held  computer'^  Or  has  a  doctor 
ever  known  definitively  what  brand  of 
medication  he  or  she  should  prescribe  so 
that  your  health  plan  would  pay  for  it'^' 
More  than  likely,  the  patient  chart  perched 
outside  the  exam  room  of  the  internist, 
gynecologist,  or  family  doctor  you  last 
visited  looks  much  like  the  one  your 
pediatrician  flipped  through  30, 40,  even  50 
years  ago.  Clinics  still  rely  on  paper,  lots  of  it 

Even  in  those  medical  practices  that  have 
automated  such  activities  as  scheduling, 
billing,  and  filing  claims,  doctors  are  only 
beginning  to  discover  the  power  of  a 
"digital  partner"  In  late  April,  nearly  300 
busy  physicians  gave  up  half  a  weekend 
to  do  exactly  that.  Huddled  around 
computers  at  a  continuing  medical 
education  conference  in  Minneapolis, 
they  sought  to  become  "e,MDs"— 
electronically  savvy  doctors.  The  conference 
was  billed  as  a  place  where  doctors  could 
learn  about  "practical  information 
technology  in  real-world  medicine,"  and  it 
was  endorsed  by  seven  managed  care 
organizations  whose  logos  on  the  program 
cover  entitled  affiliated  attendees  to  a 
significant  discount.  Besides  mobbing 
the  networked  computer  lab,  physicians 
crammed  into  the  lecture  halls  to  hear 
about  electronic  medical  records,  hand-held 
computers,  on-line  medical  resources, 
and  how  to  "mine"  databases,  and 
they  swarmed  the  exhibit  hall, 
devouring  information  from  vendors 
pitching  everything  from  Web-based 
services  to  CD-ROMs  filled  with  familiar 
reference  materials. 

Nearly  80%  of  the  attendees  said  they 
would  come  back  and  would  recommend 


such  an  event  to  their  colleagues.  In 
evaluations,  they,  requested  even  more 
hands-on  experience  and  case  histories 
of  successes  and  failures.  All  around 
the  country,  this  kind  of  learning  is 
taking  place  as  national  medical 
associations  and  local  medical  societies 
increasingly  offer  crash-courses  in 
computing  for  physicians. 

But  ma|or  hurdles  remain  before  all 
doctors  become  e,MDs,  For  example, 
says  consultant  Dorenfest,  even  if  a 
managed  care  organization  puts  in  place 
a  completely  paperless  clinic  so  that  the 
doctor  can  enter  patient  notes  into  a 
database  after  each  encounter,  that  act 
may  take  ten  minutes,  while  the  old 
way-dictating  notes  that  someone  else 
would  transcribe-took  three, 

"If  you  automate  the  paper  record,  it 
doesn't  help  anybody  or  save  money  if  it 
doesn't  help  doctors  save  time  or  improve 
the  way  they  do  things,"  cautions 
Dorenfest.  As  someone  who  has  watched 
the  informatics  market  for  more  than  20 
years,  he  warns  that  IT  purchasers  must 
learn  from  past  mistakes.  They  must  go 
about  the  next  wave  of  IT  investing  in  "an 
orderly,  step-by-step  way"  being  careful 
not  to  be  bullied  into  making  purchasing 
decisions  just  to  stay  ahead  of  their 
competitors,  "We're  not  facing  a  technology 
problem,"  says  Dorerifest.  "It's  a  technology 
management  problem," 

Of  course,  the  multibillion-dollar 
question  is:  Who's  going  to  pay  for  the 
next  wave  of  information  technology'5' 
And  here's  another  complex  question: 
Who's  going  to  make  good  on  the 
promise  of  technology  to  improve  quality, 
keep  controls  on  the  bottom  line  of 
healthcare  costs,  and  move  healthcare 
delivery  more  fully  into  the  realms  of 
disease  prevention  and  wellness'? 

In  the  long  run,  everyone  will.  In  the  short 
run?  Anyone  who  wants  to  stay  in  the 
healthcare  business 
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DIGITAL,  DOCTORS  XEED 
"SMART"  OFFICES 

Medical  marketers  collaborate  to  reinvet 
the  exam  room 

In  the  near  future,  the  place  you  go  t 
have  your  mole  checked,  blood  pressur 
read,  and  kneecaps  tapped  is  going  to  b 
clutter-free,  data-rich,  and  patient-friendK 

No  more  "scoot  down,  please"  when 
comes  time  for  an  exam-instead,  th 
exam  table  will  accommodate  you.  And 
you  must  endure  the  winding  of  ai 
electronic  "eye"  through  your  most  privat' 
parts,  at  least  you'll  be  able  to  see  fo 
yourself  what's  happening  on  a  monito 
that's  capturing  the  images  and  storinc 
them  in  your  electronic  medical  record. 

If  need  be,  your  physician  will  fire  off  those 
images  to  a  specialist  who  can  check  fo 
problems  in  real  time,  saving  you  the 
trouble  of  shuttling  to  another  office  anc 
allowing  the  doctors  to  work  togethei 
faster  and  more  efficiently.  In  theory 
everyone  involved  in  the  encounter-you 
your  physicians,  and  the  employer  or 
health  plan  paying  for  the  service-will  be 
happier,  able  to  move  on  to  the  next  task 
faster,  better  off  dollar-wise,  and  smarter. 
Sound  far  off?  Not  by  a  long  shot. 

A  consortium  of  companies  is  already 
testing  such  an  office.  It's  called  The 
Office  of  the  Future  project,  and  the  groupf 
has  already  built  prototypes,  begun* 
showing  them  at  large  medical  meetings, f 
and  is  about  to  embark  on  research  toj 
prove  the  value  of  its  vision,  | 

Collaborators  include  Welch  Allyn  in| 
Skaneateles  Falls,  New  York,  makers  of 
diagnostic  devices;  Midmark  in  Vercailles 
Ohio,  manufacturer  of  exam  tables; 
Hewlett-Packard  Company  Medical 
Products  Group,  Andover,  Massachusetts, 
manufacturer  of  fetal  monitors  and 
ultrasound  equipment;  and  Health  Care 
Data  Systems,  DeWitt,  New  York,  which 
markets  an  electronic  medical  record 
product  called  Entity. 

Founded  only 
a  year  ago,  the 
goal    of  the 
consortium  is  to 
make  and  test  a  patient 
care  environment  where  technology  can 
reduce  costs,  help  doctors  be  more 
efficient,   and   make   patients  more 
satisfied    with    their   care.   As  one 
collaborator  puts  it:  "We'd  like  to  be 
successful  in  demonstrating  that  multiple 
manufacturers  can  pool  their  insights  and 
bring  to  market  hybrid  instruments  and 
systems  that  can  work  together." 
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The    SAS®  Data  Warehouse 


LTV  Steel  Compaay 

J 


Return  On  Investment 

Com 
mi-151% 


dups  PetimPui 


See  what  the  SAS  Data  Warehouse  — 

the  Data  Warehousing  Product  of  the  Year 
)r  two  years  running  —  does  for  your 

bottom  tine.  Visit  us  at  www.sas.com/dw 
or  give  us  a  catl  for  your  free  CD  demo. 


Smart  business 
decisions. 

Even  smarter 
investment. 

A  recent  International  Data  Corporation  (IDC) 
study  ot  organizations  ttiat  liave  implemented  data 
waretiouses  reveals  an  average  ttiree-year  Return  on 
Investment  of  401%! 

And  you'll  find  ttiere's  no  better  ctioice  for 
reaping  similar  rewards  than  ttie  SAS  Data  Waretiouse. 
Here's  wtiat  two  companies  featured  in  ttie  IDC  study 
tiave  to  say: 

LTV  Steel  Company  R0I=16,995% 

As  ttie  tfiird  largest  steel  operator  in  tfie  U  S., 
ttiey've  been  using  SAS  software  for  data  warehousing 
since  long  before  the  term  was  coined.  According  to 
Senior  Statistician  Robert  Scharl,  "SAS  software  is 
THE  element  of  our  data  warehousing  solution.  It  beat 
everything  else  for  data  retrieval , .  .and  it  would  have 
cost  us  maybe  a  half  million  dollars  to  bring  something 
else  in  for  a  data  warehousing  system." 

Phillips  Petroleum  Company  Norway  R0I=151% 

As  a  leader  in  the  high-stakes  oil  and  gas  industry, 
Phillips  Petroleum  relies  on  its  SAS  Data  Warehouse  for 
an  up-to-date  picture  of  company  health  and  safety  trends. 
"With  the  help  of  data  warehousing,  we  have  an  overview 
of  all  the  'criticality'  factors  involved  in  the  daily  operation 
of  oil  producing  platforms,"  says  Incident  Analyst  Pal 
Navestad.  "In  addition,  historical  data  makes  a  great 
contribution  to  cost-efficient  design  and  redesign  of 
our  facilities.  This  knowledge  tells  us  which  preventive 
measures  are  most  effective  for  increasing  revenue  and 
profitability.  Quite  simply,  our  SAS  Data  Warehouse  helps 
to  reduce  injuries  and  saves  money." 
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IS  YOl  K   WEAL.TH   IXSL^RER  OR   PROVIDER  «  I T- E  VO  L.VE  D "  ? 

Three  miist-ask  questions  . 


If  you're  serious  about  the  bottom  line  of  your  business,  make 
sure  you  know  the  answers  to  these  questions  about  your 
healthcare  insurer  c  crovider. 

1.  "WHAT  ARE  YOU  DOING  WITH  INTERNET  TECHNOLOGY?" 

The  following  t  jpjbilities  are  possible  right  now: 
'  Websites  can  offer  health  risk  assessments;  patient  education 
information  on  preventing  illness  and  injuries,  handling  acute 
problems,  and  managing  chronic  diseases;  and  directories  of 
providers  that  can  include  their  credentials,  areas  of  specialty, 
directions  to  clinics,  and  performance  measures.  (Examples; 
HealthPartners  at  wv/w.healthpartners.com;  Aetna  US 
Healthcare  at  www.aetnaushc.com;  Columbia  HCA  at 
ww/w.columbia.net) 

■  Intranets  allow  your  employees  to  compare  and  enroll  in  health 
plans  (Example;  Healtheon  at  www.healtheon.com);  connect 
patients  with  health  educators,  nurses,  or  counselors  when 
problems  arise  and  possibly  avert  costly  trips  to  the  emergency 
room  (Example;  United  Healthcare's  Optum  Online 
3*  www.optumcare.com);  and  enable  physicians 
=:-d  other  healthcare  providers  to  consult  with 
e  another,  exchange  files,  and  eliminate 
-  ays.  (Example;  IMS  Medicom  Networks  at 
,■,  .■.w.imsnet.com) 

*  Thin  client-server  arrangements  permit  healthcare 
workers  to  cost-effectively  and  with  little  or  no 
training  exchange  data  electronically,  track 
materials,  and  reduce  errors,  lost  orders,  and  paper 
usage.  (Example;  Lawson  Software's  Self-Evident 
Aoolications  at  www.lawson.com) 

These  applications  are  on  the  horizon: 

'  Online  services  allow  physicians  at  home  to  connect  through 
"eir  computers  with  sensor  devices  in  surgical  or  intensive  care 
its  to  check  on  the  status  of  a  patient.  (Example;  Picis  at 
■.  .■,v/.picis.com) 

'   enableclinicianstoeasily  retrieve  test  results  directly 
'  'n  labs  and  to  retrieve  a  patient's  medication  records  of 
.  ..   -  ^..5  and  drug-drug  interactions,  as  well  as  formulary 
zation  patterns,  from  pharmacy  benefit  managers. 
^Example.  Abaton. corn's  Physician  Outreach  Laboratory 
Reporter  at  VkV/w  abaton  com) 

*  Digital  transmission  of  radiology  results,  including  X-rays,  bone 
scans,  and  mammograms,  permit  doctors  to  swiftly  exchange 
key  diagnostic  in'ormation.  (Example;  Eastman  Kodak's  Kodak 
Digital  Science  fiim  digitizer  at  www.kodak.com  and  SAIC's 
prototype  PACMEDNET  at  wv/w  saic.com) 


medical  breakthroughs  to  physicians  who  can  customize  the 
service  to  their  spetific  clinical  needs.  (Example;  Ernst  and 
Young's  www.ConnectedHealth.net) 

2.  "DO  YOU  INVOLVE  PHYSICIANS  IN  COMPUTING-RELATED 
PURCHASING  DECISIONS?" 

Almost  without  exception,  those  healthcare  organizations 
that  seek  physician  involvement  are  more  likely  to  see  a 
payoff  from  their  investment.  A  sterling  example  is  the  Mayc 
Clinic  in  Jacksonville,  Florida,  which  is  investing  $14  million  to 
move  to  an  electronic  medical  record  over  the  next  .seven 
years.  The  physician-led  organization,  headed  by  Leo  Black, 
MD.  is  already  seeing  the  scheduled  financial  payback  it  has 
projected.  At  six  months  into  the  project,  nearly  90%  of 
physicians  reported  that  they  preferred  the  new  electronic 
record  to  paper,  fvloreover.  Black  reports,  "we've  increased 
efficiencies  without  any  decrement  to  patient  satisfaction." 


3.  "DO  YOU  HAVE  A  PLAN  IN  PLACE  FOR  TECH- 
NOLOGY INVESTMENT?" 

A  plan  for  IT  investment  isn't  a  "nice  to  have 
strategy  anymore,  it's  a  "have  to  have."  The  plan 
needn't  be  grandiose,  but  it  should  be 
well-  conceived  and  support  the  strategic  goals  of 
the  organization,  say  IT  consulting  experts.  While 
other  markets  are  spending  up  to  5%  of  their 
budgets  on  IT,  healthcare  has  been  averaging 
around  2%.  Most  healthcare  market  watchers 
say  that's  already  changing  and  the  percentage 
will  continue  to  rise. 


Do  you  know  how  much  your  health  provider  is  planning  to 
spend?  If  so: 

'  Are  its  managers  willing  and  able  to  detail  the  return  on 
investment-i.e.  when  will  they  begin  to  see  a  payback? 

*  Are  they  also  measuring  and  reporting  patient  satisfaction  and 
quality  issues? 

*  Is  the  plan  flexible  enough  to  accommodate  new  technologies 
that  arise  in  the  interim? 

*  Is  the  chief  information  officer  in  a  pivotal  position  within  the 
organization?  Does  the  CIO  report  to  a  CEO  or  CFO';'  Is  the  CIO 
high  enough  in  the  strategic  management  team  to  know  when  a 
merger  or  an  acquisition  is  taking  place?  Is  the  CIO  considered 
critical  enough  to  the  organization  to  be  consulted  about  the 
technological  implications  of  a  merger  or  acquisition  before  the 
deal  is  struck? 


•  Intranets  "push"  information,  news,  and  updates  on  important      *  How  will  you  know  whether  savings  are  being  passed  along  to  you? 


Where  the  world's  information  goes. 


/hen  you  have  inirnecliate  access  to  complete  patient  information,  it  can  make  all  the 
difference  in  the  treatment  you  prescribe.  Which  is  why  it  makes  sense  to  talk  to  StorageTek. 
^1  We'll  show  you  how  you  can  securely  store  and  access  a  lifetime  of  information  for  thousands 
- — ^iij  of  people  —  from  any  PC  in  your  network.  So  you  can  be  sure  that  the 
knowledge  you  have  about  your  patients  today  will  be  available  to  doctors  in  the  future. 
Call  StorageTek  at  1  800  234-5290,  or  visit  us  on  the  Web.  You'll  be  able  to  do  what's 
best  for  your  bottom  line  —  without  compromising  on  what's  best  for  your  patients. 


www.storagetek.com/medical 


'if 


Four  hours  ago, 

THIS  HAND  BALANCED  THE  NEEDS  OF  THE 
NEONATAL  UNIT  AND  THE  PROPOSED  BUDGET. 


u  never  wanted  a  job  you  could  just  walk  away  from, 
though  there  are  days  you  wish  you  could  run. 

Making  the  tough  decisions  will  never  be  easy.  But  with  Hewlett-Packard  on 
your  team,  you'll  have  the  flexibility  you  need  in  a  changing  environment. 
Clinical  solutions  that  configure  to  individual  patients  and  upgrade  for 
new  measurements.  Standards-based  open  architecture  that  lets  your 
systems  cooperate.  And  innovative  services  to  work  with  your  budgets 
today  and  protect  your  investments  tomorrow. 

The  resources  that  help  you  make  a  difference.  Backed  by  responsive 
services,  support  and  industry-wide  leadership  initiatives  like  the 
Andover  Working  Group.  It's  what  you  expect  from  HP — a  degree  of 
commitment  that  matches  your  own. 

You've  chosen  a  career  that  tests  every  part  of  you.  Now  choose 
a  partner  that  supports  that  decision. 

HP  in  Healthcare 

Helping  you  make  a  difference. 


www.hp.com/go/healthcare 


HEWLETT® 
PACKARD 


HERE 
SHOUI^D 
YOU  TURAT?" 

A  sampling  of  healthcare  informatics  con- 
sultants 

A  recent  survey  of  20  consulting  companies 
reveals  that  the  healthcare  industry  is 
attracting  both  large  firms  with  a  national 
reputation  and  entrepreneurial  concerns 
that  recognize  a  good  market  opportunity 
Here's  the  list  of  companies  that  responded 
to  the  survey 

COOPERS  &  LYBRAND  L.L.P. 

Number  of  consultants  100 
Years  in  healthcare  consulting:  22 
Number  of  clients  consulted 

More  than  2,200 

Clients  include  Dallas  (Texas)  County 
Hospital  District-Parkland  Hospital;  IBM; 
Mariner  Healthcare;  Presbyterian  Health 
System;  San  Francisco  General  Hospital; 
University  Health  Care  Consortium 
Specialties;  "Full-cycle"  healthcare  IT 
planning  and  implementation  services. 
Specialized  skills  in  managed  care, 
integrated  delivery  networks,  advanced 
clinical  systems,  decision-support  systems, 
information  movement/networking,  and 
systems  integration. 
Contact 

Frank  J.  Cavanaugh 
Principal 

Coopers  &  Lybrand  L.L.P. 
203  North  LaSalle  Street 
Chicago.  IL  60601 
Phone;  312-701-5595 
Fax;  312-701-6540 

e-mail  frank  cavanaugh@us.coopers.com 

DAOU  SYSTEMS,  INC. 

Number  of  consultants  25 
Years  in  healthcare  consulting  10 
Number  of  clients  consulted  450 
Clients_ include:  Lutheran  Health  System, 
Fargo, ND.  Mercy  Health  Services,  Farm- 
ington  Hills.  Ml;  Harris  Methodist  Health 
Systems,  Arlington,  TX 
Specialties  Network  design,  implementa- 
tion, and  management;  desktop  support 
services,  Internet/intranet  solutions;  voice 
and  video  networks. 
Contact 
Craig  K.  Collins 
Marketing  Manager 
DAOU  Systems,  Inc. 
5120  Sharehaven  Place 
San  Diego,  CA  92122 
Phone;  619-646-2857 
Fax:  619-452-1338 
e-mail;  Craig.Collins@daou.com 


H.I.S.  PROFESSIONALS 

Number  of  consultants  8 

Years  in  healthcare  consulting  1 0 

Number  of  clients  consulted  112 

Clients  include:  Mount  Sinai  Medical 

Center,  New  York  City;  Massachusetts 

General  Hospital,  Boston;  Johns  Hopkins 

Hospital,  Baltimore,  MD;  The  Hunter 

Group;  Quorum,  Nashville,  TN 

Specialties:  Selecting  systems  without 

requests  for  proposals. 

Contact 

Vince  Ciotti 

Partner 

H.I.S.  Professionals 
3  Rambler  Road 
Boonton,  NJ  07005 
Phone:201-263-4795 
Fax:  201-263-3010 
e-mail:  vciotti@hispros.com 

MEDIMETRIX 

Number  of  consultants  8 
Years  in  healthcare  consulting  lO 
Number  of  clients  consulted  70 
Clients  include  Robert  Wood  Johnson 
Health  System,  New  Brunswick,  NJ;  Lake 
Forest  Hospital,  Lake  Forest,  IL;  Children's 
Hospital  Medical  Center  of  Akron,  Akron, 
OH;  St.  Joseph-St.  Anthony's  Health 
System,  HealthPoint  Management  Services, 
Tampa,  FL:  SummaCare  HMO,  Akron,  OH 
Specialties  "Managed  service  organiza- 
tions (MSOs);  practice  management 
and  ambulatory  care;  managed  care; 
health     maintenance  organizations 
(HMOs),  physician-hospital  organizations, 
independent    practice  associations: 
home  care;  LAN,  WAN  network  design; 
electronic   medical   records:  medical 
management." 
Contact 

John  Emerson  or  Terry  Stoller 

Principals 

Medimetrix 

1500  North  Point  Tower 
1001  Lakeside  Avenue 
Cleveland,  OH  44114 
Phone:  216-523-1300 
Fax:  216-523-1811 

e-mail;  jemerson  or  tstoller@mx.com 

SENTIENT  SYSTEMS,  INC. 

Number  of  consultants  80 
Years  in  healthcare  consulting  16 
Number  of  cjients  consulted  100 
Clients  include:  National  Library  of 
Medicine,  Bethesda,  MD;  SmithKline 
Beecham;    Humana;   Johns  Hopkins 
Hospital,  Baltimore,  MD;  Prudential 
SpecialtiesSystems  integration,  imple- 
mentation, and  migration;  system/  application 
enhancements  and  support. 


lOV 


Contact: 

Vicki  Schultz 
Marketing  Director 
Sentient  Systems,  Inc. 
10410  North  Kensington  Parkway 
Kensington,  MD  20895 
Phone:  301-929-7660 
Fax:  301-929-7680 

e-mail;  vschultz@sentientsystems.com 

SHELDON  I.  DORENFEST  & 
ASSOCIATES,  LTD. 

Number  of  consultants  30 
Years  in  healthcare  consulting;  27 
Number  of  clients  consulted 

More  than  500 
Clients  include  'The  firm  has  work 
with  many  of  the  industry's  largf 
integrated  healthcare  delivery  syster 
and  almost  all  of  the  major  suppliers 
systems  to  the  industry" 
Specialties;  Market  research  and  educatic 
integrated  health  care  delivery  syster 
databases,  strategic  systems  plann 
and  evaluation  and  selection,  clinic 
systems,  systems  to  support  integrate 
delivery,  reengineering  to  get  mo 
benefits  out  of  information  system 
project  management  and  proble 
solving,  education. 
Contact: 

Lawrence  M.  Pawola 
Executive  Vice  President 
Sheldon  I.  Dorenfest  &  Associates,  Ltd, 
515  North  State  Street,  Suite  1801 
Chicago,  IL  60610-4368 
Phone:  312-464-3000 
Fax:  312-464-3030 
e-mail;  info@dorenfest.com 

SUPERIOR  CONSULTANT 
COMPANY,  INC 

Number  of  Consultants 

More  than  400 

Years  in  healthcare  consulting;  17 
Number  of  clients  consulted; 

More  than  1,200 

Clients  include  The  Detroit  Medic. 
Center  (DMC);  University  of  Californ 
Allegheny  Health,  Education,  Researcl 
Foundation  (AHERF),  Philadelphia  Pfi 
Presbyterian,  Dallas,  TX;  Cern 
Corporation,  Kansas  City,  MO;  SM 
Malvern,  PA. 
Specialties:  "Superior's  entire  nationwidf 
consulting  force  is  organized 
service  specialty,  combining  to  offe 
a  complete,  integrated  array  of  mangerial 
strategic,  operational,  and  technics' 
services. 

Superior's  service  offerings  are  concenfratec  [ 
on:  strategic  IT  planning;  IT  integratiorij 
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implementation;  integrated  hiealthcare 
anization  restructuring;  business  process 
jsign;  and  information  systems  outsourcing." 
itact 

nard  D.  Helppie 

)erior  Consultant  Holdings  Corporation 

lOTown  Center,  Suite  1100 

ithfield,  Ml  48075 

)ne:  248-386-8300 

■  248-386-8301 

lail: 

hardHelppieia'superiorconsultantcom 

ow  Loiva 

EFORE.  .  .? 

;t  forward  to  tfie  year  ttiat  tiealthcare 
sfies  up  to  other  industries  in  its  full 


use  of  IT  and  can  demonstrate  its  impact 
on  tfie  bottom  line  for  healthi  benefits. 
When  will  that  be,  and  what  will  have 
to  happen''  Industry  observers  make  a 
few  predictions: 

SHELDON  I.  DORENFEST 

Consultant 

SHELDON  I.  DORENFEST  & 
ASSOCIATES 

"That's  like  asking  when  does  a  crazy 
person  get  healthy,"  Dorenfest  responds. 
"It  requires  not  only  good  therapy  but 
also  the  patient's  participation! 

"The  nation's  healthcare  system  is 
a  turnaround  situation  waiting  to 
happen,"  he  explains.  "Everybody,  the 


whole  industry,  is  on  the  wrong 
track.  Some  everybodies  have  done 
enough  wrong  to  know  they  should 
be  suspicious.  Another  group  of 
everybodies  is  doing  everything  wrong 
but  IS  still  happy  And  a  third  group  of 
everybodies  is  very  conservative  and 
hasn't  put  forth  much  effort." 

At  some  point  in  the  near  future, 
says  Dorenfest,  costs  will  escalate 
and  a  crisis  will  occur  that  will 
cause  the  healthcare  system  to  "grind 
to  a  halt"  and  force  a  more  productive 
scrutiny.  Does  healthcare  need 
to  reach  a  crisis  stage  for  such 
examination'^'  "No,"  he  concludes,  "but 
I'm  not  optimistic." 


•Reivard  quality,  therel/y  increasing  the 
incentive  for  IT  investment; 

•Establish  IT  standards; 


role  for  the 
;deral,  go\  erivmeivt? 

a  colossal  purchaser  of  health  benefits, 
3stor  in  research  and  development, 
maker,  and  regulator,  the  federal 
'ernment  will  undoubtedly  sculpt  how  IT 
asts  healthcare. 

)  recent  initiatives  include: 

ssage  of  the  Health  Insurance  Portability 
I  Accountability  Act  of  1996. 

!  Kassebaum-Kennedy  Act  has  set  the 
ge  for  a  tunneling  of  many  standards 
vn  to  a  single  national  set  for  electronic 
dical  records  and  electronic  data 
hange.  Furthermore,  it  requires  that 
ilth  information  systems  meet  data 
urity  standards  that  are  to  be  decided 
Congress  within  three  years. 

■cation  of  the  Presidential  Advisory 
nmission  on  Consumer  Protection  and 
ality  in  the  Healthcare  Industry 

March,  President  Clinton  charged 
commission  with  drafting  a 
isumer  bill  of  rights  to  ensure  "patients 
the  information  and  care  they  need 
3n  they  need  it."  Clinton  noted  the 
jortance  of  consumers  knowing 
out  the  quality  of  their  providers  and 
ir  health  plans." 

■rey  Kang,  MD,  chief  medical  officer  for 
Center  for  Health  Plans  and  Providers, 
3  of  the  key  federal  agencies  that 
redirecting  Health  Care  Finance 
ninistration  (HCFA)  dollars  into  managed 
e  plans,  envisions  at  least  four  ways  the 
can  play  a  role: 


•Invest  in  an  IT  infrastructure,  as  the 
Department  of  Defense  did  in  designing  the 
Internet;  and 

•Serve  in  a  coordinating  role  to  bring 
diverse  stakeholders  together. 

While  many  observers  agree  that  standard- 
setting  is  a  reasonable,  if  not  desirable,  role 
for  the  federal  government,  not  everyone  is 
convinced  that  the  government  can-or 
should-step  too  much  farther  into  the  picture. 

^^^^a^^^  "The  federal  government 
(^jttBftB  should    stay    as  far 
^^^^^SjWr  away  as  possible,"  says 
V^^'^^^Cd^vA     Richard  Tarrant,  CEO  of 
YTl^o^*^  Burlington,  Vermont-based 
IDX,  a  healthcare  IT  giant  which 
networks  healthcare  facilities  and  builds 
electronic  medical  record  systems.  If  the 
Food  and  Drug  Administration  "gets  into 
software,"  says  Tarrant,  it  should  "pick  and 
choose  carefully  what  truly  impacts  the 
healthcare  of  the  patient"  and  not  )ust 
regulate  every  application  that  involves 
physicians.  "We  don't  need  any  more  red 
tape  than  we  already  have." 

Dale  Shaller,  former  executive  director  of 
the  Minnesota  Health  Data  Institute  in 
Minneapolis,  believes  the  delivery  of 
healthcare  is  and  will  remain  very  much  a 
regional  issue.  The  state's  history  of  health- 
care reform  is  often  cited  as  a  bellwether 
for  other  regions.  In  his  new  position  as  a 
consultant  with  the  Quality  Measurement 


Advisory  Service  (OMAS),  a  nonprofit 
consulting  and  educational  service 
based  in  Seattle,  Washington,  Shaller 
IS  working  with  purchasing  organiza- 
tions in  such  states  as  Wisconsin, 
Iowa,  Tennessee,  and  New  York  to 
measure  healthcare  quality.  Though 
he  thinks  good  national  standards 
are  emerging,  Shaller  is  skeptical  that  a 
single  "national  system"  for  assuring 
quality  could  be  implemented  from 
the  nation's  capital. 

On  the  other  hand,  by  combining  the  heft 
of  its  purchasing  power  with  the  might  of 
regional  and  state  coalitions,  the  federal 
government  could  wield  considerable 
influence,  says  Shaller.  QMAS  in  April 
facilitated  such  a  meeting  in  Minnesota, 
where  it  gathered  healthcare  purchasers 
representing  corporate  employees,  state 
workers,  and  Medicaid  and  Medicare 
recipients  to  explore  ways  to  collaborate. 
"Now  that  represented  a  lot  of  power  on  the 
demand  side,"  he  points  out. 

Steve  Wetzell,  executive  director  of  the 
influential  employer  purchasing  coalition, 
the  Minnesota  Buyers  Health  Care 
Action  Group  (BHCAG),  also  sees  great 
potential  for  federal  purchasing  power  to 
induce  change.  While  BHCAG  is  credited 
with  instigating  major  reforms  m 
Minnesota's  healthcare  delivery,  especially 
in  terms  of  accountability,  Wetzell  says: 
"BHCAG  can  stir  up  the 


pot  only  so 
much— but 
just  think 
of  what 
even  HCFA 
can  do." 
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History  suggests 
even  the  loftiest 

organizations 
sometimes  have 
difficulty  sharing 
information. 


Tower  Of  Babel  circa  2300  BC.  } 


When  any  large  enterprise  tries  to  link 
its  many  divisions  under  one  network 
history  has  shown  it  often  can  lead  to 
chaos  and  confusion. 

So  when  the  German  health-care  industry 
began  an  effort  to  electronically  link  its 
many  diverse  com- 
ponents it  was  a 
lofty  undertaking 
indeed. 

But  thanks  to 
Control  Data  this 
medical  intranet 
represents  the 
loftiest  example 
to  date  of  how 
large  enterprises 
can  exchange 
information  on  a 
global  scale  with 
tangible  bottom- 
line  results. 

Through  Control 
Data's  Messaging 
Directories  and 
Security  solutions 
the  intranet  enables 
doctors  to  exchange 
information  with 
each  other  and  to 
electronically 
transfer  billing 
data  to  national 
clearinghouses, 


JJ 


clearinghouses  to  distribute  insurance 
regulations  to  doctors  and  all  parties  to 
exchange  professional  literature  and 
research  results. 

By  replacing  the  paper-  and  cost-inten- 
sive methods  that  have  impeded  efficiency, 
service  and  profits 
,  Control  Data  is 

^  J  helping  the  medical 

industry  handle  mes- 
sage  and  document 
exchange  with 
unprecedented  speed 
and  efficiency. 

When  it  comes  to 
building  electronic 
infrastructures  we 
can  handle  any  scale 
project.  And  with 
results  as  dramatic  as 
the  scope  of  the  job 
itself:  lowered  costs 
increased  revenues 
improved  qualit>'  and 
increased  speed. 

Were  an  electronic 
commerce  systems 
integrator  with  a 
series  of  IT  solutions 
we  call  Riaho.  And 
we  welcome  your  call: 
l-a88-RIALT04.  Or 
visit  us  on  the  Web: 
http:  www.cdc.com. 
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IL  FRONSTEIN,  PHD 

Ithcare  Economist 

3L0YEE  BENEFIT  RESEARCH 

riTUTE 

going  to  take  longer  than  five  years 
ause  of  ptiysician  attitudes,"  according 
-ronstein.  "You  really  have  to  get 
sicians  to  buy  in,  and  they're  the 
Jest  to  change.  A  lot  depends  on  their 
.  There  are  three  kinds  of  doctors: 

JOse  who  just  don't  aire— they're  going 
etire. 

hose  between  ages  34  and  55;  they're 
ones  who've  been  most  affected  by 
nges  in  the  last  ten  years.  They  're  not 
py  and  they  're  fighting  ei'ery  step  of  the 
.'.  'They  see  IT  as  an  intrusion. 

lose  younger  than  35— they  knew  what 
I  were  getting  into  when  they  entered 
iicine.  They're  open  to  changes. " 

.L  CHILDS 

ilthcare  informatics  pioneer  and 
sultant 

hilds'  view,  some  approaching  crossroads 
ude: 

msoUdation  of  the  healtl'care  system, 

wer  dollars  to  go  around,  and 

'e  explosion  of  information  worldwide. 

le  knowledge  body  is  doubling  every 
:e  to  five  years,"  he  notes,  "How  can 
body  practice  medicine  with  that  kind 
hange?  The  answer  is  you  can't." 

3t  has  to  happen  to  meet  the  challenge"^ 
ds'  list  follows: 

'e  need  'smart' access  to  extensile  cLitabases. " 
k  have  to  get  physicians  using  computers. " 
Ve  need  just-in-time  knowledge  bases. " 

RY  ANDERSON 

lor  Consultant 
JTROL  DATA 

healthcare  industry  needs  to  stop 
ig  to  "make  every  application  run  the 
le  way,"  says  Anderson.  "The  way  to 
is  directory-centric."  A  directory,  he 
lains,  "works  much  like  a  traffic  cop."  It 
ws  the  rules  and  who  has  authorized 
ess,  in  this  case,  to  information, 
le  directories  remain  invisible  to  the 
r,  they  have  already  proven  useful  in 
ing  disparate  systems  in  a  related 
jstry,  insurance. 


JEFFREY  KANG,  MD 

Chief  Medical  Officer 
CENTER  FOR  HEALTH  PLANS  AND 
PROVIDERS  HEALTH  CARE  FINANCE 
ADMINISTRATION  (HCFA) 
"In  managed  care,  in  the  area  of  cost 
control,  the  full  use  of  IT  is  not  far  off  at  all," 
Kang  says.  Regarding  quality  of  care 
performance  measurement,  maybe  we're 
four  to  five  years  away  But  as  for  outcomes, 
we're  at  least  a  decade  off.  It's  not  the 
technology,  it's  because  we 
can't  agree  on  standards. 
There's  also  a  business 
argument  to  be  made  on 
the  quality  side." 


HCFA  IS  helping  fund 
initiatives  by  separate  and 
somewhat  rival  nonprofit 
managed  care  watchdog 
organizations— the 
National  Com-mittee  for  Quality  Assurance 
and  the  Foundation  for  Accountability— 
to  develop  and  evaluate  outcomes 
measurements.  At  some  point,  he  adds, 
"HCFA  will  say  OK,  this  is  what  we  want 
and  we  will  move  toward  standardization  " 


TONY  CINA 

Worldwide  Market  Developer 
SUN  HEALTHCARE 

Healthcare  will  arrive,  technologically 
speaking,  "when  the  healthcare  business 
becomes  'networked  healthcare'  and 
when  patients,  employers,  payers,  MDs, 
and  hospitals  are  all  communicating  to 
deliver  and  pay  for  care.  It's  going 
to  require  a  killer  IT  networked 
marketplace." 

JOHN  CARPENTER,  JR. 

Worldwide  Healthcare  Industry  Manager 
MICROSOFT  CORPORATION 
The  ability  to  plug  and  play:  That's  what 
the  healthcare  market  needs  to  transform 
itself,  says  Carpenter,  treasurer  of 
the  Microsoft  Healthcare  Users  Group. 
Healthcare  organizations,  beleaguered 
by  merger  mama,  need  "enabling 
technology"  that  lets  them  push  past  the 
confusion  of  competing  languages  and 
systems.  Microsoft  is  focusing  its 
"evangelism"  behind  a  techno-enabler 
called  ActiveX,  a  set  of  standards  that 
allow  disparate  healthcare  software 
systems  to  work  together 
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^  CYBERGSARD 


Kpepina  Spfrpis,..spcrpi 

MAKE  THE  SMART  DECISION  &  CALL: 

1-888-CYBG-lNFO  (292-446J) 
ext.  6004 

www.cyberguardcorp.com 


The  last  thing  you  want 
when  choosing  your  firewall 
is  to  make  a  mistake.  It 
exposes  your  company  to 
significant  risk. 

The  fact  is:  every  time  an 
employee  launches  onto  the 
Internet,  you  are  vulnerable 
to  hackers. 

Imagine  an  employee  who 
funnels  money  from  the 
corporate  bank  account. 
Or  a  competitor  who  pilfers 
proprietary  data.  Any 
breach  in  infosecurity  can 
have  serious  consequences. 
In  fact,  490/0  of  polled 
Fortune  1000  companies 
have  reported  hacking. 

The  best  deterrent  is 
the  world's  most  secure 
firewall.  The  firewall  that 
is  the  network  security 
system  of  choice  for 
the  health  care  industry, 
financial  institutions  and 
governments.  And  the 
firewall  that  consistently 
beats  the  competition  in 
security,  performance  and 
usability  tests. 

What  you  need  is 
CyberGuard.  It's  never 
been  hacked.  And  we 
guarantee  it  will  be  one 
of  the  best  decisions 
you'll  ever  make. 


"SHOW  ME  THE  MOXEY" 
Talk  us.  action  at  the  bottom  line  of  healthcare 


So  has  computing  actually  brought  savings  to  the  healthcare 
industry?  Here  and  there  but  not  everywhere. 

And  are  employers  reaping  the  benefits  of  paying  out  less  in 
medical  benefits?  Go  figure.  Better  yet:  Ask  your  health  plan  to. 

But  keep  in  mind  it  will  be  a  new  millennium  before  the  true 
extent  of  the  savings  promised  by  healthcare  information 
technology  will  be  fully  documented.  Yet  it's  a  promise  to 
monitor:  In  1994.  the  most  recent  year  for  which  data  are 
available,  employer  outlays  on  group  health  insurance  totaled 
$263  billion.  A  few  examples  of  confirmed  savings  or  improved 
efficiencies  to  date  include: 

KAISER  PERMANENTE  CALIFORNIA.  Corona.  California 
Action  Linked  regional  laboraiory  with  17  medical  centers.  27 
satellite  facilities,  and  more  than  3.500  physicians  and  allied 
healthcare  professionals  to  capture  lab  test  results  and  display 
them  on  physicians'  desktops. 

Product  by:  Cerner  Corporation,  Kansas  City  Missouri. 
Result:  Bar  code  technology  efficiently  automated 
work  flow,  reducing  number  of  employees  needed  to 
do  the  work. 
Savings  $12  million. 

Additional  benefits:  Improved  tracking  allowing  for 

better  collection  for  services  rendered,  boosting  lab 
revenues  bv  $16  million. 

CENTRA  HEALTH  SYSTEM,  Lynchburg,  'Virginia 
Action:  Installed  data  warehousing  technology 
to  analyze  practice  patterns  of  its  two-hospital 
healthcare  system,  benchmark  its  service  with 
competitors,  and  remain  a  financially  stable  community 
hospital  in  the  face  of  rising  costs. 
Product  by:  SAS  Institute  Inc..  Cary  North  Carolina. 
Result:  Despite  nearly  doubling  its  expenditures  on  information 
technology  in  10  years,  the  hospital  system  is  financially  stable, 
has  remained  a  low-cost  provider  of  healthcare  for  the 
community,  has  automated  much  of  its  patient-encounter  data, 
reduced  patient  record  errors,  and  maintained  or  improved 
patient  satisfaction. 
Savings:  Not  calculated. 

Additional  benefits:  Employing  more  members  of  the  community 
in  the  direct  care  of  patients. 

UNITED  STATES  DEPARTMENT  OF  DEFENSE 

Washington.  DC 

Action  Integrated  information  systems  to  support  526  medical 
treatment  facilities  (including  175  major  hospitals,  more  than 
300  outpatient  clinics,  50  mobile  facilities,  plus  aircraft  carrier 
hospitals,  deployable  medical  units,  and  numerous  teaching 
facilities)  serving  more  than  8  million  beneficiaries. 
Product  by:  SAIC,  Inc  .  San  Diego.  California. 
Result:  Creation  of  the  Composite  Health  Care  System,  which  fully 
automated  patient  records,  pharmacy  services,  laboratories,  and  clinic, 
telemedicine.  and  teleradiology  services.  Improved  appointment 
scheduling,  resulting  in  25%  better  utilization  of  facilities  and  personnel. 


Savings:  The  General  Office  of  Accounting  and  Departme 
of  Defense  (DOD)  project  $4.1  billion  in  benefits,  80%  of  whi^ 
the  DOD  attributes  to  increased  productivity  from  improv^ 
scheduling  and  access  to  patient  information,  as  well  as  dire 
cost  offsets. 

UNIVERSITY  OF  ILLINOIS  DEPARTMENT  OF  INTERN/ 
MEDICINE.  Chicago,  Illinois 
Action  Automated  claims  submissions. 
Product  by:  Reynolds  and  Reynolds,  Dayton,  Ohio. 
Result:  Between  1991  and  1995,  reduced  cost  of  clai 
submissions  by  67%  in  spite  of  a  30%  increase  in  volume. 
Savings:  Cost  per  transaction  reduced  from  $4.86  in  1991 
$1.60  in  1995. 

BLUE  WATER  HEALTH  SYSTEM.  Port  Huron,  Michigan 
Action:  Automated  clinical,  financial,  human  resources,  ar 
imaging  systems  of  private,  not-for-profit  healthcare  systel 
comprised  of  hospital,  nursing  home,  durable  medicj 
equipment,  ambulance  service,  and  imaging  center. 

Product  by:  HBO  and  Company  Atlanta,  Georgil 
Result:  Improved  accounts  receivable  cycl 
from  90  days  in  1992  to  55  days  in  1991 
reduced  length  of  hospital  stay  from  average 
5.8  days  in  1992  to  4.4  days  in  199] 
decentralized  customer  service,  which  reduce 
waiting  time  for  admissions  by  allowinl 
patients  to  check  in  at  point  of  servic{ 
reduced  personnel  through  attrition  of 
least  six  PTEs, 
i  Savings:  Investments  on  savings  from  reduce| 
accounts  receivable  cycle. 
Additional  benefits  Increase  in  market  share  an| 
volume  of  outpatient  business. 

HEALTHCARE  PARTNERS  MEDICAL  GROUP 

Torrance,  California 

Action:  Automated  patient  charts  for  80,000  patients. 
Product  by:  IDX  Systems  Corporation,  Burlington,  Vermont 
Result:  Clerical  cost  for  charting  80,000  patients  dropped  fror 
$.55  per  patient  per  month  in  1992  to  $.33  in  1995. 
Savings:  Annual  savings  of  $1  million. 

NORTHERN  CALIFORNIA  MEDICARE  (PART  B)  California 

Action  Converted  claims  processing  work  to  a  system  th£ 
could  transfer  raw  data  collected  on  a  daily  basis  into  actionabl 
information  to  detect  fraud  and  abuse. 
Product  by:  Scenario  Engine  by  National  Heritage  Insurano 
Company,  a  subsidiary  of  EDS,  Dallas,  Texas. 
Result:  New  system  routinely  looks  for  examples  of  provider 
billing  more  than  one  Medicare  carrier  and  for  checks 
amounts  outside  the  norm. 
Savings:  Recouped  $250,000  in  fraudulent  billing  fron 
a  family  physician  who  had  billed  eye  exams  for  ever' 
patient  seen  in  nursing  homes  under  general  anesthesia 
identified  more  than  $500,000  in  outstanding  checks  fron 
providers  who  fraudulently  billed  Medicare. 
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PeopleSofts  workflow- enabled  applications  route  the 
;  information  to  the  right  people  at  the  right  time  in 
ight  forni.  That  can  not  only  improve  the  productivity 
3ur  healthcare  organization,  but  can  also  facilitate 
less  process  redesign,  reduce  paperwork,  and  automate 
inistrative  tasks.  How's  that  for  working  hard? 

PeopleSoft's  workflow  is  open,  so  it  can  integrate 
a  variety  of  third-party  products.  You  can  use  email 
lotifications.  and  electronic  fornis  for  turning  around 
ovals.  Or  you  can  use  internet  forms  and  interactive 
;  response  systems  to  communicate  with  PeopleSoft 
ications.  Even  send  and  receive  messages  from  your 
applications. 


And,  unHke  some  solutions,  PeopleSoft's  are  flexible 
enough  for  you  to  deflne  your  own  processes  and  pro- 
cedures. In  other  words,  PeopleSoft  adapts  to  the  way 
you  work,  not  the  other  way  around. 

No  wonder  1350  organizations  —  including  over 
one  hundred  healthcare  organizations  —  have  chosen 
PeopleSoft.  For  more  information,  call  888-773-8277 
and  ask  for  our  workflow  white  paper.  Or  visit  us  at 
healthcare.peoplesoft.com.  You'll  discover  wc  have 
the  technology,  the  people,  and  the 
commitment  it  takes  to  help  you 
increase  your  company's  productivity. 
Without  increasing  your  workload. 


Enterprise  financial,  materials  management,  and  human  resource  software  for  healthcare  organizations. 

PeopleSoft.  Inc.  PeopleSolt  and  the  PeopleSoft  logo  are  registered  trademarks  of  PeopleSoft,  fnc. 


NSTL  is  the  world's  leading  independent  information 
technology  testing  organization.  We're  the  foremost 
provider  of  testing  services  to  developers,  corporations, 
and  governments  worldwide.  Chents  rely  on  our  experi- 
ence and  expertise  to  protect  their  productivity  and  the 
reputation  of  their  products.  Our  unique  real-world 
methodologies  and  benchmarks  have  become  the 
global  standards  for  information  technology  testing. 

When  NSTL  first  entered  the  information  technology 
side  of  the  healthcare  industiy  we  were  looking  for 
companies  who  shared  our  tireless  commitment  to 
t|uality.  What  we  got  was  a  world-class  customer,  SMS. 
With  28  regional  offices  throughout  the  I  nited  States 
and  customer  operations  in  19  foreign  countries. 


SMS  is  the  company  that  sets  the  pace  for  its  competition. 
They  do  it  through  vision.  They  do  it  through  service. 
Most  of  all,  they  do  it  by  dehvering  innovative  healthcare 
solutions,  solutions  that  enable  customers  to  reach  their 
performance  objectives. 

At  NSTL,  we're  proud  that  SMS  has  selected  us  to  help 
them  create  the  industry's  leading  healthcare  informa- 
tion systems.  After  all,  as  a  worfd  leader  too,  we  have 
so  much  in  common. 

SMS  -  The  worldwide  leader  in  health  infor- 
mation solutions. 

NSTL  -  The  world's  leading  independent 
information  technology'  testing  organization. 


NSTL 


Healthcare  Services 

625  Ridge  Pike,  Building  D 
Conshohocken,  PA  1942X1  ISO 
www.nstl.coni 

A  Dmsum  ofThfMcGrawHiU(Mmpanws 


5 1  Valley  Stream  Parkway 
Malvern,  PA  19.^55-1406 
Phone  610-219-3378 
www.smecl.coni 
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NEW  CROP  OF 
LOGKBUSTER  DRUGS? 

■ess  proteins"  may  prove  useful  in  treating  scores  of  diseases 


;  Biorex  Research  &  Development 
Zo.,  a  biotech  startup  in  Veszprem, 
southwest  of  Budapest,  scientists 
narveling  at  the  power  of  a  mole- 
they  have  synthesized.  In  animal 
3,  it  eases  some  symptoms  that 
I  with  diabetes — for  example,  the 
III  cii'culatory  problems  that  doc- 
treat  with  aspirin  and  vitamins. 
)w,  Biorex  is  prepaiing  to  step  into 
3ig  leagues.  That  tiny  molecule,  a 
caDed  Bimocloniol,  has  the  makings 
potential  blockbuster.  It  won't  wean 
itics  fi'om  insulin.  But  it  could  vast- 
iprove  treatment  of  ravaged  blood 
;ls  that  can  ultimately  lead  to  Umb 
itation,  kidney  failure,  or  blindness, 
complications  helped  to  drive  dia- 
l-related medical  costs  to  $92  billion 
fe&r  in  America  alone, 
le  implications  go  far  beyond  dia- 
5.  The  research  that  led  to  Bimo- 
d1  marks  a  fundamental  advance  in 
rstancUng  how  the  body  responds  to 
s  and  injury.  The  drug  stems  fi'om 
)wing  body  of  research  on  a  family 
tress  proteins,"  which  cells  produce 
aintain  and  repair  themselves. 
CHAPERONS.  Bimoclomol  is  one  of 
3up  of  drugs  in  development  that 
;s  by  triggenng  the  pi-oduction  of 
s  proteins.  These  could  pi'ove  useful 
sating  scores  of  diseases.  Biorex  is 
dy  testing  similar  di-ugs  for  stroke 
itherosclerosis.  Dozens  of  other  re- 
;h  teams  are  hot  on  the  same  trail, 
year,  over  1,000  articles  on  stress 
!ins  appeared  in  scientific  and  tech- 
joui-nals. 

deed,  the  pace  of  research  is  pick- 
ip.  While  Biorex  was  announcing 
itest  findings  in  Nature  Medicine, 
ersity  of  Connecticut  researchers 
led  in  Science  that  they  had  treat- 
incer  in  mice  by  using  stress  pro- 
1  from  the  animals'  own  tumors. 
5sGen  Biotechnologies  Coi-p.  in  Vic- 
,  B.C.,  is  using  stress  proteins  as 
aasis  of  a  cervical  cancer  vaccine, 
itists  at  the  Whitehead  Institute 
biomedical  Research  in  Cambridge, 
i.,  hope  to  spin  their  research  into 
IDS  vaccine.  And  all  eyes  are  on 
jclomol's  chnical  results  because  it 


could  well  be  the  first  stress-protein 
chaig  on  the  mai'ket.  "If  this  ding  works 
as  it  appears  to,  it  could  be  veiy  signif- 
icant," says  Frank  Gannon,  director  of 
the  European  Molecular  Biolog\^  Labo- 
ratory in  Heidelberg,  Germany. 

Scientists  have  been  studjdng  stress 
proteins  since  the  1960s,  describing 
them  by  various  names,  such  as  "heat 
shock  proteins"  and  "molecular  chaper- 
ons," depending  on  theii'  behavior  Tliey 
are  found  in  every  cell  of  all  organisms, 
though  not  in  viinses.  Their  day-to-day 
job  is  to  help  other  proteins  in  the  cell 
remain  folded  into  the  proper  3-D  shape. 


Stress  proteins  escort  other  cells  fi'om 
one  compailment  to  another  And,  like  a 
chaperon  accompanying  a  girl  and  her 
date,  they  prevent  these  other  proteins 
from  improperly  fusing  together. 

In  an  emergency,  when  cells  are  un- 
der sudden  stress  from  heat,  toxins,  or 
disease-causing  organisms,  proteins  often 
lose  their  proper  shape.  Then,  the  num- 
ber of  stress  proteins — nonnally  10%  of 
the  protein  mass  of  a  cell — quickly  dou- 
bles. This  aiTTiy  of  stress  proteins  rush- 
es to  rescue  the  injured  proteins,  re- 
paiiing  damage  by  binding  to  them  and 
helping  to  fold  them  properly  again. 

It  is  this  characteristic  that  makes 
stress  proteins  most  interesting  to  drag 
designers.  For  example.  Richard  Mori- 
moto,  head  of  biochemistry  at  North- 
western University,  is  studying  how 
these  proteins,  in  their  capacity  as  chap- 
erons, might  stave  off  damage  in  heart 
disease  or  prevent  the  accumulation  of 
deadly  plaques  in  nem-odegenerative  ail- 
ments such  as  Alzheimer's  disease. 

At  the  University  of  Chicago,  mean- 
while, biologist  Susan  L.  Lindquist  has 


PUniNG  STRESS  PROTEINS  TO  WORK 

Under  duress  from  heat  or  disease,  cells  produce  stress  proteins, 
which  help  the  cell  heal  itself.  Microbes  in  your  body  make 
them,  too.  Then,  the  proteins  provoke  an  immune  response  that 
kills  the  microbes.  Here's  how  two  companies  are  harnessing 
stress  proteins  to  m  ake  radically  differen  t  types  of  drugs. 


BIMOCLOMOL 


CELL 
MEMBRANE 


DAMAGED  CELL 
PROTEIN 

/ 


REPAIRED  CELL 
PROTEIN 


BIOREX 

Damage  to 
blood  vessels  in 
the  legs  causes 
crippling  circulatory 
problems  in  diabetes  patients.  In 

diabetic  mice,  the  drug  Bimoclomol  1  prompts  stricken  cells  to 
step  up  production  of  stress  proteins  2.  These  rush  to  the  aid  of 
damaged  proteins  3,  allowing  the  cells  to  repair  themselves  4. 
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STRESSGEN 

Cancer  cells  often  go 

undetected  by  the  immune  system. 

StressGen  wants  to  tag  tumors  with  proteins  from  microbes  that 
immune  cells  can  see.  It  uses  viruses  to  insert  microbial  stress-pro- 
tein genes  1  into  tumor  cells.  The  tumor  cells  then  display  these 
proteins  on  the  surface  2,  calling  immune  cells  to  attack  them  3. 


showTi  that  stress  proteins  regulate  an- 
other closely  watched  class  of  proteins, 
prions,  which  seem  particularly  prone 
to  improper  folding.  MalfoiTned  prions 
also  have  a  frightening  ability  to  spread 
deformity  to  correctly  shaped  prions 
nearby.  Some  scientists  believe  rogue 
prions  cause  mad  cow  disease,  as  well  as 
a  related  and  gruesome  human  ailment 
called  Creutzfeldt-Jacob  disease.  Last 
week,  two  studies  in  Nature  magazine 
strongly  linked  one  foiTn  of  cjd  to  the 
consumption  of  meat  fr"om  infected  cows. 
"TIMING  IS  EVERYTHING."  When  it  comes 
to  developing  drugs,  though,  there  is 
always  the  fear  that  unbndled  stimula- 
tion of  stress  proteins  will  cause  ancil- 
lary damage.  Biorex  is  coming  to  gi'ips 
with  this  issue.  Its  scientists  say  Bimo- 
clomol  acts  as  a  helper  molecule,  induc- 
ing stress  proteins  only  when  they  ai-e 
needed.  If  cells  experience  no  stress, 
the  drug  does  nothing.  WTien  cells  are 
under  attack,  the  compound  kicks  in 
and  speeds  up  protein  manufacture,  ac- 
cording to  Laszlo  Vigh,  director  of  bio- 
chemistry at  the  Hungarian  Academy 
of  Sciences  and  author  of  the  Nature 
Medicine  paper  In  diabetes  patients, 
the  drug  ai  )pears  to  beef  up  the  number 
of  stress  proteins  in  cells  in  the  lining  of 
the  blood  vessels — halting  and  even  re- 
versing the  damage.  "It's  very  excit- 
ing," says  Morimoto.  "Their  concept  is 
not  unique,  but  timing  is  everything." 


In  earlier  animal  studies  with  Bimo- 
clomol,  Biorex  r&d  chief  Sandor  Erdo 
foimd  that  retina  damage  in  diabetic  rats 
receiving  the  ding  was  45%  to  60%  less 
extensive  than  in  dnig-fi'ee  animals.  In 
another  study  he  found  that  all  rats 
ti'eated  with  the  drug  survived  an  in- 
duced heait  attack.  Without  it,  nine  out  of 
10  died.  "We  can  protect  against  a  lethal 
attack,"  Erdo  says.  In  a  few  weeks,  the 
company  is  expected  to  unveil  positive 
results  on  human  safety  trials  in  Britain 
and  Hungaiy.  And  it  is  negotiating  a  $20 
million  cash  infusion  fr"om  one  of  Ameri- 
ca's phamiaceutical  giants,  according  to 
well-placed  industiy  soiu-ces.  Biorex  itself 
refuses  to  discuss  the  negotiations. 

Stress  proteins  ai'e  also  sparking  new 
ideas  among  immunologists,  who  ai'e  us- 
ing the  proteins  to  develop  vaccines  for 
AiD.s  and  other  infectious  diseases  and 
for  treatment  of  cancer.  One  of  the  lead- 
ers is  Richai'd  Young,  a  professor  at 
the  WTiitehead  Institute.  In  the  mid- 
1980s,  he  started  working  on  mycobac- 
teria, which  cause  tuberculosis  and  lep- 
rosy. He  and  his  colleagues  discovered 
that  the  immune  system's  attack  on 
these  bugs  is  triggered  by  the  sti'ess 
proteins  located  in  and  on  them. 

Young  noted  that  these  stress  pro- 
teins themselves  were  extremely  potent 
immune-system  stimuli  and  could  be 
used  in  vaccines  as  generic  immune- 
system  boosters,  or  adjuvants.  In  one 


set  of  experiments,  Young  genetic; 
fused  a  stress  protein  from  a  mycob 
terium  to  a  piece  of  the  Hiv  vir 
Based  on  those  results,  he  is  now  le 
ing  a  consortium  of  professors  fr  jj 
Harvard  University  and  Massachusel  ■ 
Institute  of  Technology  to  develop 
safe  vaccine  against  aids.  They  are  j  | 
moving  from  mice  to  primate  stud' 
and  hope  to  begin  human  clinical  tri' 
in  two  years.  "Focusing  on  the  ba 
immunology  could  have  a  huge  pav 
for  many  diseases,"  says  Young. 

In  British  Columbia,  StressGen 
building  on  Young's  work.  Founded 
1989,  the  company  is  running  anin  , 
trials  on  vaccines  for  11  different  ti  ' 
gets.  One  example  is  for  streptococc 
pneumoniae,  which  kills  40,000  peo] 
a  yeai-  in  the  U.  S.  alone. 
CANCER  VS.  CANCER.  StressGen— hst 
on  the  Toronto  Stock  Exchange — is  s 
years  away  from  making  a  profit 
these  di-ugs.  So  it  must  concentrate 
resources.  It  figures  the  biggest  ba 
for  the  buck  will  come  in  the  field 
vaccines  to  treat  cancer.  StressGen 
using  Yoimg's  "fusion"  approach  to  sti 
ulate  the  immune  system's  killer  T-ce 
and  train  them  on  cancer.  In  place 
HIV,  StressGen  scientists  fuse  bacter 
stress  proteins  to  a  molecule  in  the  a 
cer  called  a  tumor  antigen.  Injected  ir 
a  patient's  arm,  this  fiised  molecule  m 
tiun  on  the  immime  system  to  recogni 
and  attack  tumor  cells  in  the  body. 

In  November,  ceo  Richard  Glickm; 
will  announce  details  of  StressGen's  fa 
human  clinical  trials:  a  therapeutic  vj 
cine  to  treat  cervical  cancer  Ghckm; 
estimates  that  the  world  market  f 
such  a  vaccine  could  reach  $.500  millic 
StressGen  is  also  working  on  a  distin 
gene-thei'apy  technique  in  a  partnersh 
with  Genzyme  Corp.  in  Cambridg 
Mass.  This  approach  involves  insertii 
bacterial  stress-protein  genes  in  turn 
cells  so  that  the  proteins  they  produ 
will  call  down  an  immune  responi 
against  the  cancer 

None  of  these  techniques  is  a  su 
bet.  For  years,  scientists  have  been  tr 
ing  to  trick  the  immune  system  to  re 
ognize  cancer — with  only  limited  su 
cess.  Biorex  and  StressGen  both  fai 
expensive,  large-scale  tests  in  humai 
before  they  begin  to  see  a  return  ( 
theii-  investments.  But  the  good  news  i 
their  products  are  anchored  in  30  yea 
of  stress-protein  research.  The  hums 
body  already  uses  these  molecules  i 
ciu"e  diseases.  It  seems  only  natm^al  thi 
doctors  should  someday  be  able  to  c 
the  same. 

By  Karen  Lowrij  Miller  in  Veszpre 
Hungary 
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Advanced    Data    Solutions    For    Corporate  Challenges 


Has  growth  left  gaps 
in  your  ability  to 
communicate? 


Consult  with  Sprint's  data  experts.  We  II  employ 
innovative  thinking  and  proactive  solutions  to  help  you 
close  the  gaps  that  rapid  growth  creates.  Plus,  count  on  iis 
to  deliver  advanced  products  and  services  to  help  you 
achieve  exceptional  results  across  the  board.  This  dedication 
to  meeting  your  needs  is  why  we  operate  the  world's 
largest  public  data  network  and  were  the  first  carrier  to  offer 
commercial  Internet  service.  Because  we  believe  you  should 
expect  nothing  less  from  a  worldwide  leader  in  data  commu- 
nications  www.sprint.  com/sprintbiz  1  •  800  •  669  •  4700 


Sprint 


We  help  your  business  do  more  business 


Developments  to  Wiatch 


EDITED  BY  NEIL  GROSS 


AFUSHLIGHT 
THAT  SEES' 
THROUGH  WALLS 

WHEN  DANGER  LURKS  IN  DARK 

places,  cops  rely  on  training, 
common  sense,  and  a  big 
flashlight.  In  the  latter,  at 
least,  researchers  at  Atlanta's 
Georgia  Tech  Research  Insti- 
tute see  room  for  improve- 
ment. They're  making  flash- 
lights that  can  "see"  thi-ough 
doors  and  walls. 

Invented  by  engineer  Gene 
Greneker  and  his  team,  the 
so-called  radar  flashlight  can 
detect  a  stationary  human's 
presence  through  solid  wood 
or  an  eight-inch  block  wall 
fi'om  four  feet  away.  It  could 
allow  a  poHce  officer  to  in- 
spect a  closed  closet  before 
opening  it,  or  detect  someone 
crouched  in  a  dooi-way. 

The  flashhght  uses  simple 
microwave  technology.  It 
emits  an  invisible  beam  of 
electromagnetic  radiation  one- 


tenth  as  strung  as  the  ac- 
cepted leakage  level  for 
ovens.  That's  roughly  the 
same  radiation  exposure 
caused  by  automatic  door 
sensors.  Ajid  like  those  doors, 
the  flashlight  senses  move- 
ment— including  the  faintest 
breathing.  It  can't  actually 
show  you  what's  on  the  other 
side  of  the  wall.  Rather,  it 
displays  data  on  a  screen 
with  a  chip  that  eliminates 
clutter  and  counteracts  move- 
ment of  the  flaslilight  itself.  A 
commercial  version,  Greneker 
hopes,  will  be  no  larger  than 
a  police  flashlight  and  cost 
less  than  $500.    Scott  LaFee 


HOLOGRAPHIC 
MEMORIES  GET 
EASIER  TO  WRITE 

THE  IDEA  THAT  HOLOGRAMS 

could  be  used  for  data  stor- 
age has  been  around  since 
the  early  '70s.  Now,  re- 
searchers at  SRI  Interna- 
tional in  Menlo  Park,  Calif., 
have  brought  it  a  step  closer 
to  reality.  Using  an  oxide 
crystal  laced  with  europi- 
um— a  rare-earth  metal  sim- 
ilar to  those  used  in  solid- 
state  lasers — the  group 
showed  that  it  could  store 
different  colors  of  light  on 
the  same  crystal.  Not  only 
does  that  improve  storage 
density  by  10  to  100  times,  it 
overcomes  a  big  limitation: 


Holographic  memories 
easier  to  read  than  to  wr  © 
Conventional  holograj  \ 
uses  the  laser  to  move  el 
trons  physically  through 
transparent  crystal  to  ti 
different  areas  from  light 
dark,  which  takes  millis 
onds.  The  SRi  team  cuts  1 
work  of  the  laser  and  spet 
the  witing  process  1,000-f 
by  using  material  that  si 
ply  absorbs  light  and  is  si 
sitive  to  color  Described 
the  Oct.  3  issue  of  Scien 
this  technique  can  write  S 
megabits  of  data  a  secoi 
Speeds  could  eventually  rea 
six  gigabits.  Then,  holograi 
could  replace  memory  chi 
as  well  as  hard-disk  driv( 
The  first  products  could 
ready  in  as  little  as  thr 
years.        Larry  Armstro' 


LOCKING  HIV  OUT  OF  WHITE  BLOOD  CELLS 

NEW  DRUGS  HAVE  HELPED  MANY  AIDS  PATIENTS  KEEP 

the  deadly  Hiv  virus  in  check.  But  the  drugs  don't 
work  for  everyone — indeed,  doctors  report  that  the 
virus  begins  a  comeback  in  as  many  as  half  of  their 
patients.  That's  why  scientists  are  racing  to  find  other 
ways  of  fighting  the  disease. 

One  promising  approach  is  tinkering  with  the  "door- 
way" HIV  uses  to  enter  white  blood  cells.  To  get  in,  the 
virus  needs  to  interact  with  a  molecule  on  the  cells'  sur- 
face known  as  a  chemokine  receptor.  Last  year,  scien- 
tists found  that  some  people  are  genetically  endowed 
with  a  receptor  the  virus  can't  use  as  a  doorknob.  So  it 
gets  locked  out. 

Si.-Yi  Chen  and  colleagues  at  Wake  Forest  University's 
Bowman  Gray  School  of  Medicine  wondered  if  they  could 
du|)licate  this  genetic  resistance  in  everyone  else.  Their 
strategy:  alter  cells  so  that  they  never  put  the  chemokine 
receptor — i.e.,  the  doorknob — on  their  surfaces.  In  the 
current  issue  of  Nature  Medicine,  Chen  reports  that  he 
has  succeeded  in  the  test  tube.  Next,  he  envisions  taking 
white  blooi!  cells  out  of  aids  patients,  genetically  modify- 
ing them,  and  returning  the  now  resistant  ceUs.  The  ap- 
proach could  be  a  "new  paradigm"  for  aids  therapy,  says 
Chen,  "protecting  cells  from  Hiv-i  infection,  rather  than 
trying  to  inhibit  hiv-i  replication."  Jolm  Carey 


0 


3-D  GRAPHICS  BRING  BODIES  INTO  FOCU! 


SURGERY  ON  THE  ABDOMEN 

and  lungs  is  undergoing  a 
revolution.  Endoscopes  and 
other  ultrafine  plastic 
catheters  that  slide  down  a 
patient's  throat  are  replac- 
ing scalpels  in  some  proce- 
dures. Doctors  can  see 
down  the  tubes  with  special 
cameras,  and  even  remove 
tissue  in  nan'ow  veins.  But 
there  are  limits.  Navigating 
through  pipes  called 
bronchi  to  a  timaor  in  the 
lungs,  for  example,  is  a 
challenge.  And  doctors 
might  not  know  if  their  in- 
struments will  fit  thi'ough 
nan'ow  passageways  until 
they  try. 

Siemens  Corpo 
rate  Research  in 
Princeton,  N.J., 
has  a  solution. 
Using  data 
from  CT  and 
MRi  scans, 
scientists 
constmct  a 
3-D  model  of 
the  target 
organ.  With 


1 


II 


(Bit* 


endoscopy 


a  computer  mouse,  doct( 
can  then  shde  a  virtual 
doscope — shown  in  gree: 
down  the  ti'achea  to  the 
bronchi.  If  the  endoseopAniJlf 
can  get  within  a  few  mil 
meters  of  a  tumor  in  th 
model,  endoscopy  should 
feasible.  The  company  h; 
packaged  this  technologj 
a  product  called  "Fly 
Thi'ough." 

The  technology  has  no] 
real  diagnostic  value,  ad 
mits  Siemens  research  c 
AJi  Bani-Hashemi.  Sur 
geons  still  must  carefully 
match  hard  scanning  dat; 
against  these  colorftil  visi 
als.  But  more  pov 
eiful  computer 
modeling  is 
coming.  Witl 
two  years, 
says  Bani- 
Hashemi, 
"we  could 
have  mode 
that  dynanl 
cally  changj 
to  fit  the  oil 
MRi  data 


Virtual 


or 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwoct@businessweek.com 
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\H  DAN  WEBB  PULL 

IG  TOBACCO  OUT  OF  THE  FIRE? 

porate  America's  top-gun  litigator  is  the  point  man  in  a  do-or-die  Texas  lawsuit 


n  Ibesday,  Oct.  14,  Big  Tobacco  is 
scheduled  to  begin  fighting  what 
could  be  the  most  important  lawsuit 
idustry  history.  In  a  Texarkana 
.)  federal  courthouse  that  sits  atop 
ocal  post  office,  the  five  major  U.  S. 
•ette  makers  will  defend  themselves 
1st  Texas  Attorney  General  Daniel 
ales,  who  says  that  the  industry 
J  his  state  a  fortune  because  it  hed 
it  the  dangers  of  tobacco, 
orales  is  seeking  $8.5  billion,  but  the 
es  for  Big  Tobacco  are  much  higher, 
he  38  states  that  are  still 
I  the  industiy  for  Medicaid 
mses,  the  Texas  suit  is 
duled  to  be  the  first  to  go 
ial.  So  it's  likely  to  be  a 

case  for  all  lawsuits 
ight  by  state  attorneys 
iral.  If  Morales  wins,  oth- 
will  certainly  demand  a 
lium  to  dismiss  their  suits. 
I  time  when  the  industiy 
s  a  global  settlement  of  its 
1  travails  in  Congi'ess,  the 
of  a  loss  in  Texas  could 
lon  to  himch-eds  of  bilhons 
le  negotiating  table. 
>EEP  TROUBLE.  And  who 

Big  Tobacco's  choice  to 
nd  itself  in  this  bet-the- 
re case?  Dan  K.  Webb,  a 
ll-town  Illinois  boy  from 
^onal  law  school  who  has 
ime  the  htigator  of  choice 
companies  in  deep  trou- 

General  Electric  Co. 
e  Webb  when  the  Justice 
t.  charged  it  with  con- 
ng  to  fix  prices  in  the  di- 
nd  market.  And  in  1994, 
anded  the  company  a  tri- 
hant  victory  over  former 
;rust  chief  Anne  K.  Binga- 
.  Owens  Coming  called  on 
51-year-old  Chicago  liti- 
r  last  year  to  lead  its  as- 
;  against  medical  labs  that 
lys  filed  false  information 
sbestos  cases.  The  suit, 
:h  is  pending,  is  an  ag- 
sive  attempt  to  stanch  the 
pany's  liabihty  disaster 


In  addition  to  a  sharp  legal  mind, 
Webb  is  often  noted  for  his  ability  to 
win  sympathy  for  his  sometimes  demo- 
nized  clients.  With  his  choirboy  looks 
and  his  soft-spoken,  serious  courti'oom 
style,  Webb  "has  a  personality  that  is 
very  effective.  He's  the  all-American 
guy,"  says  Owens  Corning  Chairman 
Glen  H.  Hiner  "Whatever  the  jury  may 
think  about  tobacco  companies,  they  wiU 
leave  that  couitroom  with  a  more  fa- 
vorable impression  of  Dan's  client,"  says 
Jefft'ey  B.  Kindler,  executive  vice-presi- 


HIGH  STAKES  At  a  time  when  the 
industry  seeks  a  global  settlement 
of  its  legal  travails  in  Congress, 
the  cost  to  tobacco  companies- 
if  Webb  should  lose  in  Texarkana- 
could  balloon  to  hundreds  of 
billions  at  the  negotiating  table 


dent  and  general  counsel  at  McDonald's 
Corp.  Kindler,  an  ex-GE  lawyer,  was  on 
Webb's  team  in  the  diamond  case  and 
stills  sends  him  work. 

Even  though  Webb  earns  more  than 
$1  million  a  year,  he  still  trades  on  his 
humble  roots.  He  was  born  in  tiny 
Bushnell,  111.  After  graduating  from 
Loyola  University  School  of  Law,  he 
sought  a  job  with  the  U.S.  Attorney's 
Office  in  Chicago.  On  his  application, 
the  interviewers  wrote  "nbbr"  mean- 
ing "nice  boy  but  rural."  But  they  end- 
ed up  offering  him  a  job  any- 
way. And,  after  a  brief  stint  in 
l)rivate  practice,  he  returned 
to  the  office  when  he  was 
named  U.  S.  Attorney  in  1981. 
"SKYWALKER."  Webb  immedi- 
ately made  a  splash  when  he 
pulled  off'  Operation  Greylord, 
a  judicial-corruption  probe 
that  the  FBI's  then-Director 
William  Webster  would  call 
the  agency's  most  successful 
undercover  project  ever.  Ul- 
timately, it  put  76  judges, 
lawyers,  court  personnel,  and 
police  officers  behind  bars. 
Webb  also  won  convictions 
against  10  Chicago  pohce  offi- 
cers charged  with  extorting 
money  from  heroin  dealers  in 
exchange  foi-  protecting  nar- 
cotics shipments.  His  eamest 
Ml-.  Clean  image  prompted  the 
Chicago  Ttihime  to  nickname 
him  "Dan  Skywalker" — after 
Luke  Skywalker,  hero  of  the 
Star  Wor.s  trilogy. 

By  1984,  Webb  had  cashed 
in  on  his  renown  and  joined 
blue-chip  Chicago  law  firm 
Winston  &  Strawn,  surprising 
many  who  exjjected  him  to  use 
the  U.  S.  Attorney  post  as  a 
springboard  to  Chicago's  City 
Hall,  the  governor's  mansion, 
or  even  the  U.  S.  Senate.  "I 
love  being  in  the  coiutroom," 
says  Webb.  "It  energizes  me. 
Trials  are  the  most  pressui'e- 
packed  thbig  you  can  do." 
His  first  big  win  came  in 
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1986,  when  he  helped  two  licensees  win 
a  $37  million  settlement  fi-om  Sealy  Inc. 
He  has  been  an  unstoppable  business- 
generating  machine  ever  since,  attract- 
ing clients  including  Bell  Atlantic,  Com- 
monwealth Edison,  and  the  Chicago 
Blackhawks.  Webb  is  by  far  the  biggest 
rainmaker  at  Winston  &  Strawn:  At 
any  given  time,  about  70  lawyers  in  the 
450-lawyer  fii-m  are  busy  working  on 
his  cases. 

Wliile  Webb  devotes  the  majoiity  of 
his  time  to  commercial  cases,  he  occa- 
sionally takes  a  high-profile  cimiinal  case. 
In  1989,  he  served  as  special  prosecutor 
in  the  obstruction-of-Congress  case 
against  fomier  National  Security  Advis- 
er Admii-al  John  M.  Poindexter.  Although 
he  initially  obtained  Poindexter's  convic- 
tion, the  decision  was  reversed  on  ap- 
peal. In  1994,  fonnei'  Representative  Dan 
Rostenkowski  (D-IU.)  chose  Webb  to  de- 
fend him  against  charges  of  defi'auding 
the  U.  S.  government.  Rostenkowski 
agi-eed  to  a  plea  bai'gain. 

Webb's  ability  to  discredit  opposing 
witnesses  is  his  strong  suit,  say  col- 
leagues. In  the  GE  case,  the  government's 
star  witness  was  an  ex-employee  who 
frequently  denigi-ated  his  fomaer  co-work- 
ei-s  as  "pond  scum"  and  "disgusting."  By 
calling  attention  to  these  attacks,  Webb 
made  the  wliistle-blower  come  across  as  a 
bitter  malcontent,  recalls  Kindler.  Simi- 
larly, he  ripped  apart  retired  Marine 
Lieutenant  Colonel  Oliver  North  in  the 
Poindexter  case.  By  the  end  of  North's 
fo-st  day  on  the  stand,  witnesses  report. 
North  was  so  conditioned  to  Webb  point- 
ing out  inconsistencies  that  he  would  stait 
modilying  his  testimony  as  soon  as  Webb 
turned  around  to  pick  up  a  copy  of  his 
eai'lier  statements. 

STRAIGHT  ARROW.  Notwithstanding  his 
successes,  Webb  has  his  detractors. 
Some  antitrust  experts  believe  that  the 
GE  victory  was  due  more  to  the  Justice 
Dept.'s  mishandUng  of  the  case  than  to 
Webb's  abilities.  And  others  say  that, 
in  spite  of  his  straight-arrow  image, 
Webb's  chief  strength  is  his  ability  to  ig- 
nore the  sometimes  questionable  be- 
havior of  his  cUents.  "He  has  the  abiUty 
to  self-hypnotize  himself,  so  he  believes 
the  bull  he's  spreading,"  says  former 
Justice  Dept.  i)rosecutor  Max  L.  Gillam, 
who  lost  to  Webb  in  the  diamond-price- 
fixing  case. 

The  upcoming  tobacco  case  will  test 
Webb's  skills  of  persuasion  as  nevei'  be- 
fore. Morales  will  be  aiTned  with  hun- 
cb-eds  of  allegedly  inciiminating  industiy 
documents  that  have  never  been  pre- 
viously revealed  in  a  courtroom.  And 
the  feisty  attorney  general  is  doing  his 
best  to  whip  up  the  public's  anger 


against  the  tobacco  industry.  "Whei 
trial  is  complete,  the  dark  side  o; 
evil  empire  will  finally  have  bee) 
posed,"  Morales  said  in  a  Septe 
press  conference. 

An  incensed  Webb  immediately  ' 
ed  back,  declaring  that  Morales'  s 
ments  were  "clearly  an  effort  to  ; 
the  jiu-y  pool."  But  there's  no  escj 
reality:  The  Texarkana  trial  could 
become  a  sort  of  referendimi  on  Bi: 
bacco's  overall  moral  culpab 
And  that  boosts  the  pressure 
Webb  and  his  more  than  80-pe 
team. 

But  he  has  some  weapons  of  his 

DAN  WEBB 

BORN  1945,  Bushnell,  III. 

EDUCATION  BA,  Western  I  Hi  no! 
University,  1965;  JD,  Loyola 
University  School  of  Lavtf,  197C 

CAREER  HIGHLtGHTS 

1981  As  Chicago's  U.S.  Attorney, 
launches  Operation  Greylord, 
resulting  in  corruption  conviction 
for  76  judges,  lawyers,  police 
officers,  and  court  personnel 


1989  Is  named  special  prosecute 
in  a  case  against  ex-National 
Security  Adviser  John  Poindexter 
Conviction  is  reversed  on  appea 


1994  Successfully  defends  Gener 
Electric  from  Justice  Dept.  charg 
of  conspiring  to  fix  worldwide 
diamond  prices 


1997  Is  lead  counsel  for  tobacco 
industry  in  upcoming  Texas 
Medicaid  suit 


HOBBIES  Jogging,  fishing,  and 
Republican  politics 


FAMILY  Married  for  25  years. 
Four  children 


DATA:  BUSINESSWEEK 

Many  experts  believe  that  the  legal 
gument  underlying  the  state  Medi^ 
suits  is  weak  because  tobacco  corr 
nies  will  be  able  to  prove  that  si 
smokers  understood  the  risks  of  c: 
rettes,  the  industry  should  not  be  li; 
for  state  insurance  costs.  What's  mc 
Texai'kansans  appeal'  to  be  just  the 
of  folk  who  traditionally  respond 
to  Webb.  He  spent  weeks  there  oi 
case  earlier  this  year  and  says  t 
"based  on  the  background  of  the  jure 
he  thinks  "tobacco  can  get  a  fair  tr 
His  clients  better  hope  that  he's  right 
whole  lot  rides  on  the  outcome. 

Bij  De'Ann  Wen'wer  in  Chici 
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when  Hong  Kongs  MTR  Corporation  sought  financing 
to  construct  a  new  Airport  Railway 

Chase  engineered  it. 

MTR  Corporation  tapped  Chase's  expertise  in  global  capital  raising 

to  structure  and  execute  a  HK  $3  '>  billion  syndicated  loan -which  was   

increased  to  HK  $S.()  billion  to  meet  the  (jverwhelming  response  from  investors 
around  the  world. 


"chase  has  worked  closely  with  us  for  several  years.  Their 
familiarity  with  our  business,  the  issues  we  face  and  our 
needs,  coupled  with  their  strength  in  financing,  contributed 
to  a  highly  successful  transaction,  which  was  rated  as  one 
of  the  best  Asian  syndicated  loans  of  the  year." 

(from  kft)  Jimniv  l..iu,  IrcaMircr, 
Kcilh  Yuen,  AisiMant  Trca.surcr. 
Clement  Kwok,  Finance  Direttur, 
MTR  Corporation 


CHASE.  The  right  relationship  is  everything." 
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uilding 

business 


Around  the  globe, 

businesses  rhat  most  efFectiveK'  leverage  their  "Crown  Jewels"  -  corporate 
information  about  customers,  suppliers,  and  competitors  -  have  the  edge. 

Business  Week,  in  association  with  EMC,  invites  senior  IT  executives  to  an 
enlightening  all-day  torum  that  explores  the  boldly  innovative  ways  companies  are 
winning  in  today's  global  marketplace  by  building  business  around  information. 

Corporate  Crown  Jewels  Europe  will  spotlight  successful  European  strategies 
for  recreating  information-driven  companies  in  multilingual  and  transnational 
markets.  Leading  executives,  strategists  and  management  gurus  will  share  their 
insights  and  supply  participants  with  strategic  guidance  for  mining  their  own 
information  assets  to  best  advantage.  ^li ^/^^\/§  £ 

information 
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ise  call  +1-2 12-5 12-2 184  or  fax  -^1 '21 2-5 12-6281 
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CIO  and  Senior  ] 
Vice  President,  ' 
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TERRY  BUTFIELD 

Director  of 

Information  Management, 


Federal  Express  Corporation    British  Airways 


'ETER  COCHRANE 

)/  Research, 
■Telecommunications 


WILLIAM  D.  FRIEL 

Senior  Vice  President 
and  CIO, 

Prudential  Insurance 
Company  of  America 


CLAUDE  CARGOU 

Chief  Information  Officer, 
GIE  Informatique  AXA 


FRANS  I.A.  LION 

Senior  Executive 
Vice  President, 
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RONALD  G.  LAYARD-LIESCHING 

Founding  Partner  and 
Director  of  Research, 
Pareto  Partners 


ENTED  IN  ASSOCIATION  WITH 


SORED  BY 


Attendance  is  limited  to  CIOs,  senior  vice-presidents  of  technology, 
and  other  senior  information  technology  executives  of  European 
companies,  as  well  as  U.S.  companies  with  European  subsidiaries. 

To  register  for  Corporate  Crown  Jewels  Europe,  please  contact: 
Julie  Terranova,  Business  Week  Executive  Programs 

1221  Avenue  of  the  Americas,  36th  Floor,  New  York,  NY  10020-1095  U.S.A. 
Phone:  +1-212-512-2184  Fax:  +1-212-512-6281 
E-mail:  iterranova@businessweek.com 
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siness  Week  Index 


DUCTION  INDEX 


Change  from  last  week:  0  2% 
Change  from  last  year;  4./% 


PRODUCTION  INDEX 

Sept.  20=126.1 
1992=100 


Sept.  Jan.  May  Sept. 

1996  1997  1997  1997 

he  index  is  a  4-week  moving  average 

production  index  inched  up  in  the  week  ended  Sept.  20.  However,  before 
ilation  of  the  four-weel(  moving  average  the  index  fell  0.6%  to  126.5, 

127.2  in  the  previous  week.  Auto  and  truck  production  fel\. Ward's 
nunications  reported  that  the  Big  Three  automakers  share  of  the  U.S.  car 
et  has  slipped  to  61.1%  so  far  this  year,  but  fourth-quarter  output 
dules  remain  strong.  All  other  components  of  the  index  were  down  as  well 
pt  for  electric  power,  which  was  up  4.4%. 

Jduction  index  copyngrit  1997  by  Trie  McGraw-Hill  Companies 


\DING  INDICATORS 


CK  PRICES  (9/26)  S&P  500 

LATEST 
WEEK 

945.22 

WEEK 
AGO 

950.51 

YEARLY 
%  ORG 

37.7 

PORATE  BOND  YIELD,  Aaa  (9/26) 

7.04% 

7.09% 

-7.1 

ISTRIAL  MATERIALS  PRICES  (9/26) 

105.9 

106.1 

-2.7 

INESS  FAILURES  (9/19) 

NA 

NA 

NA 

L  ESTATE  LOANS  (9/17)  billions 

NA 

NA 

NA 

EY  SUPPLY,  M2  (9/15)  billions 

$3,984.9  $3,977.6r 

5.5 

lAL  CLAIMS.  UNEMPLOYMENT  (9/20)  thous 

306 

308 

-10.3 

ces:  Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (index:  1990=100),  Dun 
dstreet  (failures  of  large  companies).  Federal  Reserve.  Labor  Dept. 

^EREST  RATES  . 

ERAL  FUNDS  (9/30) 

LATEST 
WEEK 

5.81% 

WEEK 
AGO 

5.45% 

YEAR 
AGO 

5.53% 

MERCIAL  PAPER  (9/30)  3-month 

5.53 

5.52 

5.48 

riFICATES  OF  DEPOSIT  (lo/l)  3  month 

5.63 

5.59 

5.50 

D  MORTGAGE  (9/26)  30-year 

7.46 

7.52 

8.32 

IISTABLE  MORTGAGE  (9/26)  one-year 

5.67 

5.66 

5.04 

IE  (9/26) 

8.50 

8.50 

8.25 

ces:   Federal  Reserve,  HSH  Associates.  Bloomberg  Financial  Markets 


PRODUCTION  INDICATORS 


STEEL  (9/27)  thous.  of  net  tons 

LATEST 
WEEK 

2,246 

WEEK 
AGO 

2,155# 

YEARLY 
%  OHG 

14.4 

AUTOS  (9/27)  units 

129,381 

122,869r# 

-0.6 

TRUCKS  (9/27)  units 

137,056 

132,839r# 

6.4 

ELECTRIC  POWER  (9/27)  millions  of  kilowatt-hrs. 

64,036 

69,830# 

4.4 

CRUDE-OIL  REFINING  (9/27)  thous.  of  bbl./day 

15,291 

15,090# 

5.2 

COAL  (9/20)  thous.  of  net  tons 

21,796# 

21,718 

1.2 

LUMBER  (9/20)  millions  of  ft. 

482. 5# 

489.9 

-2.6 

RAIL  FREIGHT  (9/20)  bilhons  of  ton-miles 

27. 3# 

27.3 

0.7 

Sources:  American  Iron  &  Steel  Institute.   Ward's  Automotive  Reports,  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept..  WWPAi,  SFPA2,  Association  of 
American  Railroads 

PRICES 

GOLD  (10/1)  $/troy  oz. 

LATEST 
WEEK 

337.150 

WEEK 
AGO 

322.700 

YEARLY 
%  CHG 

-11.3 

STEEL  SCRAP  (9/30)  #1  heavy,  $/ton 

137.50 

137.50 

0.7 

COPPER  (9/26)  «/lb. 

97.2 

97.6 

3.1 

ALUMINUM  (9/26)  e/ib. 

79.0 

77.3 

20.6 

COTTON  (9/27)  strict  low  middling  1-1/16  in.,  (Z/lb.  71.01 

71.02 

-5.4 

OIL  (9/30)  $/bbl. 

21.08 

19.71 

-13.5 

CRB  FOODSTUFFS  (9/30)  1967=100 

241.11 

239.68 

-7.1 

CRB  RAW  INDUSTRIALS  (9/30)  1967=100 

336.70 

339.08 

-0.6 

Sources:  London  Wednesday  final  setting.  Chicago  market,  Metals 
market,  NYMEX,  Commodity  Research  Bureau 

Week.  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (lO/l) 

LATEST 
WEEK 

121.02 

WEEK  YEAR 
AGO  AGO 

120.13  111.85 

GERMAN  MARK  lO/l) 

1  77 

1.77 

1.53 

BRITISH  POUND  (10/1) 

1.61 

1.61 

1.57 

FRENCH  FRANC  (lo/i) 

5.96 

5.96 

5.19 

ITALIAN  LIRA  do/l) 

1740.2 

1732.3  1522.0 

CANADIAN  DOLLAR  (lO/l) 

1.38 

1.39 

1.36 

MEXICAN  PESO  (lo/i) 

7.748 

7.816 

7.511 

TRADE-WEIGHTED  DOLLAR  INDEX  (lO/l) 

105.9 

106.0 

98.4 

Sources:  Major  New  York  banks  Currencies  expressed  in  units  per  U  S  dollar, 
except  for  British  pound  in  dollars    Trade-weighted  dollar  via  J  P  Morgan 


data  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
ment.   1-Western  Wood  Products  Assn,       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r^revised       NM=Not  meaningful 


THE  WEEK  AHEAD 


>UMER  CREDIT 

^ay,  Oct.  7,  3  p.m.EDT>-  Households 
■(pecteid  to  have  added  a  net  $5  billion 
sir  installment  debt  in  August,  based 
e  median  forecast  of  economists  sur- 
by  MMS  International,  a  unit  of  The 
aw-Hill  Companies.  Consumer  debt 
S6.5  billion  in  July.  Additions  to  debt 
)een  in  a  declining  trend  during  1996. 
slowdown  appears  to  be  tapering  off 
likely  reflecting  high  levels  of  con- 
r  confidence  arising  from  strong  job 
3ts  and  rising  stock  prices. 

LESALE  TRADE 

lesday,  Oct.  8.  10  a.m.EDT^  Whole- 
nventories  are  expected  to  have  held 


about  steady  from  their  level  in  July,  when 
they  fell  0.6%  from  June,  after  surging  2% 
from  May.  Wholesale  sales  likely  increased, 
causing  a  decline  in  the  ratio  of  inventories 
to  sales.  The  large  June  increase  in  stock- 
piles caused  the  ratio  to  spike  up,  but  it 
has  since  fallen  back. 

JOBLESS  CLAIMS 

Thursday,  Oct.  9,  8:30  a.m. EDT>-  Initial 
claims  for  unemployment  insurance  in  the 
week  ended  Oct.  4  are  expected  to  have 
remained  close  to  their  recent  four-week 
average  of  310,000.  Claims  appear  to  be 
on  a  new  downtrend  in  recent  weeks,  sug- 
gesting further  tightening  in  the  labor  mar- 
kets and  a  lower  jobless  rate. 


PRODUCER  PRICE  INDEX 

Friday,  Oct.  10,  8:30  a.m. EDT>-  The  produc- 
er price  index  for  finished  goods  in  Septem- 
ber IS  expected  to  have  risen  0.2%,  based  on 
the  IVIMS  survey.  The  PPi  rose  0.3%  in  August, 
pushed  up  by  energy  costs.  The  core  index, 
excluding  energy  and  food,  is  also  projected 
to  have  risen  by  0.2%,  a  bit  faster  than  the 
0.1%  increase  in  August.  Yearly  finished- 
goods  inflation  remains  essentially  at  zero. 
However,  the  annual  inflation  rates  for  core 
raw  materials  and  core  intermediate  goods, 
although  still  very  low,  have  turned  positive  in 
recent  months,  after  showing  outright  defla- 
tion during  1996.  The  upturn  likely  reflects 
rising  capacity  utilization  rates  in  primary 
processing. 


BUSINESS  WEEK /OCTOBER  13,  1997  135 


LEGAL  NOTICE 
U.S.  POSTAL  SERVICE 
STATEMENT  OF  OWNERSHIP, 
MANAGEMENT  AND  CIRCULATION 
(Act  of  August  12,  1970:  Section  3685,  Title  39, 
United  States  Code) 

1.  Title  of  publication:  BUSINESS  WEEK. 

2.  Publication  No,:  080-900, 

3.  Date  of  filing:  October  1,  1997, 

4.  Issue  Frequency:  Published  weekly  except  for  one  week 
in  Januar>'  and  one  ui  August. 

.5,  No  of  Issues  Publislied  Anniuilly  .^O 
6  Annual     Subscripiion     Pm  e:  Domestic     $.5-1  !).), 
International  .$90,00 

7,  Complete  Mailing  Address  of  Known  Office  of 
Publication:  1221  Avenue  of  the  .\inencai.  New  York.  NY, 
10020-109.5,  Contact  Person  Embry  Russell  or  Ted 
Freedniaji  Telephone:  212-5I2-4:-i'>:i  or  212-512-6.536. 

8,  Complete  Mailing  Address  t)f  Headquarters  or  General 
Business  Office  of  Publisher  1221  Avenue  of  the 
Americas,  New  York,  NY,  10020-1095 

9,  Full  Names  and  Complete  Mailing  Addresses  of 
Publisher,  Editor,  and  MiUiaging  Editor:  Publisher:  David 
G.  Ferm,  1221  Avenue  of  the  Aiuencas.  New  York,  NY' 
10020-1095:  Editor  Stephen  B.  Shepaid.  1221  Avenue  of 
the  Americas,  New  York.  NY  10020-1095:  Managing 
Editor,  Mark  Morrison,  1221  Avenue  of  the  Americas. 
New  York.  NY  10020-1095 

10  The  owner  is  The  Mc(;raw-Hill  Companies.  Inc.  1221 
Avenue  of  the  Americas,  New  York,  NY  10020, 
Stockholders  holding  1  percent  or  more  of  outstanding 
common  stock  are  Harold  W,  McGraw,  ,Jr  :  William  H, 
McGraw:  EUzabeth  W  McGraw:  Donald  C  McGraw,  .Jr.: 
.John  L,  McGraw:  June  M,  McBrooni:  all  c/o  The  McGraw- 
Hill  Com])anies.  Inc  ,  1221  Avenue  of  the  Amencas,  New 
York,  NY  10020:  Bankers  Trust  c/o  Proxy  Unit  MS  7230, 
648  Grassmere  Park  Dnve,  Nashville,  TN  37211:  Barclays 
Global  Investors,  980  Ninth  Street,  Sacramento,  CA 
95814,  College  Retirement  Equities  Fund,  730  Third 
Avenue,  New  York,  NY  10017:  Putnam  Fund  for  Growth 
&  Income,  I  P.O.  Square,  Boston,  MA  02109 

1 1  Known  bondholders,  mortgagees,  and  other  security 
holders  owning  or  holding  1  percent  or  more  of  total 
amount  of  bonds,  mortgages  or  other  securities:  None, 

12  Tax  Status:  The  purpose,  function,  and  nonprofit  status 
of  this  organization  and  the  exempt  status  for  federal  in- 
come tax  purposes  Has  Not  Changed  During  Preceding 
12  Months, 

13,  Publication  Title:  BUSINESS  WEEK, 

14  Issue    Date    for    Circulation    Data  Below: 

September  8.  1997 
15,  Extent  and  Nature  of  Circulation 


Actual  No, 
Copies  of 
Single 
Issue 
Published 
Nearest  to 
Filing  Date 


A\  erage  No 
Copies  Each 
Issue  Diiimg 
Pieceding 
12  Months 
A,  Total  No  Copies 

(.Xii  Press  Run)   l,044.99(i  1.040,502 

B  Paid  and/or  Requested  Circulation 

1,  Sales  through  dealers  and 
carriers,  street  vendors,  and 

counter  sales  fjVo/A/ni7(Y/;     :3C.,140  ;il,(;80 

2,  Paid  or  Requested 
Mail  Subscriptions 

( Iiirliidr  Mm-lisrrs '  PninJ 

t  'iipii's/E.n  haiKir  ( ■opics ) '     867,908  877.452 
C,  Total  Paid  and/or 
Requested  Circulation 

iSinii  „i  l:-,Bi  I )  rnid  I5B(2)       904.048  909,132 
II  Free  Disltibiilion  by  Mail 
iSdmpli's.  t  'iiniiihtnriikirij. 

mill  OUirr  Free)   .59.376  61,705 

E  Free  Di.stribiition  Outside 
the  .Mail  ICitmrrs  niOlhrr 

Mm  US  I   —  — 

F  Total  Free  Dislnbution 

(Sun,  „i        ,1,1,1  1 -,!■:)   59,376  61,705 

G,  Total  Distnbntion 

(S,iin  „i  l-,c,i„,l  I5F)   963,424  970,8:i7 

II  Copies  Not  Distributed 

1,  Office  Use,  Leftovers, 

Spoiled   11,682  6,304 

2.  Returns  from  News  Agents    69.890  69,361 
I,  Total  (Sun,  1,1  l.Vi,  J5H(n. 

mill  I'll  1(^)1 
Percent  Paid  aiuf'or 
Requested  Circulation 
( ir,C/15(;  X  KM)   93.84 

16  Publication  of  Stati'iiient  rif  Ownership:  Piiblicatifin 
required  Will  be  luinled  in  llie  10/  l:i/97  issue  of  this 
publication 

17  Signature  and  Title  of  Editor,  Publisher.  Business 
Manager  or  Owner 

Gary  M,  Singer,  Controller  9/.5/97 
I  certify  that  all  information  furnislied  in  this  form  is 
true  and  complete  I  understand  that  anyone  who  fur- 
nishes false  or  misleading  information  on  this  form  or 
who  omits  material  or  information  requested  on  the 
fonn  may  be  subject  to  criminal  sanctions  ( iiii  liii/iiii/ 
liiirs  mill  i  II,  piisoi,  iiirnl )  and/or  civil  sanctions  (in- 
i  hitliiiif  iiiiiUipIr  (liiitiiif/f's  niul  riril  /iniiiltirs). 


1.041.996  1,046.502 


93,64 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


ABB  10 

Abbey  Healthcare  44 
Abbott  Laboratories  (ABT)  8 
Acer  55,59 
Advanced  Micro  Devices 
(ADM)  14,36,55 
Aero-Design  Technology  8 
Aetna  (AED  44 
Airbus  Industrie  40 
Amazoncom  102 
American  Airlines  (AMR)  40 
American  Express  (AXP)  38 
Amencan  Honda  (HMO  44 
Amentech  (AIT)  44 
Andersen  64,  71 
Andrew  (ANDW)  74 
Apple  Computer  (AAPL)  64 
Apna  Healthcare  (AHG)  44 
Aragon  Consulting  26 
Asia  Chemical  48 
AT&T(T)  26,31,32,64,138 
Awad  &  Associates  102 


B 


Barnes  &  Noble  (BKS)  102 
BCAM  International  10 
Bear  Stearns  34 
Beijing  Enterprises  90 
Bell  Atlantic  (BEL)  32,38,127 
Bernstein  (Santord  C.)  31 
Bertelsmann  102 
Bethlehem  Steel  (BS)  44 
Biorex  121 

Black  &  Decker  (BDK)  38 
Borders  Group  (BGP)  102 
Brean  Mun'ay  102 
Brierley  &  Partners  64 
British  Telecommunications 

(BVI)  26,31,32 
Brooks  Fiber  Properties  (BFPT)  26, 

34 

Brown  Nietert  &  Kaufman  32 
BTG  98 

Building  Finance  86 
BZW  90 


California  Pizza  Kitchen  6 
Carlson  Wagonlit  Travel  64 
Cathay  Pacific  Airways  8 
CDA/lnvestnet  98 
Challenger  Gray  &  Chnstmas  6 
Charles  (J  W,)(iWC)  102 
Chicago  Blackhawks  127 
China  Construction  Bank  90, 94 
China  International  Capital  94 
China  Southern  Airlines  90 
China  Telecom  90,94 
Chips  &  Technologies  (CHPS)  36 
Chrysler  (C)  38 
Chung  Hwa  Picture  Tube  48 
Cisco  Systems  (CSCO)  64, 74 
Citicorp  (CCD  64 
Coca-Cola  (KO)  74 
Columbia/HCA  (COL)  74 
Commonwealth  Edison  127 
Compaq  Computer  (CPQ)  15,55, 
59, 74,  76 

Computer  City  aAN)  59 
Computer  Intelligence  55, 59 


Confederation  Life  Insurance  86 

Conoco (DD)  52 

Converse  (CVE)  98 

Core  Pacific  Securities  48 

Cowen  74 

Crayola  59 

Credit  Lyonnais  90 

CS  First  Boston  90 

Cyrix  (CYRX)  55 

D 


Daimler  Benz  (DAI)  50 
Dataquest  55 

Dell  Computer  (DELL)  15,74,76 
Delta  Air  Lines  (DAL)  40 
Denver  Investment  Advisors  31 
Deutsche  Bank  90 
Deutsche  Morgan  Grenfell  90 
Deutsche  Telekom  32,94 
Digital  Equipment  (DEC)  14,  36, 
64 

Donnelley  (R  R  )  (DNY)  64 
Doubleday  Book  Shops  (BKS)  102 


Edmark  (EDMK)  59 
Equity  Group  102 
Ernst  &  Young  64 
Exodus  Communications  64 

F 


Federal  Express  (FDX)  8 
Fenwick  Partners  64 
Ferneborg  &  Associates  64 
Fidelity  Investments  98 
Fidelity  Low-Priced  Fund  102 
Fidelity  Magellan  Fund  98 
Flag  Investors  26 
Flonda  Marlins  44 
FMR  102 

Formosa  Plastics  Group  48 
Four  Seasons  Hotels  82 
France  Telecom  32 


Gateway  2000  (GATE)  15 
General  Electric  (GE)  64,127 
General  Motors  (GM)  50 
General  Onental  Investments 
(HK)  48 

Genzyme  (GENZ)  121 
Geopartners  32 
Gerber  Products  8 
Gillette  (G)  74 
Gold  Systems  64 
Goldman  Sachs  44, 82,  90,  94 
GTE  (GTE)  32 
GVC  48 

H 


Haney  (Franklin  L)  86 
Hanna  (M  A)  (MAH)  38 
Haid  Rock  Cafe  6 
Hasbro  (HAS)  44 
Heidrick  &  Struggles  64 
Hewlett-Packard  (HP)  36,  55, 59, 
76 

Hilton  (HLT)  44 
Homedco  Group  44 
Honda  (HMC)  50 
Hooters  of  America  44 
House  of  Blues  6 


HSBC  90 

Huan  Hsin  Holdings  48 
Hudson  Foods  (HFI)  44 
Hugties  Electronics  (GM)  44 


IBM  (IBM)  15,44,59,64,71,76 

Inland  Steel  Industnes  (IAD)  44 
Intel  (INTO  14,15,36,55,74 
InteliData  64 

Intermedia  Communications 
(NXTL)  34 
ITC  Learning  71 
ITF  (ITT)  44 


Jardine  Fleming  90 
Jinhua  Consulting  48 
John  Wiley  &  Sons  (JWA)  102 
Johnson  &  Johnson  (JNJ)  74 
JuriSystems  64 
K 


K-lll  Communications  (KCO  102 
Kleinwort  Benson  32,52 
KLJVl  8 


Lazard  Freres  90 
Lehman  Brothers  (LEH)  52, 90, 
102 

Lotus  Development  (IBM)  44 
Lycos  64 

M 


Matsushita  Electric  Industrial  76 
Mattel  (MAT)  44 
Mazda  50 

McDonald's  (MCD)  127 
McGraw-Hill  (MHP)  74,135 
MCI  Communications  (MClC)  26, 

31,32,  34,138 
McLeodUSA  (MCLD)  34 
Mead  Johnson  (BMY)  8 
Medtronic  (MDT)  74 
Mercer  (William  M.)  20,64,71 
Memll  Lynch  (MER)  48, 74,  90. 

102 

MGIC  Investment  (MTG)  74 
Micro  Center  55 
Microsoft  (MSFT)  8, 15,36,55 
MMS  International  (MHP)  135 
Morgan  Stanley  Dean  Witter 
(MWD)  82, 90,  94 
Morningstar  Group  (MSTR)  98 

N 


National  Semiconductor  (NSM)  76 
NeTpower  71 

New  England  Consulting  31 
Nextel  Communications  (N)(TL)  26 
Nextlmk  Communications  34 
Nike  (NKE)  48,  74 
Nikko  32 
Nissan  8 

Northern  Telecom  (NT)  74 
Northwest  Airlines  (NWAC)  38 
Nucor (NUE)  44 


Oppenheimer  55 
O'Reilly  &  Associates  15 
Owens  Corning  (OWO  127 

P 


Pacific  Construction  48 
Pacific  Sunwear  (PSUN)  98 
Pacific  Telesis  32 
Packard-Bell  NEC  55 
PaineWebber  (PWJ)  102 
PC  Data  59 

Peregrine  Investment  Holdings  90 
Peugeot  50 


Philips  Electronics  (PHGj  /;J 
Playtex  64 
Power  (J,D,)  50 
Premium  Brands  86 
Price  Club  44 
ProAir  38 

Procter  &  Gamble  (PG)  38, 


i 


Raytheon  (RTl^)  44 
Renault  50 

Republic  Industnes  (RWIN) 
Republic  Properties  86 
Royal  Dutch/Shell  (RD)  52 
Rythmix  44 


Salomon  64,90,94 
Sam's  Clubs  (WMT)  44 
SBC  Communications  (SBC 
SBC  Warburg  Securities  4f 
Scribner's  Bookstore  (BKS) 
Sealy  127 

Shearman  &  Steriing  71 
Siemens  126 
Silicon  Search  Partners  71 
Smith  Barney  aRV)  90 
Sony (SNE)  55, 76 
Southwest  Airlines  (LUV)  41 
Sprint  (FON)  31,32,64 
Standard  &  Poor's  (MHP)  7. 
StressGen  Biotechnologies 
Sun  Microsystems  (SUNW) 
Super  Dimension  64 


Technimetrics  98 
Teleport  Communications 
(TCGI)  33, 34 
Textron  Automotive  (TXT)  1( 
Thomson  Multimedia  76 
Time  Warner  OWX)  76 
Toronto  Sun  Publishing  82 
Toshiba  15,76 
Total  (TOT)  52 
Tower  Associates  86 
Toyota  (TOYOY)  44, 50 
Toys  'R'  Us  (TOY)  44 
Travelers  Group  aRV)  64,9  ^ 

U 

 Bw; 

Ultramar  Diamond  Shamroc 
(UDS)  52 

Union  Carbide  (UK)  63 
United  Airlines  (UAL)  40 
US  Always  (U)  40 
USFreightways  (USFC)  98  ij 
U,S.  Healthcare  (AET)  44 


0 


Valvolme  64 

Vinik  Asset  Management  9lj| 
Vivus  (WUS)  98 
Volkswagen  50 

W 


Walt  Disney  (DIS)  6 
Want  Want  Holdings  48 
Wells  Fargo  (WFC)  64 
Wheeling  Pittsburgh  Steel 
(WHX)  44 

Winston  &  Strawn  127 
World  Book  (BRK)  59 
WorldCom  (WCOM)  26,31, 
138 

Wu's  Printed  Circuit  Boards 


Yageo  48 
Yankee  Group  32 

Z 


Zenith  Electronics  76 
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ivestment  Figures  of  the  Week 


iP  500 

I.     Apr.     Oct.  Sept.  25-Oct.  1 


960 
955  41 
950 


week  change  1 -week  change 
i7.7%  +1.2% 


MMENTARY 

upbeat  week  in  the  finan- 
markets,  which  saw  the 
5xes  hoisted  by  profit  tid- 
5  and  the  WorldCom  offer 
)uy  MCI.  On  Oct.  1,  when 
merger  news  broke,  the 
/  Jones  industrial  average 
!  70  points  to  close  at 
6 — the  first  close  above 
lO  since  Aug.  20.  Bonds 
e  boosted  by  word  from 
chasing  managers  that 
economy  was  growing 
vly  enough  to  keep  infla- 
I  in  check.  Earlier  in  the 
ik,  strong  computer  stock 
lings  boosted  the  major 
axes. 


^EREST  RATES 


ftEASURY  BOND  INDEX 

t.    Apr.     Oct.  Sept  25-Oct.  1 


week  Chang 
..3% 


1590 


—  1565 

||i  1558,19 

—  1540 


•  1515 


1-week  change 
-0.1% 


U.S.  MARKETS 


Latest 


%  change 
Week  Year 


Dow  Jones  Industrials 

8015.5 

1.4 

35.1 

NASDAQ  Combined  Composite 

1690.3 

0.2 

36.7 

S&P  MidCap  400 

332.7 

0.9 

36.7 

S&P  SmallCap  600 

188.0 

1.1 

36.8 

S&P  SuperComposite  1500 

206.3 

1.1 

38.4 

%  change 

SECTORS 

Latest 

Week 

Year 

Bloomberg  Information  Age 

301.3 

0.2 

44.0 

S&P  Financials 

112.8 

1.2 

53.3 

S&P  Utilities 

206.6 

0.2 

9.1 

PSE  Technology 

332.8 

-1.8 

51.1 

%  change 

FOREIGN  MARKETS 

Latest 

Week 

Year 

London  (FT-SE  100) 

5317.1 

4.7 

32.4 

Frankfurt  (DAX) 

4197.0 

2.3 

56.8 

Tokyo  (NIKKEI  225) 

17,842.2 

-3.1 

-17.0 

Hong  Kong  (Hang  Seng) 

15,049.3 

5.9 

25.9 

Toronto  (TSE  300) 

7044.8 

0.5 

30.7 

Mexico  City  (IPC) 

5354.4 

2.8 

62.9 

Week 

Year 

FUNDAMENTALS 

Latest 

ago 

ago 

S&P  500  Dividend  Yield 

1.60% 

1.59% 

2.09% 

S&P  500  P/E  Ratio  (Last  12  mos.) 

24.2 

24.1 

19.9 

S&P  500  P/E  Ratio  (Next  12  mos. 

*  18.8 

19.0 

NA 

First  Call  Earnings  Surprise* 

2.70% 

2.71  % 

NA 

Week 

TECHNICAL  INDICATORS 

Latest 

ago 

Reading 

S&P  500  200-day  average 

841.3 

836.2 

Positive 

Stocks  above  200-day  average 

84.0% 

83.0% 

Negative 

Options:  Put/call  ratio 

0.47 

0.47 

Negative 

Insiders:  Vickers  Sell/buy  ratio 

3.82 

3.76 

Negative 

Data:  Bloomberg  Financial  Markets;  *First  Call  Corp. 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


Trucking 

Invest.  Banklng/Brkrge. 
Oil  &  Gas  Drilling 
Transportation  Services 
Long-Dist.  Telecomm. 


29.9 
23.4 
18.3 
15.3 
15.0 


Trucking 

Invest.  Banking/Brkrge. 
Savings  &  Loans 
Oil  &  Gas  Drilling 
Semiconductors 


190.5 
100.4 
90.5 
88.5 
86.3 


WORST-PERFORMING  Last 
GROUPS  month  % 


Last  12 
months  % 


Metal  &  Glass  Containers  -6.9 

Engineering  &  Constr.  -5.2 

Steel  -4.0 

Specialty  Printing  -2.4 

Hospital  Management  -2.3 


Photography/Imaging 
Hospital  Management 
Engineering  &  Constr. 
Gold  Mining 
Shoes 


-16.0 
-9.3 
-8.0 
-6.7 
-5.8 


BLOOMBERG  MONEY  FLOW  ANALYSIS 


Rehound  ahead?  Stocks  with  most 
significant  buying  on  price  weakness 

Price 

1-month 
change 

Micron  Technology 

34  "/i6 

-105/8 

Atmel 

36 '/1 6 

-■Vie 

Motorola 

7l'/8 

-4^4 

American  Home  Products 

73 

-2^/16 

AirTouch  Communications 

35 '/1 6 

-^16 

Kulicke  &  Soffa  Industries 

46^16 

-3^16 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

Dell  Computer 

96^/8 

12^4 

WorldCom 

35% 

43/8 

3Com 

51 'A 

1 

NationsBank 

61^8 

3V8 

Pfizer 

60  Vs 

2'/4 

HBO 

373/4 

3/4 

KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 


MONEY  MARKET  FUNDS 

5.14 

5.14 

4.99 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 

90-DAY  TREASURY  BILLS 

5.09 

4.94 

5.10 

assuming  a  31%  federal  tax  rate. 

10-yr.  bond 

30-yr.  bond 

6-MONTH  BANK  CDS 

5.19 

5.17 

5.06 

Latest 
week 

Last 
week 

Latest 
week 

Last 
week 

1-YEAR  TREASURY  BILLS 

5.40 

5.46 

5.65 

GENERAL  OBLIGATIONS 

4.56 

4.57 

5.14 

5.15 

10-YEAR  TREASURY  NOTES 

6.03 

6.04 

6.65 

PERCENT  OF  TREASURIES 

75.59 

75.73 

81.31 

81.56 

30-YEAR  TREASURY  BONDS 

6.32 

6.32 

6.88 

TAXABLE  EQUIVALENT 

6.61 

6.62 

7.45 

7.46 

LONG-TERM  AA  INDUSTRIALS 

6.78 

6.77 

7.40 

INSURED  REVENUE  BONDS 

4.71 

4.72 

5.37 

5.38 

LONG-TERM  BBB  INDUSTRIALS  7.17 

7.16 

7.82 

PERCENT  OF  TREASURIES 

78.08 

78.21 

84.95 

85.20 

LONG-TERM  AA  TELEPHONES 

7.11 

7.10 

7.60 

TAXABLE  EQUIVALENT 

6.83 

6.84 

7.78 

7.80 

rrUAL  FUNDS 


rP  500'*  1W9 

k  total  return 


U  S  Diversifiea 
52-week 


a»  All  Equity 
total  return 


EQUITY  FUNDS 
Leaders 

Four-week  total  return 


Morningstar,  Inc. 


Cappiello-Rush  Emrg.  Gr. 
Cohen  &  Steers  Spec.  Eq. 
Evergreen  U.S.  Real  Est.Y 
Wright  EquiFd. -Mexico 
Fidelity  Select  Brokerage 

Leaders 

52-week  tctal  return 

Lexington  Troika  Russia 
Fidelity  Sel.  Energy  Service 
Hartford  Cap.  Apprec  A 
Fidelity  Select  Brokerage 
Evergreen  U.S.  Real  Est.  Y 


Laggards 
%    Four-week  total  return  % 


13.0  DFA  Japanese  Small  Co.  -14.2 

12.9  Steadman  American  Industry  -5.7 

12.6  Matthews  Korea  -5.5 

12.6  Steadman  Technology  Grth.  -5.5 

11.8  American  Heritage  -3.7 


Laggards 

52-week  total  return 


149.4  DFA  Japanese  Small  Co.  ^8.8 

94.4  Bull  &  Bear  Gold  Investors  -43.0 

90.5  United  Svcs.  Gold  Shares  -39.7 
81.5  Midas  -36.6 
78.7  Morgan  Stan.  Instl.  Gold  A  -35.9 


EQUITY  FUND  CATEGORIES 
Leaders 

Four-week  total  return  % 


Real  Estate 
Latin  America 
Small-cap  Growth 
Communications 
Europe 

Leaders 

52-week  total  return 


Financial 
Latin  America 
Real  Estate 
Small-cap  Value 
Mid-cap  Value 


Laggards 

Four-week  total  return  % 


8.9  Japan 

7.5  Domestic  Hybrid 
7.1  Large-cap  Growth 
6.9  Large-cap  Value 

6.6  Large-cap  Blend 


% 


Laggards 

52-week  total  return 


-0.7 
2.5 
2.6 
2.6 
2.7 

% 


50.9  Precious  Metals  -21.8 

45.9  Japan  -12.5 

41.6  Diversified  Pacific/Asia  -5.7 

40.8  Pacific/Asia  ex-Japan  -1.5 

37.9  International  Hybrid  14.4 


3  are  as  of  market  close  Wednesday,  Oct.  1,  unless  otfierwise  indicated.  Industry  groups  sis,  and  mutual  fund  returns  are  as  of  Sept.  30.  For  a  more  detailed  explanation,  write  to  us  or 
S&P  500  companies  only.  Fundamentals,  technical  indicators,  Bloomberg  money  flow  analy-      E-mailfigures@businessweek.com.  NA=Not  available  "Vanguard  Index  500  Fund 
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Editorials 


TELECOM'S  COWBOY  REVOLUTIONARY 


We  have  a  hunch  that  Bill  McGowan  is  smihng  ft-om  his 
perch  in  cyberheaven  today.  WorldCom  Inc.  founder 
Bernard  Ebbers  is  sticking  it  to  the  mandarins  of  telecom  the 
same  way  McGowan  used  to  goad  the  monopolists  of  commu- 
nications when  he  was  ahve.  And  Ebbers  is  even  doing  it  by 
bidding  for  MCi  Communications,  the  company  McGowan 
foimded  and  which  became  the  first  real  competitor  to  AT&T.  Of 
coui-se,  McGowan  used  junk  bonds  to  finance  the  launch  of  MCi, 
but  he  has  to  be  amused  at  Ebbers'  use  of  the  junk  bonds  of 
the  '90s,  high-octane  stock — WorldCom  trades  at  90  times 
earnings — to  do  his  deal. 

Ebbers,  a  fonner  gym  teacher,  has  come  out  of  little  Jackson, 
Miss.,  fai'  from  the  center  of  the  big-time  telecom  game,  to  do 
what  AT&T  and  the  Baby  Bells  have  not  been  able  to  do — put 
together  a  one-stop  collection  of  communications  services  to  sell 
to  Corporate  America  (page  26).  Ebbers  has  local,  long-distance, 
fiber-optic,  satellite,  undersea,  and  Internet  sei-vices  to  sell  to 
companies  around  the  country.  For  all  their  political  power 


and  wealth,  none  of  the  Bells  or  at&t  have  been  able  t 
complish  that.  Just  as  important,  Ebbei-s  has  positioned  'W 
Com  to  take  advantage  of  the  integi'ation  of  all  these  ser 
into  one  steady  stream  of  digitalized  data  flovdng  througl 
Internet  that  wall  take  place  sometime  early  in  the  21st  cer 
Ebbers  has  done  what  the  1996  Telecommunications 
was  supposed  to  do — and  didn't.  With  MCi  and  his  collecti' 
communication  assets,  he  can  pry  open  the  still-closed 
telephone  markets  of  the  Baby  Bells  while  giving  AT&T  a 
nan  for  its  money  in  long  distance.  He  leaves  the  govern] 
bureaucrats  in  the  FCC  flat-footed  by  his  dash  and  da 
And  he  shows  up  congressional  legislators  who  labored 
and  hard  (often  under  the  sway  of  telecom  lobbyists)  to| 
islate  change.  The  moral  to  this  tale  is  that  in  a  world  of 
changing  technology,  reality  often  outruns  regulation 
amazing  speed.  There  are  times  during  fast  technolo 
change  when  the  only  appropriate  government  policy  is 
out  of  the  way  of  the  marketplace. 


50 


THE  OVERCAPACITY  BOMB 


Tired  of  all  that  good  economic  news  about  high  growth  and 
low  inflation?  Need  something  to  wony  about?  How  about 
overcapacity?  The  global  economy  is  awash  in  a  sea  of  capac- 
ity. Name  the  product:  autos,  chips,  steel,  chemicals,  computers, 
refrigerators,  clothes.  Now  that  inflation  doesn't  ten-iiy  people, 
Cassandras  are  raising  concerns  about  deflation.  They  argue 
that  supply  is  outstripping  demand,  and  a  deflationaiy  spiral 
will  send  the  world  into  a  1930's  style  depression.  Some  pro- 
ponents of  deflation  even  want  to  get  the  Fed  to  cut  rates  to 
boost  domestic  demand.  Let's  take  time  out  and  consider  the  is- 
sue. So  far,  deflationary  pressui'es  have  actually  been  a  boon  to 
the  U.  S.  and,  indeed,  the  New  Economy  thrives  on  it.  If 
there  is  a  demand  problem  looming,  it  is  very  much  an  Asian 
phenomenon,  and  therefore  the  solution  lies  in  Asia. 

Look  at  Japan,  mired  in  its  own  hquidity  trap.  Its  bench- 
mark government  bond  yield  is  down  to  1.78%,  lower  than 
U.  S.  rates  during  the  Depression.  Yet  business  credit  de- 
mand is  dead  in  the  water  and  the  economy  is  showing  zero 
growth  for  the  first  half  of  the  year.  Monetary  policy  is  helpless 
and  fiscal  policy  is  misbegotten.  Taxes,  ah-eady  high  thanks  to 
the  cost  of  a  heavy  government  bureaucracy,  just  went  up.  A 
deflationaiy  spiral  has  sent  prices  for  goods,  land,  and  stocks 
falling.  Instead  of  deregulating  and  lowering  taxes  to  boost  do- 
mestic demand,  Tokyo  is  cheapening  the  yen  to  encourage 
Japanese  companies  to  export  and  tap  U.  S.  demand. 

China  is  the  wild  card  in  the  overcapacity  scenario.  Beijing 
says  that  one-third  of  all  industrial  products  made  in  the  coun- 
try, from  vcRs  to  washing  machines,  are  in  oversupply.  This  is 
just  the  beginning.  China  is  building  a  giant  export  machine 
while  protecting  its  own  domestic  markets  and  industries.  In 


good  mercantilist  fashion,  China  hoaixls  its  foreign-exchangi 
serves  instead  of  spending  it  for  imports.  The  yuan,  lil-ce 
yen,  is  deliberately  kept  low  to  promote  expoils  and 
imports.  Ditto  for  Korea.  Throw  in  the  Southeast  Asian  fi 
cial  crisis,  and  the  overcapacity/demand  scenario  looms  la 

The  solution  is  to  boost  demand  in  Asia  by  disman' 
mercantilist  practices.  U.  S.  economic  growth  is  abeady  m; 
out  and  there  is  no  way  American  demand  can  absorb  th( 
pacity  being  generated  in  Asia.  The  good  news  is  that 
comes  are  ah-eady  soaring  around  the  Pacific  Rim  and 
middle  class  is  exploding.  TVuth  is.  demand  is  already  begin 
to  catch  up  to  supply  in  Asia. 

So  how  wonied  should  we  be  about  overcapacity?  Defl; 
in  the  1990s  is  imchailed  temtory.  In  the  '30s,  it  destroyei 
come  and  jobs,  eviscerated  savings,  and  kept  the  world 
from  1929  until  World  War  II.  Yet  in  this  decade,  deflatior 
led  to  higher  growth  and  rising  real  wages  as  high-tech  ( 
panies  cut  costs,  raise  productivity,  and  increase  unit  sale 
compensate  for  falling  prices.  The  big  question  is  whe 
this  can  work  for  the  entire  global  economy.  Will  there  cor 
point  when  increases  in  productivity  and  unit  sales  fa 
outpace  falling  prices,  triggering  a  deflationary  spiral?  \| 
U.S.  producer  prices  down  0.4%  for  the  year  and  infly 
approaching  zero,  we  may  soon  get  an  answer. 

This  much  is  certain.  Supply-side  economics  has  domiii; 
the  investment-led  global  expansion  for  much  of  this  decad' 
may  be  time  to  begin  focusing  policy  on  inadequate  global! 
mand,  especially  in  Asia.  Just  as  Keynesian  economics  is  alii 
to  be  buried,  John  Maynard  Keynes's  attention  to  demi 
may  be  moi"e  salient  than  ever — even  if  his  solutions  are  i 
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From:  Microsoft  Office  97 
Sent:  Thursday,  7:15  p.m. 
To:  Project  Team 

Re:  The  fat  lady  is  about  to  sing... 


Surrounding  every  great  idea  is  a  steaming  heap  of  busywork.  And  you,  the 
owner  of  that  great  idea,  get  to  do  it  ail.  That's  why  Microsoft  Office  9.  was 
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row  and  column  headings  names  like  "Sales"  and  "Profit"  instead  of  "G3" 
and  "F19."  Office  97  does  the  thinking  that  lets  you  do  your  thinking.  So  your 
ideas  can  emerge  from  the  paperwork  bigger  than  life.  Check  out  Office  97 
at  wwvv.niicrosoft.com/office/. 
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HEALTH  WATCH 


MAD  COWS  PUT  THE  HURT  ON  BLOOD  BANKS 


FEAR   OF  AN  OFTEN-FATAL 

brain  disease  has  prompted 
the  quiet  withdrawal  of  sus- 
pect plasma,  worth  tens  of 
millions  of  dollars,  from  the 
U.  S.  blood  supply  since  1993. 
The  Food  &  Drug  Adminis- 
tration was  concerned 
because  donors  contracted 
and  sometimes  died  ' 
from  the  human  ver 
sion  of  mad  cow  dis- 
ease, known  as 
Creutzfeldt-Jakob 
Disease  (cjd).  "The 
impact  has  been 
enormous,"  says 
James  MacPherson, 
president  of  Ameri- 
ca's Blood  Centers 
in  Washington. 

Hit  hard  is  the  American 
Red  Cross,  which  also  has 
the  responsibility  for  protect- 
ing the  U.  S.  blood  supply. 
Merle  Freitag,  vice-president 


of  finance  for  the  Red  Cross's 
biomedical  sei-vices,  estimates 
the  nonprofit  has  withdrawn 
products  worth  $100  million 
of  plasma  donated  by  people 
who  were  at  risk  of  contract- 
ing CJD  during  a  span  of  al- 
most four  years.  A  handful 
of  pharmaceutical  compa- 
nies have  recalled  prod- 
uct as  well,  and  indus- 
try insiders  put  the 
price  of  withdrawals 
at  $30  million  this 
year  alone. 

FDA  officials  stress 
that  there  have  been 
no  documented  cases 
of  CJD  or  other  brain 
diseases  caused  by  a 
blood  transfusion.  Re- 
searchers are  looking  into 
whether  blood  can  be  a  carri- 
er But  the  feds  ai'e  playing  it 
safe.  Mary  Beth  Regan  and 
Joan  O'C.  Hamilton 


NAME  GAMES 

FRESH  CANNED 
VEGGiES?  

THE    U.S.    FOOD    &  DRUG 

Administration  is  planning  to 
crack  down  on  the  word 
"fresh"  again,  this  time 
against  Del  Monte  Foods' 
"Fresh  Cut"  canned  vegeta- 
bles. Back  in  1991,  then-FDA 
Commissioner  David  Kessler 
shocked  industry  by  seizing 
shipments  of  Pi'octer  &  Gam- 
ble's "Fresh  Choice"  orange 
juice,  actually  made  from 
concentrate. 

After  Republi- 
cans won  the  Hill 
in  1994,  they  ac- 
cused the  FDA  of 
being  an  onerous 
regulator,  and 
companies  began 
to  test  the 
agency's  limits.  In 
1995, 'Del  Monte 
introduced  canned 


diced  tomatoes  labeled  "Fresh 
Cut"  and  has  since  expanded 
the  name  to  a  variety  of  veg- 
etables. The  term  doesn't  mis- 
lead consumers,  insists  a  Del 
Monte  spokesman,  because 
there's  no  question  it's  not 
fi-esh:  "'Fresh  cut'  is  an  indi- 
cation that  it  goes  directly 
into  the  can,  rather  than  being 
fiTjzen  or  reconstituted." 

The  FDA  argues  that  the 
label  implies  that  the  vegeta- 
bles are  somehow  fresher 
than  other  canned  vegetables. 
Del  Monte  competitors  and 
consumer  advocates  have 
complained  to  the 
agency.  "We're 
going  after  them," 
says  a  top  FDA  of- 
ficial about  Del 
Monte.  "How  can 
we  take  that  huge 
action  on  orange 
juice  six  years 
ago  and  turn  our 
back  on  this?" 

John.  Carey 


 ^•. 

TALK  SHOW  ''It  is  customary  for  witnesses  to  express  tni  p 
great  pleasure  to  appear  before  you.  But  because  I  am  unw'  ii 
oath,  I  am  unable  to  say  I  share  that  sentiment."  j 

— Harold  Ickes,  former  Clinton  aide,  to  the  Thompson  Commits 


SLUGFESTS 

INTEL  INSIDE... 
DEC'S  CHIP  PLANT 

A  DEAL  BREWIN(J  BETWEEN 

Intel  and  Digital  Equipment 
Corp.  may  be  more  beneficial 
to  Digital  than  initially 
thought.  People 
close  to  the  deal — 
which  would  settle 
a  nasty  patent 
infringement  suit 
that  Digital  filed 
against  Intel — say 
Digital  will  not  sell 
its  Alpha  c  h  i  {) 
technology. 

Rather,  Intel  is 
negotiating  to  buy  PALMER: 
Digital's  "fab"  chip 
plant  in  Hudson,  Mass.,  for 
$650  million  and  to  make  Al- 
pha chips  there  under  con- 
tract to  Digital  for  as  long  as 
a  decade.  Intel  would  also 
pay  Digital  up  to  $200  mil- 
lion for  the  right  to  use  cer- 
tain of  its  patents.  And  Digi- 


tal would  get  big  discoib 
on  future  purchases  of  ije' 
processors.  \ 

Analysts  endorse  Digijl's 
move  as  a  chance  for  kf 
company  to  exit  the  c|> 
making  business,  whertii 
lost  an  estimated  $100  ll- 
Uon  last  year,  and  still  mai?; 

its  powerful  AHa. 
"It  gets  the  lib 
monkey  off 
back,"    says  {le 
Digital  exec. 

Mther  company 
comment  officii 
DEC  CEO  Rol 
~  Palmer  has  b|) 
pushing  hard  ia 
settle  the  case,  i 
One  surprise:  k- 
tel  is  also  negotj^ 
ing  to  obtain  manufacturinl- 
and  perhaps  intellectjj] 
property — rights  to  the  hi|i- 
performance,  low-poy^- 
StrongARM,  a  dec  chip  u;d 
in  Apple's  Newton  and  e^y 
Network  Computers.  Aiy 
Remlmrdt  and  Paid  C.  Juw 


Settling 


SILICON  SAGAS 


WAn  HOGS,  THESE  CHIPS 


their 


LAPTOP      MAKERS  ARE 

struggling  as  they  design 
notebooks  to  use  Intel's 
newest  Pentium  II  chip,  and 
the  difficulties  could  delay 
the  models  beyond 
planned  introduction 
in  1998's  first  half. 

Laptop  maniofactiu'- 
ei^s  say  privately  that 
they  are  finding  the 
new  chip,  code-named 
Deschutes,  too 
hot  to  han- 
dle. Manu- 
factui'ers, 
who  are  un- 
willing to  comment  pub- 
licly for  fear  of  angering  In- 
tel, are  scrambling  to  find 
better  ways  to  dissipate  the 
heat  generated  by  test  chips. 
So  far,  they're  not  even  close 
to  getting  the  acceptable  tem- 
perature of  about  lOOF  on 
the  outside  of  the  case. 

Another  big  problem  is 


power  consumption.  Intel  ]^ 
told  laptop  makers  tl.l 
Deschutes  would  drawiS 
watts,  plus  2  watts  more  foa 
new  display  technology  cald 
accelerated  graphics  port.  Tit 
compares  wh 
just  3.9  was 
for  the  fastiit 
mobile  Pentiums 
now  availab. 
Few  laptops  (il 
nm  much  lonjir 
than  two  hois 
on  a  charge.  WJi 
the  new  chip,  tit 
could  drop  disastroi  - 
ly.  to  less  than  an  hou 
Intel  insists  the  chip  g(- 
erates  no  more  heat  thant 
had  [previously  indicated, 
Intel  sees  things,  it's  up  D 
laptop  makers  to  find  was 
to  reduce  the  jjower  demarg 
of  other  components,  such  s 
bright  screens  with  lai'ge  d- 
plays.  Stephen  H.  Wildsfni 
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See  what  the  SAS  Data  Warehouse  — 


the  Data  Warehousing  Product  of  the  Year 


r  two  years  runiiing  —  does  for  your 


bottom  line.  Visit  us  at  www.sas.com/dw 


Smart  business 
decisions. 

Even  smarter 
investment. 

A  recent  International  Data  Corporation  (IDC) 
study  of  organizations  tfiat  fiave  implemented  data 
warehouses  reveals  an  average  ttiree-year  Return  on 
Investment  of  401%! 

And  you'll  find  ttiere's  no  better  ctioice  for 
reaping  similar  rewards  ttian  ttie  SAS  Data  Warehouse. 
Here's  what  two  companies  featured  in  the  IDC  study 
have  to  say: 

LTV  Steel  Company  R0I=16,995% 

As  the  third  largest  steel  operator  in  the  U.S., 
they've  been  using  SAS  software  for  data  warehousing 
since  long  before  the  term  was  coined.  According  to 
Senior  Statistician  Robert  Scharl,  "SAS  software  is 
THE  element  of  our  data  warehousing  solution.  It  beat 
everything  else  for  data  retrieval . .  .and  it  would  have 
cost  us  maybe  a  half  million  dollars  to  bring  something 
else  in  for  a  data  warehousing  system." 

Phillips  Petroleum  Company  Norway  R0I=151% 

As  a  leader  in  the  high-stakes  oil  and  gas  industry, 
Phillips  Petroleum  relies  on  its  SAS  Data  Warehouse  for 
an  up-to-date  picture  of  company  health  and  safety  trends, 
"With  the  help  of  data  warehousing,  we  have  an  overview 
of  all  the  'criticality'  factors  involved  in  the  daily  operation 
of  oil  producing  platforms,"  says  Incident  Analyst  Pal 
Navestad,  "In  addition,  historical  data  makes  a  great 
contribution  to  cost-efficient  design  and  redesign  of 
our  facilities.  This  knowledge  tells  us  which  preventive 
measures  are  most  effective  for  increasing  revenue  and 
profitability.  Quite  simply,  our  SAS  Data  Warehouse  helps 
to  reduce  injuries  and  saves  money." 


or  give  us  a  call  for  your  free  CD  demo. 


SAS  Institute  Inc. 


The  Business  of  Better  Decision  Making 


E-mail:  bw@sas.com      www.sas.com/dw  91.9.677.8200 


SAS  IS  a  registered  trademark  of  SAS  Institute  Inc.   Copyright  ©  1997  by  SAS  Institute  Inc. 


Up  Front 


PRICE  OF  VICE 


EVEN  IF  YOU  DON  T  SMOKE,  IT  COSTS  YOU 


THE  TWO  BUCKS  YOU  FORK 

over  for  a  pack  of  cigarettes  is 
nothing  compared  witli  the 
cost  of  smoking  it,  says  a 
forthcoming  study  by  profes- 
sors Jon  Hanson  of  Harvard 
law  school  and  Kyle  Logue  of 
the  IJniversitv  ot  Michigan 


SOCIETY'S  TAB:  $7  a  pack 


law  school.  Snioking's  cost  to 
society  and  to  smokers  them- 
selves comes  to  at  least  $7  a 
pack,  once  you  include  ill- 
ness, premature  death,  lost 
workdays,  and  so  on,  says  the 
draft  study,  which  is  sched- 
uled for  publication  in  Yale 
Law  Jourtutl  next  March. 


Hanson's  and  Logue's  ef- 
fort differs  fi-om  other  studies 
that  count  premature  death 
fi'om  smoking  as  a  net  benefit 
to  society  on  the  theory  that 
people  who  die  young  use  up 
fewer  Social  Security  and 
pension  benefits,  among  other 
things.  By  this  cold-blooded 
measure,  Hanson's  Harvard 
colleague,  W.  Ivip  Viscusi,  cal- 
culated in  1995  that  society 
saves  32?  a  pack. 

To  Hanson  and  Logue, 
th(jugh,  the  thinking  that  Ues 
behind  the  Viscusi  study  and 
others  like  it  is  "bizarre" — 
and  they  note  that  it  isn't 
used  in  any  other  field.  For 
example,  they  say,  gun  lovei's 
don't  "tout  the  enormous  fi- 
nancial windfall  to  society  at- 
tributable to  all  the  prema- 
ture deaths  caused  by 
handguns."  Hanson  and 
Logue  simply  exclude  any 
benefits  deriving  from  pre- 
mature death  in  their 
calculations.  Peter  Coy 


HEAD  HUNTERS 

MIDDLE  MANAGERS 
FEEL  LOVED  AGAIN 

MIDDLE  MANAGERS,  WHO  LOST 
their  jobs  in  droves  during 
Corporate  America's  great 
downsizing,  are  in  hot 
demand.  A  survey  by  the 


Association  of  Executive 
Search  Consultants  shows 
the  number  of  searches  con- 
ducted in  1997's  second  quar- 
ter for  middle-managers — for 
jobs  offering  salaries  between 
$100,000  and  $199,000— were 
up  31%  from  the  same 


period  in  1996,  to  1,794. 

Meanwhile,  demand  for 
chief  executives  is  down  19% 
fi'om  1996's  second  ciuaiter,  to 
163.  A  reason  may  be  that  so 
many  top  bosses  got  replaced 
in  the  past  year  that  ciu'rent 
CEO  search  activity  is  less 
busy  by  comparison,  says 
AESC  Chairman  Paul  Ray  Ji'. 
And  the  new  cliief  execu- 
tives are  now  building 
their  teams,  which  has 
boosted  demand  for  mid- 
dle-manager searches. 

Among  the  hottest  areas 
of  middle-management 
recruiting  ai'e  financial, 
telecom,  and — the  fastest 
growing — tobacco/food. 
For  tobacco/food,  second- 
quarter  searches  had  more 
than  doubled,  to  177,  from  the 
year  before.  A  factor,  says 
Russell  Reynolds'  Jim  Car- 
penter, is  that  some  cigarette 
execs  are  bailing  out  of  their 
beleaguered  industiy,  creating 
openings.  Lisa  Sa')iders 


DRAWN  &  QUARTERED 


' .,  ANb  TWfS  THE  MOKEV »fcU  COUJEcrei>  WH TME  BlUGO HAU.  iM 
W  CxiTRlCTANbTWArS  FOR  MW  lNCft£t>tBU<V  G€Se«XJS  PENSlOM.fliKl! 
TNATt  P0ftMYOFFlC^Al,fACT■PlNbl^*x^t)UROF  BM*s«KsNlWTCU)eS..." 


TAX  DOLLARS  AT  WORK 

UNCLE  SAM  FLOPS  AS 
A  SECOND-HAND  MAN 

THE    PENTAGON    IS  LOSING 

money  on  its  ongoing  rum- 
mage sale.  Recent  congres- 
sional testimony  shows  that 
its  Defense  Reutilization  & 
Marketing  Service 
(DRMS),  in  charge  of  shed- 
ding military  surplus,  has 
lost  money  for  24  of  the 
last  25  years. 

Now,  no  one  expects 
the  Defense  Dept.  to  get 
back  what  it  paid  for  its 
used  goods,  which  run 
fi'om  plane  parts  to  camo 
jackets.  But  Congress' 
General  Accounting  Office 
says  sales  yield  only  2%  of 
the  original  price.  The  gao 
estimates  airlines  can  get  up 
to  50%  of  list  price  for  parts. 
Critics  also  point  to  a  bloated 


DRMS  overhead:  3,700  w-k- 
ers  and  153  stores  worldvle.. 
So  DRMS'  costs  ($282  mion: 
in  fiscal  1996)  exceed  sss,' 
It  lost  $84  million  last  ycr. 

Costs  are  to  be  slashewv 
30%  in  two  years,  with  sne-' 
fimctions  privatized.  Yet  he 
Pentagon  protests  that  ca^i 
parisons  to  civilian  surus 


FAB  GEAR:  But  sells  at  a  loss 


sales  aren't  fair,  drms'  1st. 
stuff  goes  to  other  agenes 
or  charities.  Still,  some  Iw- 
makers  think  only  contrrt- 
ing  out  all  DRMS  business  ill 
end  the  red  ink.  Stan  Ci^k 


THE  BIG  PICTURE 


MORE  BREAD  AND  BUHER 

After  years  of  skimping 
on  labor  costs,  corp- 
orations are  finally 
increasing  wages.  A 
tighter  labor  market  is 
the  reason.  The  down- 
side is  that  fat  profit 
margins — they've 
grown  steadily  in  the 
past  three  years — 
may  begin  to  shrink. 


DATA  DEPARTMENT  OF  COMMERCE, 
MERRILL  LVNCH  &  CO 


PAY  AS  A  PERCENT 
OF  NONFINANCIAL  > 
CORPORATE  REVENUE! 


1Q'9I 


2Q' 


FOOTNOTES  Men  who  approve  of  cloning  research:  41  %;  women:  21% 
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DATA  ARAGON  CONSULTING  Gl| 


Philips  Consumer 
Communications 


Lucent  Technologies 
Consumer  Products 


O 


have 
joined 
forces 


educing  the  new  world  leader  in  consumer  communications 
lucts:  Philips  Consumer  Communications.  Philips,  one  of  the  world's 
St  electronics  companies,  and  Lucent  Technologies,  home  of  Bell  Labs  and 
der  in  communications  technologies,  are  proud  to  join  their  consumer 
uct  divisions  to  create  a  powerhouse  of  innovation.  This  new  venture, 
ps  Consumer  Communications,  will  design,  manufacture  and  market  the 
dest  range  of  consumer  communications  products  available,  including 
al  and  analog  cellular  phones,  corded  and  cordless  phones,  screen  phones, 
ering  systems,  pagers  and  other  mobile  electronic  devices.  Philips  Electronics 
Lucent  Technologies.  Better.  Together.  Now  you  know  why  we're  smiling. 


ps  Consumer  Communications 

ent  Technologies  and  Philips  Electronics  venture 


www.bettertogether.com 


^1 


©  1997  Philips  Consumer  Commun^catiom 


Look  in  the  mirror.  See  someone  demanding?  Tough?  Competitive?  Funny,  you'll  see  t|H 
hardest  working,  highest  quality  printers  and  faxes  around ,  including  dot  matrix,  coloijnj 


^  OKIDA 

Printers  &  Faxe^ 


len  you  look  at  Okidata.  For  24  years  we've  been  making  a  full  line  of  some  of  the  toughes., 
iction  printers,  and  our  laser  class  page  printers  starting  at  $199:  Call  1-800-OKI-TEAI9. 


www.okidata.c'onfr;: 
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THE  INGRAMS:  A  SCHOOL 

AS  WELL  AS  A  DYNASTY  

With  regard  to  "Inside  a  $15  billion 
dynasty"  (People,  Sept.  29),  it  is  people 
and  their  relationships  that  help  create 
innovation,  creativity,  and  prosperity, 
which  in  return  provide  profits  and 
longevity. 

I  would  also  like  to  add  something 
that  was  not  mentioned.  The  Ingrams' 
company  should,  in  a  sense,  also  be  con- 
sidered a  learning  institution.  As  a  past 
employee  of  Ingram  Software  (1984-87), 
I — along  with  many  others,  I'm  sure — 
was  provided  with  the  knowledge,  pro- 
fessional experience,  skills,  and  under- 
standing to  manage  a  successful 
business.  It  is  these  past  experiences 
that  one  can  use  to  make  the  best  deci- 
sions as  an  entrepreneur. 

The  Ingi-ams  ai-e  living  proof  that  an- 
ticipating change  and  creating  a  man- 
agement cultiu-e  of  respect  for  each  oth- 
er and  for  their  employees  are  the 
fundamental  factors  for  success. 

C.J.  D'Angelo 
Corporate  Vice-President 
Intermark  Corp. 
Newi^oit  Beach,  CaUf. 

THE  WAY  IT  TREATS  WORKERS. 
CHINA  DOESN'T  HAVE  A  CHANGE 

Your  frightening  picture  of  Chinese 
steelworkers  operating  a  hammer  forge 
without  safety  glasses  speaks  volumes 
about  the  challenges  facing  China 
("Can  China  reform  its  economy?"  Spe- 
cial Repoi-t,  Sept.  29).  Until  employ- 
ees become  valued  paitners  in  enter- 
prise, not  disposable  "cogs  in  a  wheel," 
ideological  fine-tuning  and  Jiang's  re- 
form package  can  never  build  an  econ- 
omy free  of  the  risk  of  labor  unrest. 
Eventually,  the  basic  need  of  any  en- 
terprise to  respect  people  and  their 
ideas  in  order  to  succeed  will  collide 
with  old-line  goals  of  political  stability. 
If  old-line  political  stability  prevails, 
China's  full  economic  potential  can  nev- 
er be  attained. 

James  Donnelly 
Albany,  Ore. 


After  reading  the  article  on  Chii,  I 
feel  it  is  my  duty  to  make  potential  oi 
eign  investors  who  are  lured  by  et 
financial  opportunities  in  China  am 
of  the  high  risks  involved.  i 

The  risks  relate  to  problem-solvir 
there  is  a  problem,  one  would  rijjtl 
presume  that  it  may  be  solved  thn 
the  operation  of  the  law.  Yet  om-  e 
rience  has  shown  that  there  may  fc 
way  to  obtain  redress  of  one's  tor 
the  province  of  Shandong. 

Foreign  investors  and  comp 
seeking  to  invest  and/or  do  busij 
and  establish  contractual  ties  wit] 
terprises  or  co-venturers  in  C| 
should  be  aware  of  the  behavior  o; 
Chinese  judicial  system — which  ma| 
reluctant  to  apply  the  sanctions  o; 
to  local  parties. 

Andre  G. 

Din 

Tetras 

Chardonne,  Switze: 

HOW  HONG  KONG'S  YOUTH 
MEASURE  UP  

I  appreciate  yoiu-  attention  to  "Chi 
youth"  (International  Business,  Sept.] 
but  the  article  lacks  objectivity,  e| 
daily  regarding  the  comments  and 
mgs  on  Hong  Kong  Chinese.  As  a  n£| 
Hong  Kong-born  Chinese,  age  Z 
might  not  be  able  to  address  the  isi 
and  differences  of  mainland  Chinese 
Taiwanese,  but  I  beheve  I  have  a  || 
knowledge  of  Hong  Kong  Chinese 

In  the  article,  you  say  that 
Kong  youth  "[might]  not  be  as  h,'^ 
working  as  their  Cliinese  and  Taiwaijsp 
counterparts."  What  is  the  proof  of 
statement?  Can  you  provide  any  figi! 
on  the  average  number  of  worI| 
hours  in  these  three  different  regio 

The  success  of  Hong  Kong  as  on 
the  world's  leading  financial  centers' 
not  come  easy.  It  is  the  result  of  tht| 
foil  of  our  pai'ents'  generation,  but  m; 
out  the  commitment  of  us  (nam! 
Hong  Kong  youth),  the  prosperity 
not  continue,  and  no  foreign  comp|$ 
will  establish  its  Asia  headquarter^ 
Hong  Kong.  Hong  Kong  is  famous 
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Profits 

Teamwork  increases  productivity. 


90%  of  American  workers  spend  at 
least  part  of  their  day  in  a  tea  m  sit  u- 
ation, yet  only  about  half  received 
any  formal  teamwork  training.  * 

Our  training  improves  company  profitability  by 
strengthening  teamwork  to  increase  employee 
productivity. 

We  instill  the  confidence  and  self-esteem  that 
enables  incUvicUials  to  build  trust  in  themselves  for 
enhanced  leadership,  selling  and  interpersonal  skills, 

Becaiise  the  motivation  is  intrinsic,  teams  turn 
ideas  into  actions,  productivity  rises  and  achieve- 
ment is  continuous.  Exeryone  wins  ...  yoiu' 
employees  achieve  their  professional  and  personal 
best,  your  customers  get  better  senice  and  your 
company  keeps  growing  stronger. 


30  proven  ways  to  increase  employee  performance, 

Our  practical  skills  development  elicits  cjuantifiable 
results,  like: 

Mutual  respect  to  enhance  teannvork 
Selling  skills  to  build  i  elationships 
Leadership  skills  to  |)romote  accoiinial)ility 
Time  management  to  increase  |)roductivity 
Effective  comnnmication  for  improved  relations 

Call  1-800-231-5800  ext.  707  today  for  more  iTiforma- 
tion  or  visit  our  Website  at  http://www.dale-carnegie.com 


Dale  Carnegie® 
Training 


*Bascd  oil  ii.uioiial  siini-vs  loiidiu  li  d  In  Dale  Carnegie  Training*.  Recognized  by  the  /American  ( ;imm  il  mi  Kdii.  .iIkhi  .iiiii  ji  i  i. dm d  m  ihc  1 :  S. 

Copvriglu©  1 997  Dale  Carnegie  &  .Vsoeiales.  Inc.  All  rights  reserved.  and  Canada  by  the  Accrediting  Council  lor  <  .onlMiiiiiig  tdui  alion  &  Ir.iiiiing. 


Readers  Report 


the  quality  of  service  that  its  workforce 
provides,  and  the  turnaround  time,  effi- 
ciency, and  effective  rate  of  production 
of  goods  and  services,  compared  to  the 
other  two  regions,  are  always  the  high- 
est among  the  thi'ee.  I  think  additional 
study  will  show  that,  contrary  to  youi' 
aiticle,  Hong  Kong  Chinese  are  a  lot 
more  hardworking  and  assertive  than 
Mainland  Chinese  and  Taiwan  Chinese. 

Cissy  Hon 
Hong  Kong 

DELL  HAS  CUSTOMIZED  MORE 
THAN  COMPUTERS  

The  build-to-order  (bto)  model  used 
by  Dell  Computer  Corp.  is  not  the  only 
thing  other-  computer  manufactm-ers  will 
need  to  duplicate  if  they  hope  to  catch 
Dell  ("And  give  me  an  extra-fast  modem 
with  that,  please"  News:  Analysis  & 
Commentaiy,  Sept.  29).  Dell  has  a  much 
more  e.xtensive  business  model  than 
simply  BTO,  and  it  is  the  execution  of 
this  model  that  makes  Dell  so  successful. 

Piice  is  always  significant  in  computer 
pm-chasing,  but  sei-vice,  reliabihty,  avail- 
ability, and  integi'ated  options  are  also 
major  keys  to  success.  Michael  Dell  has 
managed  to  build  a  team  of  manufactm*- 
ing,  semce,  sales,  and  management  per- 
sonnel that  is  committed  to  executing 
this  business  model — and  that  does  it 
well.  Investors  apparently  agree.  Dell 
has  new  manufactming  facilities,  cash  in 
the  bank,  and  Michael  will  be  around  a 
long  time  before  he  retu'es.  His  rivals 
will  probably  have  the  opportunity  to 
compete  with  him  for  the  next  30  years. 

Phil  Patterson 
Bixby,  Okla. 

SCREENING  THE  SCREENERS 
COULD  CUT  ULTRASOUND  COSTS 


Naomi  Freundlich's  article  correctly 
identifies  effectiveness  and  cost  as  key 
issues  in  diagnostic  imaging  ("Ultra- 
sound: What's  wi'ong  with  this  pictiu'e?" 
Science  &  Technology,  Sept.  15).  If  any- 
thing, the  article  may  understate  the 
real  financial  impact. 

Ultrasound  and  other  diagnostic  im- 
age testing  often  lead  to  fiuther  tests, 
siu-geiy,  or  even  inpatient  hospital  stays. 
All  of  these  options  are  much  more  ex- 
pensive than  the  original  screening.  Only 
recently  have  U.  S.  health-care  officials 
recognized  that  imaging  is  a  large  part 
of  overall  health-care  costs.  Now,  pro- 
prietary management  techniques  and 
high-tech  tools  are  being  applied  to  this 
area  of  medicine.  That  means  that  im- 
proved patient  cai*e  and  slimmer  medical 
bills  are  on  the  wav. 


Pre-certification  of  tests  by  a  third 
paity,  such  as  oui-  firm,  has  been  proven 
to  reduce  unne'cessaiy  exams.  Indepen- 
dent assessment  of  imaging  equipment 
and  professional  staff  improves  produc- 
tivity and  quality.  A  national  database 
helps  identify  trends  and  patterns  of 
overuse  or  underuse  of  testing. 

Utilization  management  strategies  are 
still  in  their  infancy,  but  significant  op- 
portunities exist  to  improve  quahty  and 
reduce  the  costs  of  diagnostic  imaging. 

Cart  R.  Adkins,  M.  D. 
President  and  ceo 

UtihMED 

Northbrook,  111. 

ANOTHER  CHICKEN  LITTLE  OF 
CLEANUP  COSTS:  WRONG  AGAIN 

Before  sounding  off,  Paul  Craig 
Roberts  should  check  out  how  the 
alarming  analyses  he  mentions  were 
conducted  ("Warning:  The  gi'eens  may 
be  hazai'dous  to  our  economy,"  Economic 
View^Doint,  Sept.  29).  I  remember  years 
ago,  during  the  acid-rain  debates,  argu- 
ments that  the  Clean  Air  Act  would 
bankrupt  the  U.  S.  economy.  In  the  end, 
real  costs  were  less  than  10%  of  the 
opposition's  estimates,  new  jobs  were 
created,  and  health-care  and  remedia- 
tion costs  are  less.  The  same  scenario 
will  likely  play  out  again. 

Most  analyses  such  as  Roberts'  are 
made  assuming  the  future  will  be  like 
the  past.  In  fact,  such  legislation  sparks 
a  gx-eat  deal  of  creativity,  and  in  the 
end,  society  benefits  all  around.  In  the 
process,  the  squeeze  on  American  in- 
dustry just  quietly  disappears. 

Just  as  a  matter  of  societal  responsi- 
bility, my  employer  steadily  pursues  a 
course  of  environmentally  responsible 
investing,  and  so  far,  rather  than  being 
banki'upted,  we  experience  paybacks  in 
less  than  two  yeai's  in  90%  of  the  cases. 

Murray  Duffin 
Corporate  Vice-President 
SGS-Thomson  Microelectronics 
St.  Genis  Pouilly 
France 

SENIORS  AND  FAST-FOOD  JOBS: 
HOLD  THE  SCORN  

"How  to  retire  successfully"  (Special 
Report,  July  21)  refuted  many  common 
assumptions  about  the  cost  of  retire- 
ment. However,  in  the  process,  the 
writer  revived  a  th'ed  stereotyj^e — the 
burger  flipper — that  does  not  do  the 
restaurant  industry  justice. 

On  the  contrary,  the  restaurant  in- 
dustry offers  career  opportunities  to 
people  of  all  ages  and  from  all  back- 


gi-ounds.  It  employs  nearly  10  miior 
people,  brings  in  $320  billion  in  .'lef 
annually,  and  accounts  for  more  ar 
4%  of  gross  domestic  product.  Fast  <k 
alone  pays  $28  billion  in  wages  and 
efits  each  year. 

With  respect  to  seniors,  se\?a 
restaurant  companies — Long  JohnSfl 
vers,  McDonald's,  and  Days  Inn 
America,  among  them — have  establi 
programs  designed  to  recruit  o?, 
Americans.  These  and  other  restaur, 
companies  have  discovered  the  berlit 
of  recraiting  older  Americans — thett 
fer  experience,  trustworthiness,  rk 
bility,  and  a  willingness  to  work,  [i- 

Pi'omoting  a  negative  stereotype 
a  disservice  to  both  those  who  woi 
the  restaiu-ant  industry  and  the  indi 
itself  by  categorizing  employees  as  i 
"burger  flippers."  It  is  time  to  put 
stereotype  to  rest. 

Stephen  J.  Calc 
Senior  Vice-Presi 
National  Restaur-ant  A 
Washin 


FINDING  US  ONLINE 


The  full  text  of  Business  Week,  the  Business  W 
Daily  Briefing,  and  six  years  of  BW  archives  ar^ 
available  on  the  World  Wide  Web  at: 
www.businessweek.com 

and  on  America  Online  at  Keyword:  BW. 
To  sign  up  for  BW  on  AOL,  call  (800)  641-484{!jE 
and  mention  Business  Week. 

MaVen 

Shopping  for  computer  equipment'  Visit  Maven, 
online  Computer  Buying  Guide,  for  continuousl| 
updated  ratings  and  price  information. 
Go  to  Keyword:  Maven  on  America  Online, 
or  to  the  World  Wide  Web  at: 
www.maven.businessweek.com  < 
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PPO  PLANS 

'  My  people  want 
savings  and  the  choice  to 
see  any  doctor." 


POS  PLANS 

One  plan  lets  us 
choose  between 
networks  of  HMO 
or  PPO  doctors." 


■  I  want  to  give  my 
employees  quality 
coverage  that  won't 
break  the  bank." 


MULTIPLE  OPTION  PLANS 

"Giving  my  staff 
different  plan  choices 
makes  me  look  like 
a  hero." 

We  offer  plans  to  match  any  business. 

Perhaps  it's  because  we  offer  many  health  plan  choices  with  designs  in  all  price  ranges.  Perhaps  it's 
because  our  network  includes  nearly  35,000  private  practice  physicians  and  specialists.  Maybe  it's 
our  wellness  initiatives,  such  as  our  infant  car  seat  program,  or  the  quality  of  our  preventive  care 
programs  —  which  received  high  marks  in  key  categories  from  an  independent  third  party. 
Whatever  the  reason,  businesses  know  a  good  match  when  they  see  it.  To  Hnd  out  what  we  can 
do  for  you,  call  1-800-448-4411  or  your  broker  for  more  information  or  to  arrange  for  an 
appointment  with  a  local  representative.  It  could  be  the  perfect  match  for  your  business. 


Health  Net* 

p  Oilifoniia's  Health  Plan 
www.healthnet.com 


Bypass 

the  home  shoppers,  the 
astrologry  forecasts, 
the  B&B  listing-s,  and  the 
300  teenagrers  exchang-iug- 
hair  dye  recipes. 


Internet  for  business.  The  Internet 
is  an  incredibly  powerful  business  tool. 
Provided,  of  course,  your  employees 
can  get  to  it.  Instead  of  dialing  in  with  ,. 
modems,  Pacific  Bell  can  provide  a  dedicated 
connection  right  to  your  LAN. 

With  Dedicated  Access,  your  business 
can  have  high'speed,  unlimited  use  of  the 
Internet.  You  pay  a  fixed  monthly  cost 
regardless  of  how  many  users  are  connected 
and  how  much  time  they  spend  online. 
You  even  get  to  set  your  own  speed  limits. 
(After  all,  it's  your  road.)  To  learn  more 
about  dedicated  Internet  access  for  business, 
visit  our  Web  site. 

Call  now  for  up  to  3  free  months  of 
Dedicated  Access*  l-800'287'8677  ext.  120 


PACIFIC]!^  BELL 

INTERNET  SERVICES 

vuvuw.pacbell.net 
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hen  11  comes  to  workers'  compensation 
isurance,  its  good  to  know  all  your  bases  are 
overed.  That's  why  so  many  employers  choose 
tate  Fund.  For  the  last  eighty-one  years,  we've 
leen  going  to  bat  lor  clients  by  offering  the 
iiost  comprehensive,  worry-free  workers' 
ompensation  programs  available.  Whether 
t's  claims  management,  fraud  investigation, 
)r  accident  prevention,  State  Fund  has  more 
:xperience  than  any  carrier  m  California. 
A'hich  means  our  people  are  better  trained 
0  provide  personalized  service  that  meets 
/our  specific  workers'  comp  needs.  And  with 
21  district  offices,  help  is  never  far  away 

At  State  Fund,  we  believe  the  only  way  to 
provide  workers'  compensation  is  to  offer  more 
than  you  expect.  That  includes  working  with 
you  to  pre\'ent  accidents,  as  well  as  givmg  you  all 
the  semce  and  support  you  need  dunng  a  claim. 

So  if  you  want  to  get  more  trom  your 
workers'  compensation  programs  and  services, 
simply  contact  your  broker  or  call  us  toll  free 
jat  1-888-STATE  FUND  today  And  discover 
why  we're  m  a  league  of  our  own. 


EVER  SINCE  Bill  McNally  MOVED 
HIS  COMPANY  TO  STATE  FUN] 
HE'S  BEEN  FIELDING  MORE 
THAN  PHONE  CALLS. 


COMPE  NSATION 
INSURANCE 


FUND 

GET  MORE.  WORRY  LESS. 


www  'jrif.rom 
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)RATE  CREATIVITY 

novation  and 

ement  Actually  Happen 

1  G.  Robinson  and  Sam  Stern 
-Koehler.  277pp.  $29.95 


THE  INDIVIDUALIZED  CORPORATION 
A  Fundamentally  New  Approach 
To  Management 

By  Sumantra  Ghoshal  and  Christopher  A.  Bartlett 
HarperBusiness  •  353pp  •  $26 


}W  TO  KEEP 

IE  IDEA  POT  BUBBLING 


was  the  kind  of  miscue  that  gets 
ople  fired.  In  1980,  a  scientist  at 
low  Brands  Milk  Products,  a 
ese  dairy  company,  was  fooling 
i  with  hot  wires,  testing  the  con- 
ity  of  milk — an  experiment  that 
othing  to  do  with  his 
)ne  day,  he  forgot  to  [jjij{|||j|j|j|| 
ff  the  electricity.  Horn's 
he  returned  to  it  and 
the  milk  had  curdled, 
ly  workers  in  tliis  situ- 

would  clean  up  the 
in  a  hiury,  maybe  flush 
ards  down  the  toilet, 
lank  heaven  the  super- 
tiadn't  noticed.  But  To- 
ge  Hori  studied  the 
rature  graph  and  no- 
an  abrupt  variation — 
lat  apparently  coincided  with  the 
ag.  This  led  Hori,  over  the  next 
1  years,  to  develop  a  technology  to 
ate  cheese  production.  The  process 
.dopted  by  his  company,  and  it 
i  around  the  world. 
3  Hori's  breakthrough  simply  a 
r  of  luck  for  Snow  Brands?  Or 
lere  something  about  the  company, 
ps  a  sense  of  freedom  and  an 
ess  to  exploration,  that  led  to  the 
'ery?  This  is  the  question  that 
G.  Robinson,  a  management  pro- 

at  the  University  of  Massachu- 
and  Sam  Stern,  who  teaches  edu- 
,  at  Oregon  State  University, 
le  with  in  Corporate  Creativity. 
er  book.  The  Individualized  Cor- 
'on,  by  London  Business  School 
sor  Sumantra  Ghoshal  and  Har- 
)usiness  school  professor  Christo- 
A.  Bartlett,  plows  much  of  the 
ground. 

Corporate  Creativity,  Robinson 
tern  argue  persuasively  that  gi'eat 
more  than  anything  else,  fuel  cor- 
j  gi'owth.  Of  com'se,  it  would  be  no 


trouble  to  harvest  such  ideas  if  they 
surfaced  at  executive  meetings.  But 
most  of  them,  the  authors  note,  crop 
up  far  from  headquarters.  The  book 
brims  with  anecdotes  about  baggage 
handlers  and  part-time  accountants 
■■■Ijlll^  whose  ideas  save  companies 
^mmM  millions,  even  hundreds  of 
millions  of  dollars.  So  here's 
the  twin  challenge  facing  ex- 
ecutives; Fire  up  your  com- 
panywide  brainpower  to 
hatch  ideas  and  make  sure 
the  ideas  reach  the  people 
who  can  implement  them. 

Ti'ouble  is,  to  summon 
forth  this  gusher  of  brain- 
waves, most  companies  must 
undergo  a  cultural  revolu- 
tion. Tliey  need  workers  who 
go  home  at  night  pondering  how  to  do 
then-  jobs  better  and  managers  who  are 
all  too  happy  to  accept  ideas  challenging 
the  status  quo.  This  is  the  vision  CEOs 
often  preach  to  yawTiing  underlings  at 
corporate  retreats.  But  neither  these 
CEOs  nor  Corporate  Creativ- 
ity's authors  have  come  up 
with  a  formula  for  turning 
companies  into  prodigious 
idea  factories. 

Still,  Corporate  Creativi- 
ty is  worth  reading  for  its 
fascinating  trek  through  the 
history  of  idea-hunting.  For 
example,  it  takes  us  back  to 
the  imperious  John  Patter- 
son, founder  of  National 
Cash  Register  Corp.,  who  in 
1894  moved  his  desk  down  "iii" 
to  the  dingy  and  dangerous  shop  floor 
and  soon  understood  why  his  workers 
were  so  dispirited.  Patterson  quickly 
had  the  factory  cleaned  and  painted, 
and  many  of  the  walls  replaced  with 
glass.  Then  he  instituted  a  reward  pro- 
gram to  pay  workers  for  their  ideas. 


Great  Companies  Are  Defined  by 
Purpose,  Process,  and  People 

Corporation 


INI 
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He  would  turn  the  company,  he  vowed, 
into  a  "hundred-headed  brain."  Backed 
by  this  idea  system,  NCR  catapulted 
briefly  to  the  forefront  of  Corporate 
America.  However,  Patterson's  system, 
like  the  many  imitators  it  spawned, 
merely  worked  to  perfect  the  status 
quo.  It  did  little  to  launch  NCR  toward 
bold  changes  and  new  businesses.  In 
time,  the  ideas  petei-ed  out. 

No  such  slippage  would  be  tolerated 
in  the  authoritarian  idea  mills  of  the 
Soviet  Union,  site  of  "the  most  ambi- 
tious effort  in  histoiy  to  promote  cre- 
ativity," the  authors  say.  There,  central 
planners  dating  back  to  Lenin's  day  es- 
tablished rigid  idea  quotas.  And,  as 
Robinson  and  Stern  show,  responses 
were  comical,  tragic,  and  sometimes 
both.  The  authors  describe  an  interview 
in  the  eai'ly  1990s,  diuing  which  a  work- 
er explained  how  he  and  his  colleagues 
came  up  with  dozens  of  ideas  eveiy  day. 
Holding  aloft  a  piece  of  paper,  which 
he  said  represented  one  idea,  he  folded 
it  in  half.  "Two  ideas,  da?"  Then,  he 
folded  it  again.  "Four  ideas,  da?"  His 
point  as  he  kept  folding  the  paper  was 
that  they  simply  duplicated  the  same 
suggestions  over  and  over.  Another 
Russian  worker  suggested  disabling  the 
cumbersome  safety  device  on  a  stamp- 
ing machine  he  operated.  The  manage- 
ment enthusiastically  agi'eed.  And  a  few 
months  later,  the  revamped  machine 
chopped  off  that  same  worker's  hand. 

Moving  on  to  consider  the  results  at 
modei-n  American  corporations,  the  au- 
thors level  shots  at  a  few  demigods  in 
the  idea  pantheon.  They  de- 
scribe the  great  successes 
at  American  Airlines  Inc., 
where  ceo  Robert  L.  Cran- 
dalFs  suggestion  program, 
IdeAAs  in  Action,  has  saved 
tens  of  millions  of  dollars. 
But  Crandall's  scheme,  like 
NCR's,  is  focused  on  improv- 
ing cuiTent  practices,  not  on 
creating  new  ones.  The  dan- 
ger is  that  the  more  a  com- 
l^any  refines  its  current  sys- 
tem, the  less  likely  it  is  to 
consider  sweeping  changes.  The  authors 
call  it  "creativity  through  the  rearview 
mirror."  Nor  do  they  approve  of  3M's 
rigid  numerical  targets  for  new-prod- 
uct development.  This  focus,  they  say, 
discourages  researchers  from  improv- 
ing existing  products — a  process  that 
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Books 


can  also  lead  to  breakthroughs.  I 
note  that  3M,  recognizing  this,  hal 
cently  relaxed  its  quotas.  I 

So  what's  the  answer?  There  neei 
be  an  excitement  about  work  that! 
duces  all  kinds  of  ideas,  independel 
rewards  and  cjuotas.  These  condij 
the  authors  stress,  can  exist  in  all  I 
of  workplaces,  even  in  govemmeJ 
another  example,  Corporate  CreatiM 
authors  tell  the  story  of  a  bureal 
working  pai"t-time  for  the  MassJ 
setts  state  government.  This  waJ 
someone  who  ordinarily  would  be  ■ 
ed  to  join  a  governor's  blue-ribbonl 
el  on  medical-insiu'ance  reform.  Yel 
happened  to  know  the  Medicaid  pri 
inside  out,  and  she  came  up  witl 
idea — which,  it  should  be  noted,  shl 
costs  from  the  state  to  Uncle  SJ 
and  eventually  saved  Massachul 
some  $1.4  billion.  The  savings  gri 
helped  to  balance  the  state  budgel 
produce  insights  like  this,  the  aull 
note,  employees  must  not  only  be  J 
fi"ee  rein  to  think  and  plenty  of  i| 
mation.  They  also  require  manal 
who'll  push  the  ideas  to  the  top.  I 

In  The  Individualized  Corporom 
authors  Ghoshal  and  Bartlett  detl 
classic  case  of  corporate  sclerosis  at  « 
inghouse  Electric  Coip.  and  contra 
with  more  successful  approaches  at  I 
places  as  abb  Asea  BrowTi  Boveiil 
tel.  and  General  Electric.  Like  scorl 
other  business  books,  including  CJ 
rate  Creativity,  The  Individualizedt 
poration  ai'g^ies  that  top  managei-s  si 
break  down  the  hierai'chy  and  free  I 
troops  to  make  theii"  own  decisionsi 
smpiTse  there.  Tlie  book  featui'es  loal 
business  jai'gon — "As  important  aa 
vaiious  infoiTnal  stractui*al  overlays  i 
in  creating  new  integTative  channela 
fonims,  [ceo  John  F.]  Welch  recogn 
that  unless  he  could  change  ge's  a 
moving  biu'eaucratic  cultm'e,  the  ci 
imit  processes  he  had  ti-amed  would  1 
er  become  effective,"  we're  told.  1 
along  with  incomprehensible  flow  chl 
make  it  a  very  rough  read.  I 

Both  these  books  are  likely  to  I 
up  on  reading  lists  for  various  corpd 
retreats  in  the  coming  year.  Cojpd 
Creativity  is  by  far  the  better  chl 
But  a  waiTiing  to  executives  consida 
assigning  the  book:  Robinson  and  3 
paint  a  beguiling  picture  of  whai 
open-minded,  creative  workplace  a 
be.  Some  employees,  unmoved  byl 
usual  exhortations,  may  be  temptel 
pick  up  and  search  for  a  place  wl 
their  ideas  can  make  a  difference.  I 
BY  STEPHEN  B/] 

Baker  is  BVSIXESS  week's  Pittsbi 
bureau  chief.  I 
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BY  STEPHEN  H.  WILDSTROM  

A  BROWSER 
WORTH  BROWSING 


Microsoft's  IE  4.0 
upgrade  usefully 
mixes  desktop  and 
Web-surfing  functions 

A few  weeks  ago,  when 
Microsoft  postponed 
the  release  of  the  next 
version  of  Windows  into  the 
middle  of  next  year,  most  of 
the  software  experts  just 
shnagged.  That's  because  they 
knew  that  the  piece  of  Win- 
dows 98  that  matters  most 
to  people — Internet  Explor- 
er 4.0--would  be  out  on  time 
on  Sept.  30. 

The  Internet  Explorer  4.0 
has  lived  up  to  expectations. 
It  is  a  new  look  and  feel  for 
Windows  95  and  .\T — dis- 
guised as  a  Web  browser.  It 
takes  many  of  the  tricks  that 
make  Web  cruising  simple 
and  applies  them  to  your 
Windows  desktop.  Active 
Channel,  the  device  that  has 
been  created  to  take  you  di- 
rectly to  Web  sites  of  Micro- 
soft business  partners,  is  ir- 
ritating, but  the  bottom  Hne 
is  easier-to-use  Windows. 
EASIEST  TO  USE.  The  brows- 
er component  of  IE  4.0  builds 
on  Microsoft's  already  good 
version  3.02  and  is  at  least 
the  ecjual  of  Netscape  Navi- 
gator 4.0.  A  number  of  im- 
provements make  the  new 
Microsoft  browser  the  easi- 
est to  use.  I  particularly  like 
the  way  the  History  feature 
handles  the  list  of  Web  sites 
that  you  have  visited.  In  pre- 
vious versions  of  the  Inter- 
net Explorer,  requesting  the 
history  gave  you  an  all-but- 
useless  alphabetical  hst  of 
Web  page  titles.  Netscape 
does  better  by  opening  a  win- 
dow that  li.sts  the  pages  in 
chronological  order.  The  IE 


4.0  opens  a  pane  at  the  side 
of  the  browser  window  show- 
ing the  sites  that  you've  vis- 
ited. Clicking  on  a  site  icon 
reveals  the  individual  pages 
you  read,  and  a  click  on  the 
page  opens  it  in  the  main 
browser  window. 

For  the  first  time,  Micro- 
soft provides  an  E-mail  appli- 
cation that  is  both  powerful 
and  easy  to  set  up 
and  use.  It  match- 
es the  features  of 
Netscape's  very 
good  Messenger 
and  provides  some 
nice  extras,  such  as 
the  ability  to  fetch 


CORE  OF  AN  IE  4.0 

The  familiar  Win95 
icons  are  here.  So 
setting  up  short- 
cuts to  favorite 
programs  is  easy 


icons  for  disk  drives,  print- 
ers, and  other  features  of 
your  system.  CHck  a  drive 
icon,  and  you  add  a  window 
showing  the  folders  and  files 
on  that  disk. 

In  IE  4.0,  doiible-cHcking 
My  Computer  opens  a  ver- 
sion of  the  brow^ser,  with  the 
same  drives  and  devices  in 
the  window.  Double-click  a 
drive  icon,  and  the  window- 
changes  to  show-  the  drive's 
files  and  folders,  plus  a  de- 
scription of  the  drive  itself. 
.Single-chck  a  file,  and  a  de- 
scription of  it  appears  along 
with  a  thumbnail  image — if 
it's  a  graphic  file. 

As  you  do  this,  rather  than 
displacing  w-hat  can  be  a  con- 
fusing cascade  of  small  win- 
dows in  'Win9.5,  the 
IE  version  opens 
only  one  window 
at  a  time.  You 
move  betw'een 
windows  by  using 
the  same  forw-ard 
and  back  buttons 
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the  old  process  of  crea 
shortcuts  to  their  fav(j 
programs  or  organizing! 
grams  in  their  start 
Customizing  desktops 
come  more  impoitant,  th(j 
as  developers  learn  to 
piece  of  technology  calle 
tive  Desktop  to  autoi| 
many  Windows  chores, 
as  updating  software.  Cd 
rations  will  have  the  cap! 
to  pump  customized  infoj 
tion  directly  to  emplojl 
desktops. 
CONFUSING.  Given  these 
vantages,  it's  a  shame 
Microsoft  gave  such  a  pij 
nent  place  to  Active  C| 
nel,  the  most  visible  ch 
in  the  brow-ser.  I  foundT 
channels,  which  range  i 
Disney  and  Warner  Bro 
The  Sen:  York  Times,  coi 
ing  to  set  up.  Ac-tive  Cha 
was  supposed  to  save 
by  downloading  conte 
advance,  but  usually  o 
small  sampling  of  the 
site  is  actually  transmi 
The  same  criticisms  app 
XetCaster,  Netscape's  e 
alent.  Perhaps  the  best 
about  Active  Channel  is 
you  can  get  it  off  your 
ing  screen.  See  the  o 

ACTIVE  CHANNEL 

This  provides  quick  access 
to  key  Web  sites,  but  it  is 
more  irritating  than  useful 


mail  fi'om  multiple 
accounts,  regard- 
less of  whether 
they  are  coqjorate 
post  offices  or 
Internet  service 
providers. 

What  happens 
when  you're  not  on  the  Net 
can  be  even  more  interest- 
ing. You  can  see  the  differ- 
ence when  you  double-click 
on  the  My  Computer  icon. 
With  standard  Win9.5,  you 
get  a  plain  window  showing 


BROWSER  WINDOW 

From  here,  you 
can  search  for 
files  stored  on  your 
hard  drive  or 
surf  the  Web 


that  are  familiar 
from  Web  brows- 
ing. And  you  can 
jump  around  using 
the  history^  list  of 
recently  opened 
screens,  which  in- 
cludes My  Com- 
puter among  the  Web  sites. 

A  less  obvious  difference 
is  that  the  changes  have 
made  the  Windows  desktop 
a  lot  easier  to  ciLstomize.  This 
feature  will  benefit  users  who 
didn't  want  to  bother  with 


version  of  this  columi 
wwvv.businessweek.com  :or 
directions. 

In  time,  I  suspect  thatjhfi 
channels  will  either  bec^e 
useful  or  else  fade  avva^ti 
the  meantime,  however,  lil'J 
is  a  worthwhile  upgradees- 
pecially  since,  like  its  prit- 
cessors,  it's  free.  (If  you  (05 
want  to  download  14  in^ 
bytes  from  www.micro'ft. 
com,  Microsoft  will  sh  ; 
CD-RO.M  for  .S4.9.5,  and  h-. 
software  will  also  be  turn: 
up  free  on  Microsoft  >t- 
work  CDS  and  on  disks  'E- 
out  by  Internet  serici 
providers.)  Everyone  %o 
uses  Window^s  95  or  NT 
should  give  the  new  Irsr- 
net  Explorer  a  try. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 


n  a  rea 
rou 


The  most  effective  antidote  to  glutted 
markets  is  innovative  products. 
And,  your  best  chance  to  launch  -  or 
scout  out  -  the  latest  market  advances 
is  provided  by  Messe  Frankfurt. 
Here  at  the  world's  top  15  trade  fairs 
for  consumer  goods,  automobiles, 
technology,  musical  instruments 
and  textiles,  you  can  tap  truly  global 
opportunities.  With  the  No.1  airport 
on  the  European  continent  right  at 
our  doorstep,  getting  here  from  any 
of  the  major  US  gateways  is  easy. 
New  business  contacts,  cutting  edge 
ideas,  and  informative  discussions 
in  an  international  atmosphere,  make 
staying  here  anything  but  routine 
business. 


VIesse  Frankfurt.  Out  in  front  and  on  the  scene. 


Messe 
Frankfurt 


WeVe  climbing  to  new  heightsMi 


Additives 

Consumer  Care 

Performance 
Polymers 

Pigments 

Textile  Dyes 

Ciba  Specialty  Chemicals 


Every  day  we  transform  products  and  Ciba  Specialty  Chemicals  has  devopt 

substances  into  tliousands  of  applications  to  anticipate  and  meet  customers'  cljn.si 

worldwide.  Now  we've  transformed  needs,  now  and  into  the  next  cenffy.  ?; 

ourselves  into  an  exciting  new  breed  of  We  are  already  generating  sales  in 

company.  Like  every  natural  evolution  it  markets,  but  we're  looking  even  fuheftj 

has  happened  with  good  reason.  afield.  Ouv  new  company  is  flexibli 


novation. 


nd  quick  to  react.  By  specializing 
:  key  areas  of  expertise,  we  will 
intly  deliver  the  brightest  solutions 
ry  fresh  challenge.  We're  investing 
and  more  in  research  and 
ipment  so  expect  to  see  ever  greater 


heights  of  innovation  wherever  you 
see  the  sign  of  the  butterfly.  For  more 
information  on  the  company  that's 
transforming  the  specialty  chemical 
sector,  fax  +  1  914  785  2211  or  visit  our 
Website  at  http://www.cibasc.com 


>  •  •  •  • 


Ciba 


Value  beyond  chemistry 


Economic  Viewpoint: 


BY  ROBERT  KUTTNER 


THE  MYTH  OF  A 
NATURAL  JOBLESS  RATE 


FLEXIBLE: 

The  info-tech 
revolution  is 
beginning  to 
pay  off, 
allowing 
faster  growth 
and  lower 
unemployment 
without  firing 
inflation 


Robert  Kuttner  is  co-editor  of  The 
American  Prospect  and  author  of  The 
End  of  Laissez-Faire 


The  Federal  Reserve  has  again  voted 
to  leave  interest  rates  alone,  despite  a 
continuing  recovery  and  low  unem- 
ployment. So  it's  time  to  bury  the  idea  of  a 
natural  rate  of  unemployment,  or  nairu, 
nonaccelerating  inflation  rate  of  unemploy- 
ment. The  claim,  you  will  recall,  is  that  bring- 
ing unemployment  below  its  "natural  rate" 
is  both  futile  and  dangerous:  futile,  because 
the  economy  is  doing  the  best  it  can;  danger- 
ous because  an  overheated  economy  triggers 
accelerating  inflation  that  is  hai'd  to  reverse. 

UntO  recently,  most  beUevei's  in  the  natiu'al 
I'ate  h\iDothesis  placetl  it  around  6%.  Lately, 
the  jobless  rate  has  hovered  close  to  ^% — and 
inflation  has  actually  come  dowm.  The  XAIRU 
crowd  has  an  explanation:  The  natiu-al  I'ate  of 
unemployment  sometimes  moves. 

It  moves!  But  if  the  natural  rate  moves, 
then  it  is  not  a  consistent  benchmark — which 
was  the  essence  of  the  theory.  James  K.  Gal- 
braith,  who  teaches  economics  at  the  Uni- 
versity of  Texas,  offers  a  useful  metaphor. 
Natural  rate  proponents  view  it  as  a  kind  of 
cliff.  If  Federal  Pieserve  policy  lets  the  un- 
employment rate  get  too  low,  the  economy 
falls  off  a  chff — into  a  torrent  of  accelerating 
inflation.  But  the  reality,  says  Galbi-aith,  is 
not  an  abnipt  cHff  but  a  gently  sloping  beach. 
Pohcy  makers  should  cut  interest  rates  untfl 
they  find  an  inflationary  tide  line.  The  worse 
risk  is  that  monetary  policy  gets  its  feet  wet 
and  has  to  back  off. 

SURPRISING  CONVERT.  One  suiprising  convert 
to  the  "beach"  school  is  none  other  than  Alan 
Greenspan.  On  monetary  policy,  the  Fed 
chaii-man  has  turned  out  to  be  a  relative 
dove.  He  has  been  \riUing  to  let  economic  ac- 
tivity expand  and  to  let  jobless  I'ates  ch'op  be- 
low what  his  colleagues  consider  a  nairu,  as 
long  as  there  are  no  signs  of  rising  inflation. 
He  has,  mercifully,  ignored  pen'ei'se  pleadings 
from  the  Fed's  own  senior  staff  to  target 
zero  inflation. 

If  economic  life  today  is  a  beach  rather 
than  a  cliff,  we  can  thank  majoi'  stinctural 
changes  in  the  economy.  These  changes  in- 
clude gi'eater  competition,  more  flexible  la- 
bor markets  and  modes  of  production,  the 
elimination  of  cost-of-hving  allowances,  in- 
creased global  trade,  and  partial  deregula- 
tion. All  of  these  shifts  work  to  let  markets 
work  better  and  to  discom-age  price  increases. 

In  the  Sept./Oct.  issue  of  America)/ 
Prospect,  the  journal  that  I  edit,  economist 


Alan  S.  Blinder,  former  vice-chairman  oilhe 
Fed,  debates  growth  and  inflation  with  f$iv' 
economists  Bany  Bluestone  of  the  Unive  it 
of  Massachusetts  at  Boston,  Bennett  Haric 
of  the  New  School  for  Social  Research, 
James  Galbraith.  Blinder,  a  fonner  contribfeor, 
to  this  column  and  a  relative  inflation  h^kj 
contends  that  the  economy  is  gi'owing  ak' 
as  fast  as  it  prudently  can.  He  extrapok 
fi'oin  the  last  business  cycle  and  calculte^ 
that  we  are  already  near  the  nairu  pfct 
where  lower  unemployment  would  triggeiac- 
celerating  inflation. 

TECH  PAYOFF.  Bluestone  and  Hairison  cal- 
lenge  Blindei-'s  view  as  too  static.  The  |p- 
posed  yearly  growth  limit  of  2.3%  is  derled 
by  adding  recent  productivity  growth  rbes 
(i.1%)  to  labor  force  growth  (i.2%).  But  Im- 
stone  and  Harrison  demonstrate  that  injie 
new  high-flex  economy,  gi'owth  itself  can  H?e 
constructive  feedback  effects  that  raise  he 
presumed  limit.  Higher  gi"ov/th  i-ates  si|al 
businesses  to  invest  more,  which  incretes 
productivity.  Faster  growth  also  bolsfers 
wages,  which  coaxes  more  people  into  thcja- 
boi'  market,  contributing  to  higher  rate  of 
sustainable  growth. 

Further,  Bluestone  and  Harrison  add,^e 
information-technology  revolution  is  at  1st 
beginning  to  pay  off  in  higher  productim 
This  also  allows  the  economy  faster  gi'opi 
and  lower  unemployment  without  courjig 
inflation.  So  the  idea  of  a  stable  nairu,  tos 
pervious  to  shifts  in  the  economy,  is  a  mli^ 

Blinder  and  the  others  do  agree  on  tie 
cnicial  point.  Public  policy,  especially  educslWi 
and  ti'aining  pohcy,  can  make  a  constiticyt 
difference.  If  the  bottom  10%  of  the  workfjB) 
is  effectively  unemployable,  a  9%  unempW-' 
ment  rate  means  there  are  more  jobs  tiir. 
employable  workers — which  creates  inflatln- 
ary  wage  pressures.  But  if  that  bottom  K 
can  get  trained  and  can  perform  useful  wW. 
then  the  unemplo.\Tnent  rate  can  drop  witllit 
increasing  inflation. 

Both  the  right  and  the  left  can  take  s| 
coiTifoit  here.  The  right  can  boast  that  a  n| 
flexible  and  less  I'egulated  economy  can  g| 
faster.  And  the  left  can  insist  that  goven 
education  and  training  interventions  ai»a 
crucial  part  of  the  recipe.  The  losers  arejiiei 
scholastics  of  the  economics  profession  'ho 
think  something  as  complex  and  evolving  ;!  a 
modern  economy  can  be  I'educed  to  formias 
more  ajjpi'opriate  to  a  physics  class. 
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Economic  Trends 


1 


BY  GENE  KORETZ 

THE  UNCERTAIN 
WEALTH  EFFECT 

If  stocks  fall,  will  spending  crash? 

Only  a  few  months  ago,  economists 
were  speculating  that  a  long-await- 
ed pickup  in  savings  by  baby  boomers 
had  finally  arrived.  After  falling  for  a 
dozen  years,  the  personal  savings  rate 
began  trending  higher  in  1995  and  hit  a 
foui'-year  peak  eai'lier  this  year 

Then,  as  part  of  its  annual  revisions 
of  the  national  accounts,  the  govern- 
ment lowered  the  rate  for  each  of  the 

AMERICA'S  PLUMMETING 
SAVINGS  RATE 


4       SAVINGS  AS  A  PERCENT  OF 
DISPOSABLE  PERSONAL  INCOME 

Q  I    I    I    I    I    I    I    I    I    I  I 

70       75        '80        '85        '90        '95  '97* 
▲  PERCENT  *3  9%  AVERAGE  THROUGH  AUG.  '97 

DATA:  COMMERCE  DEPT 

previous  seven  quarters — changing  its 
trajectoiy  in  recent  years  fi'om  a  steady 
rise  to  a  continuing  decline.  The  upshot 
is  that  the  savings  rate  for  1997  is  now 
on  track  to  finish  the  year  at  less  than 
4%  for  the  fii'st  time  in  50  years. 

What's  more,  economist  John  Hancock 
of  Regional  Financial  Associates  points 
out  that  the  tnie  rate  may  be  even  low- 
ei'.  That's  because  there  is  ciUTently  a  siz- 
able discrepancy  between  the  govern- 
ment's measure  of  gross  domestic 
product,  which  is  dominated  by  consumer 
spending,  and  its  higher  measm'e  of  na- 
tional income,  which  is  dominated  by 
household  income.  Assuming  consump- 
tion is  understated  and/or  household  in- 
come is  overstated,  the  savings  rate  may 
now  be  less  than  8%. 

Statistical  problems  aside,  the  falling 
savings  rate  suggests  that  the  stock 
market  boom  has  generated  a  power- 
ful wealth  effect  that  has  buoyed  con- 
sumer spending  and  economic  gi'owth. 
As  Hancock  notes,  stocks  are  now  the 
largest  asset  in  household  balance 
sheets,  accounting  for  a  third  of  net 
worth  and  surpassing  the  value  of  real 
estate  holdings  for  the  fu-st  time  ever. 
With  more  and  more  households  owning 
stock  via  mutual  funds  or  savings  plans. 


it's  no  surprise  that  many  regai'd  their 
new  wealth  as  reason  to  spend  more 
freely  out  of  ciirrent  income. 

But  the  critical  question  is  whether 
the  depressed  savings  rate  and  the  cm- 
rent  wealth  euphoria  mean  trouh)le 
ahead.  Many  economists  don't  think  so. 
With  savings  so  low  and  stock  market 
gains  harder  to  come  by,  they  see  a 
healthy  slowdown  in  consumer  spending 
developing — in  line  with  a  more  sus- 
tainable pace  of  economic  growth. 

Even  a  market  drop  of  15%,  notes 
Hancock,  would  leave  prices  above 
where  they  were  at  the  start  of  the 
yeai'.  Given  the  pileup  of  capital  gains  in 
previous  years,  he  doubts  whether  such 
a  correction  would  panic  investors  and 
spark  the  kind  of  spending  decline  that 
might  trigger  a  recession. 

But  others  aren't  so  sure.  Stephen 
S.  Roach  of  Morgan  Stanley  Dean  Wit- 
ter worries  about  a  reverse  wealth  ef- 
fect that  is  "asymmetrical" — causing  a 
consumption  contraction  far-  greater  than 
the  spending  surge  generated  by  the 
mai'ket  boom.  "No  one  really  knows,"  he 
says,  "how  consumers  would  react  to  a 
serious  market  coirection." 


DO  LABOR  COSTS 
SPARK  INFLATION? 

Only  in  some  services,  a  study  says 

Although  policymakers  and  the 
financial  mai'kets  wony  that  rises  in 
labor  compensation  could  trigger  infla- 
tion, past  research  has  often  found  a 
negligible  impact.  In  a  new  study,  David 
A.  Brauer  of  the  Federal  Resei've  Bank 
of  New  York  reexamines  the  issue  by 
looking  at  how  pay  increases  in  different 
sectors  affect  related  product  prices. 

Brauer  focuses  on  two  classes  of  items 
in  the  consumer  price  index:  labor-cost- 
sensitive  goods,  including  cars,  apparel, 
and  home  fiuTiisliings;  and  laboi-cost-sen- 
sitive  services,  including  restaurant 
meals,  auto  insui'ance,  airfares,  and  per- 
sonal services.  These  account  for  19% 
and  23%  of  the  CPi,  respectively,  with 
the  rest  of  the  index  reflecting  items 
less  affected  by  labor  costs  (examples 
ai'e  ftiel,  gi'oceries,  utilities,  housing,  med- 
ical care,  and  tobacco). 

Looking  at  the  period  fi'om  1983  to 
mid-1997,  Brauei-  found  no  evidence  that 
changes  in  compensation  in  goods-pro- 
ducing industries  precede  changes  in 
prices  of  labor-cost-sensitive  goods.  Pre- 
sumably, competition  from  low-cost  for- 
eign or  domestic  rivals  restrains  prices. 
In  services,  however,  Brauer  found 


that  pickups  in  pay  do  result  in  ioraf 
I'apid  inflation — both  dii'ectly  vidth? 
prices  of  labor-cost-sensitive  serce^ 
and  indirectly  as  the  cost  of  such,er- 
vices  influences  other  components  cthf 
CPi.  Adding  these  two  effects  togfiie 
he  estimates  that  a  one-percentage- )i 
rise  in  the  gi-owth  rate  of  hourly  tow, 
pensation  in  services  raises  overallp' 
flation  by  about  two-tenths  of  apr- 
centage  point  within  a  year. 

Such  results  seem  to  bode  wel 
the  current  inflation  outlook.  Ovei 
past  two  years,  services  compensl 
has  shown  no  sign  of  accelerating  [ 
its  3%'  annual  pace. 

THE  UPBEAT  MO(b 
TRICKLES  DOWN 

Hopes  rise-but  the  poor  stay  p(| 

With  the  current  expansion  iinll 
well  into  its  seventh  year,  a 
the  optimism  that  has  long  infusei 
ranks  of  the  well-to-do  may  be  fin; 
tering  down  to  poorer  families.  Ao 
ing  to  the  Conference  Board,  consi 
confidence  among  households  wit 
comes  below  $25,000  has  risen  apil 
23%  in  the  past  year,  whereas  it  i^e- 
only  5%  or  so  among  those  in^ 
$25,000  to  $50,000  income  range.  H|e- 
holds  with  incomes  above  $50,000k( 
posted  a  healthy  17%  increase  in  (wri 
dence  (chart). 

Gains  in  confidence  don't  necesi 
mean  people  are  exuberant,  howi 
Households  with  incomes  less 
$15,000  are  still  less  confident  than 
were  in  1985,  for  example,  whe 
those  in  the  $50,000-and-up  cate 
are  about  50%-  more  confident. 

Moreover,  incomes  are  still  lag; 
most  famihes.  According  to  the  G 
Bureau,  median 


WHICH  CONSUMIf 
ARE  FEELING  BErffi- 

HOUSEHOLD  INCOl  '  i  , 
UNDER  $25,000 


family  income  rose 
1.2%  last  year  in 
real  temns  but  re- 
mained 2.3%  below 
its  1989  level.  In- 
deed, only  famihes 
in  the  top  20%  of 
the  income  distribu- 
tion, with  incomes 
above  $68,056,  have 
surpassed  pre- 
recession  levels. 
Census  data  also 
show  that  tliis 
group  received  49% 
of  total  household 
income  in  199(5 — just  a  bit  less  thaifhfj 
other  80%'  of  the  population.  :' 
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THE  ECONOMY  DOESN'T  COOL  IT, 
^FICER  GREENSPAN  MAY  STEP  IN 

on  "an  unsustainable  track,"  he  says-and  the  same  goes  for  stocks 

and  the  expansion  of  potential  labor  supply  of  recent 
years  must  eventually  erode  the  current  state  of  infla- 
tion quiescence." 

Greenspan  appears  to  be  concerned  that  demand 
growth  will  not  slow  appreciably  in  the  second  half.  In 
fact,  there  is  a  good  chance  that  consumer  spending  in 
the  third  quarter  matched  the  first  quarter's  5.3% 
surge,  which  was  the  fastest  pace  in  more  than  four 
years.  Even  amid  the  drag  from  what  looks  like  a 
sharp  slowdown  in  inventory  gi'owth,  real  gross  do- 
mestic product  last  quarter  appears  to  have  grown 
gi'eater  than  3%,  based  on  data  available  so  far. 

Moreover,  the  third-quarter 
data  tell  an  important  story      THIS  YEAR'S  FASTER 
for  the  fourth.  They  show  that 
even  as  last  quarter's  inven- 
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ISANDS  OF  WORKERS 
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|Mr7SfSC«nm  Is  this  red-hot  economy  finally 
'ffNiWrtWWtM  starting  to  cool  off?  Septem- 
ata  suggest  that  companies  have  cut  back  on  theii- 
;,  manufacturers  are  geaiing  down  their  production, 
onsumers  are  making  fewer  trips  to  retail  stores, 
lespite  the  recent  data,  it's  too  early  to  make  the 
ov.Ti  call  just  yet.  That's  important  because  robust 
h  and  sizzling  labor  markets  are  stalling  to  get  the 
;ion  of  Federal  Resei-ve  Chairman  Alan  Greenspan. 

The  case  for  the  no-slow- 
I  GROWTH  SLOWS,  down  outlook  is  straightfor- 
UTNOT  BY  MUCH  ward.  Given  that  third-quar- 
_     m  ter  demand — especially  by 

Br"^B~Bt~  consumers — was  booming,  out- 
H-|H-H|H-  put  and  employment  are  un- 
lONTHLY  AVERAGE  GAINS-  likely  to  slow  for  long.  The 
demand  strength  isn't  hard  to 
figure.  The  supports  under  it 
are  as  strong  as  ever:  The 
trends  in  job  and  income 
gi-owlh  haven't  changed  much, 
(Vealth-enhancing  stock  market  gains,  attractive 
term  financing,  and  generally  free-fiowing  credit 
urther  lift.  Moreover,  the  Fed  has  been  willing  to 
these  bubbly  financial  conditions  a  fi'ee  hand, 
at  may  be  changing,  however.  Unlike  his  remarks 
:ent  months,  Chainnan  Greenspan  sounded  none 
pbeat  in  his  testimony  before  the  House  Budget 
nittee  on  Oct.  8.  He  suggested  that  the  economy 
leen  on  an  "unsustainable  track."  He  also  backed 
from  his  previously  stated  views  on  a  new  era  in 
ictivity.  With  the  unemployment  rate  nearing  its 
iside  limit,  he  was  skeptical  that  productivity 
th  could  relieve  growing  strains  on  labor  mar- 
that  could  push  up  wages  and  prices  (charts). 

F  THAT  WASN'T  BAD  ENOUGH  for  Waii  street, 

hail-man  also  said  that  any  expectation  of  further 
market  gains  at  the  pace  of  the  past  two  years  was 
y  "unrealistic."  The  mai-kets  went  south  in  a  huiry. 
Dond  market  plunged  out  of  fear  of  Fed  interest-rate 
5,  which  pushed  up  bond  yields,  and  stocks,  of 
!e,  got  hammered,  although  not  as  badly  as  you 
t  have  expected  given  the  sharp  bond  sell-off. 
ecifically,  Greenspan  warned  that,  short  of  a 
:ed  slowdown  in  demand  or  a  degi'ee  of  acceleration 
oductivity  growth  that  appears  unlikely  to  emerge, 
imbalance  between  the  gi'owth  of  labor  demand 
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OUTPUT  PER  HOUR 
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largest  buildup  in  13  years, 
manufacturing  output  sped  up,  o.b\ 
growing  more  than  6%,  from 
about  4%  in  the  second  quar- 
ter. That  says  that  inventories  ^  p^,^^,^  ^.^^^  ^.q,  , 
last  quarter  were  reduced  by  -thiro  quarter  estimate 

^  ,  DATA  LABOR  dept.  BUSINESS  WEEK 

stronger  demand,  not  by  pro- 
duction cuts.  It  means  that  a  better  inventory  balance 
and  persistent  demand  pave  the  way  for  further  gains 
in  output  and  jobs  in  the  fourth  quarter. 

THE  LATEST  SLOWDOWN  NOISES  came  from  the 
September  employment  report.  Companies  added 
215,000  workers  to  their  payrolls  last  month,  after  an 
increase  of  40,000  in  August.  However,  because  the 
strike  at  United  Parcel  Service  Inc.  lopped  185,000 
workers  off  of  August  rosters — and  boosted  September 
pajTolls  by  that  much— last  month's  increase  fell  more 
than  100,000  workers  short  of  economists'  expectations. 
The  two-month  gain  was  the  smallest  since  early  1996. 

However,  Greenspan  said  that  job  growth  in  Au- 
gust and  September  did  not  slow  enough  to  suggest  a 
closing  of  the  gap  between  the  demand  and  supply  of 
labor.  Indeed,  quaiterly  averages,  which  smooth  out  the 
monthly  blips,  show  job  growth  of  213,000  per  month 
last  quarter,  including  a  big  jump  in  July.  That  pace  is 
below  the  237,000  average  in  the  second  quarter  and 
228,000  in  the  first,  but  not  by  much,  and  it's  about  the 
same  as  the  monthly  cHp  during  1996.  Private-sector 
payi'olls  slowed,  but  not  dramatically. 

In  fact,  if  jobs  continue  to  gi'ow  at  theii"  third-quarter 
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pace,  the  unemployment  rate,  at  4.9%  in  September, 
will  fall  even  fmther.  Consistent  anecdotal  evidence, 
along  with  the  ongoing  downtrend  in  new  claims  for 
jobless  benefits  thi'ough  Septembei',  suggests  that  labor 
markets  are  getting  tighter,  not  looser. 

THE  LABOR  MARKETS  DO  SHOW  a  developing  trend 
that  could  positively  affect  both  profits  and  inflation  dur- 
ing the  rest  of  the  year:  Productivity  growth  continued 
to  accelerate  last  quarter  But  even  here,  Gi'eenspan  ar- 
gued that  the  pace  might  not  last  and  that  the  gains 
would  probably  do  little  to  correct  the  growing  imbal- 
ance between  labor  demand  and  supply. 

The  official  productivity  numbers  are  not  due  until 
November,  but  the  Labor  Dept.'s  data  thimigh  September 
show  that  hours  worked  in  the  nonfann  sector  i"ose  at  an 
annual  rate  of  1.1%.  If  real  gross  domestic  product  gi-ew 
3%  or  better,  as  expected,  groMh  in  output  per  horn- 
worked  appeal's  to  have  been  in  the  neighborhood  of  2%. 
That  increase  would  lift  producti\aty  gi-ow^th  over  the 
past  yeai'  also  to  2% — ^the  fastest  annual  pace  in  five 
years.  The  quarterly  gain  in  manufacturing  efficiency, 
perhaps  neai*  7%,  was  even  more  striking. 

However,  as  Greenspan  suggested,  it  still  is  not  clear 
if  this  year's  productivity  pickup  is  permanent  or  just 
cyclical,  the  result  of  the  economy's  rapid  GDP  growth.  In 
fact,  much  of  the  economy's  behavdor  tliis  yeai*  loote  Uke 
the  boom  phase  of  a  mini-business  cycle:  a  demand 
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SERVICES  LEADTH 
PICKUP  IN  PAY 


surge  led  by  consumer  spending  on  big-ticket  duibl^' 
goods  and  housing,  a  speedup  in  capital  spending  oitrai 
ditional  machinery  and  structures,  and  an  inveiory, 
buildup.  There  is  a  good  chance  that  this  cyij| 
strength  will  unwind  in  1998,  much  like  the  1995 
down  that  followed  a  robust  1994.  If  so,  this 
strong  productivity  growth  might  wand  dowm  wdtl' 

So  far,  wage  growth  has 
been  on  a  rising  trend,  buoy- 
ing consumers,  but  the  accel- 
eration has  been  generally 
manageable  for  companies, 
given  the  offset  fi'om  produc- 
tivity. Going  fomai'd,  however, 
semce  pay  is  the  ai'ea  to  keep 
an  eye  on  heading  into  1998 
(chart).  Services  are  not  sub- 
ject to  the  same  international 
price  pressures  as  goods,  and 
amid  such  tight  job  markets,  new  service  emplc 
may  lack  the  skills  and  productivity  of  those  who 
hired  earlier. 

Fundamentally,  it  has  been  the  strong  job  ma 
that  has  fueled  this  year's  consumer-led  surge  ir| 
mand.  And  until  the  labor  markets  begin  to  loci 
demand  is  unlikely  to  lose  much  momentum  for  loi 
and  neither  is  the  economy.  That  outlook  is  a  key! 
son  why  Greenspan  is  starting  to  sound  cautious. 


BRAZIL 


NO  BOMBSHELLS  ON  THE  RADAR 


Currency  chaos  in  Southeast 
Asia  is  focusing  international 
attention  on  the  Brazilian  real. 
But  despite  jitters  about  a  forced 
devaluation  amid  a  ballooning 
trade  deficit,  the  real  looks  safe. 

A  firm  real  is  the 
linchpin  of  President 
Fernando  Henrique 
Cardoso's  economic 
stabilization  plan, 
which  has  tamed  infla- 
tion, giving  both  Car- 
doso and  his  program 
broad  popular  support. 
Inflation  was  4.(5% 
through  September, 
and  it  should  end  1997 
below  5%.  With  presidential  elec- 
tions due  in  1998,  Cardoso  seems 
a  shoo-in  if  i  he  economy  holds  to- 
gether, especially  given  the  lack  of 
unity  among  opi)osition  parties. 
The  flv  in  the  ointment  is  the 


IMPORT  GROWTH  SLOWS 
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trade  gap,  which  has  worsened 
due  to  the  strong  real.  The  deficit 
M-ill  widen  ftirther  for  seasonal 
reasons,  but  adjusted  for  them, 
exports  have  picked  up  and  im- 
ports are  slowing  (chait).  The  un- 
adjusted Sejitember 
gap  widened  sharply 
to  $1.28  bilhon,  as 
soybean  exports  post- 
ed a  seasonal  drop. 
Impoits  siu'ged  23% 
fi-om  a  year  ago,  but 
with  the  economy  set 
to  slow  down,  imports 
should  cool  off. 

Growth  will  slow 
because  of  high  inter- 
est rates,  a  key  prop  under  the 
real.  The  central  bank  is  commit- 
ted to  tighten  as  needed,  while 
fiscal  reform  crawls  along.  Tight 
money  also  will  offset  any  fiscal 
excesses  that  may  emerge  prior 


to  the  elections.  The  economy  j 
gi'ew  5%  in  the  second  quarter,  |  ^ 
but  the  second-half  pace  is  slowC^. 
ing.  Retail  sales  in  Sao  Paulo 
have  weakened  amid  a  slowdow 
in  jobs  and  incomes.  Growi:h  in 
1997  is  expected  at  about  3.5%. 

The  broader  current  account 
deficit,  w^hich  includes  investmei 
income,  is  large  but  manageable 
It  i-uns  at  4.3%i  of  gdp  in  the  ye 
ended  Aug.  31,  and  it  is  headed 
toward  5%  in  1998,  a  level  that 
ten  raises  fears  of  a  devaluation 
However,  foreign  direct  invest- 
ment through  August  totaled 
$10.2  billion,  already  greater  thi 
1996's  $9.9  billion.  Privatization 
receipts  will  add  to  foreign-capil 
flows,  and  foreign-exchange  re- 
serves in  August  totaled  a  recoi 
$62.3  billion.  But  in  the  long  rur 
only  continued  fiscal  reform  can 
assui-e  the  real's  health. 


GET  INTO 

CLUB  MED 


Ameritrade  announces  the  lowest 
commissions— any  way  you  trade  it. 


$Q'on-line  $1  ^  touch-tone  $|Q 
O  trades  phone  trades  |0 


Commissions  are  flat  rate.  No  limit  on  shares  traded. 


broker-assisted 
trades 


W 


hether  you're  looking  to  buy  100  shares 
of  Club  Mediterranee,  S.A.,  or  1,000,  with 
Ameritrade  the  commission  for  an  on-line  trade  is 
always  the  same.  $8  flat. 

If  you're  already  trading  with  a  deep  discount 
broker,  there's  no  smarter  way  to  go  than  Ameritrade. 
Because  we  offer  the  lowest  commissions,  not  just 
on-line,  but  all  across  the  board.  Touch-tone  trades 


are  only  $12,  while  broker-assisted  trades  are  only  $18. 
That's  bound  to  send  some  other  deep  discount 
brokers  packing. 

Bringing  together  the  experience  of  Ceres  Securities, 
Aufhauser  and  e-Broker,  the  creation  of  Ameritrade 
is  very  good  news  for  you  and  your  bottom-line. 

After  all,  you're  too  smart  to  spend  any  more  on 

commissions  than  you  have  to.  You  just  need  to  know 

where  to  go.  With  Ameritrade,  anyway  you  trade  it, 

we  can  save  you  money.  Which  is  one  package  deal 

I  you  won't  want  to  pass  up. 

\    ■  ✓ 

■HH  WMi 

/\  Ameritrode 

SMARTEST  WAY  TO  TRADE.  PERIOD. 


Call  Ameritrade  now,  and  your  first  5  trades  are  commission-free!  Call  1-800-728-8640: 
Orvlsltourweb5lteatwww.ameritrade.com 


Member  NASD/SIPC  •  $2,000  minimum  equity  required  to  open  your  account  •  Limit  orders  are  an  additional  $5.00  •  SIPC  account  protection  is  $500,000  with 
$100,000  for  cash  claims.  $10  million  additional  account  protection  provided  •  Copyright  1997.  Ameritrade,  Inc.  •  Club  Med  and  Club  Mediterranee,  S,A.  are  registered 
trademarks  of  Club  Med  Sales,  Inc. 
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SOFTWARE 


BEHIND  THE  BRAWL 
OVER  JAVA 

Did  Sun's  McNealy  sue  Microsoft  out  of  pique  or  principk? 


Perhaps  the  best  sign  that  Sun  Mi- 
crosystems Inc.'s  Java  software 
really  had  the  makings  of  some- 
thing big  was  the  grudging  en- 
dorsement that  Microsoft  Corp.  gave 
the  new  technology  in  December,  1995. 
On  the  eve  of  a  big  marketing  event 
designed  to  convince 
customers,  ana- 
lysts, and  software 
developers  that 
Microsoft  was  really  a 
player  on  the  Inter- 
net, Microsoft  hastily 
hammered  out  the  out 
lines  of  a  licensing 
agreement  with  Sun  to 
use  Java  technology  to  cre- 
ate progi'ams  to  run  across 
the  Net.  It  seemed  like  an 
credible  concession  from 
Microsoft — usually  the 
company  dictating  stan- 
dards— to  acknowledge 
Sun's  leadership. 

Microsoft  may  have  need- 
ed Sun's  technology  then  to 
prove  its  bona  fides  in  the 
emerging  world  of  Intemet  soft- 
ware. But  not  any  longer.  In  the 
past  two  years,  the  company  has 
made  a  huge  push  into  cybersoftware. 
Its  Web  browser,  Intemet  Explorer,  has 
36%  of  the  market,  up  from  4%  two 
years  ago.  And,  at  the  introduction  of 
the   latest   version,    IE  4.0   in  late 
September,  Chairman  William  H.  Gates 
III  boasted  that  the  company  would 
soon  grab  50%  of  the  browser  mar- 
ket   and    supplant  market 
leader  Netscape  Com 
munications  Coip. 
Analysts  say 
it's  doable, 
since  Explorer 
will  be  built 
into  a  new  ver- 
sion of  Windows 


that  will  ship  vdth  new  Pes  next  year. 

With  the  battle  with  Netscape  pro- 
ceeding nicely,  Microsoft  has  turned  its 
attention  to  Sun — and  a  more  important 
fight.  The  two  companies  have  been 
wrangling  privately  for  the  past  several 
months  over  how  Microsoft  will  use 
Sun's  Java  technology.  Sun,  which  has 
built  a  massive  following  for  the  new 
progi-amming  language,  is  determined 
to  make  Microsoft  conform  to  its  Java 


standard — and  not  make  it  simplyi' 
other  part  of  the  Windows  software; 
pir-e.  Aftei-  negotiations  broke  dowTi,m: 
took  the  battle  public  on  Oct.  7  wi  a 
breach- of-contract  suit  filed  in  femi 
comt  in  San  Jose,  Calif.  Sim  is  chaiaiu 
that  the  way  Java  is  used  in  IE  4.0i( 
lates  tei-ms  of  theii-  licensing  agreennt. 

The  technical  issues  behind  theuit 
may  be  arcane,  but  the  conflict  betxjen 
Sun  and  Microsoft  could  have  profcjii.i 
importance.  Java,  accrd- 
ing  to  Sun  anddts 
many  supporters  is 
the   technology  lai 
can  make  all  sort  of 
computers  work  ;o- 
gether  easily  acroj  a 
network — and  var,h 
reduce  the  importace 
of  conventional  cm- 
puter  operating  's- 
tems  such  as  Wind^vs. 
Java  progi-ams  canun 
on  any  device  that  jm- 
tains  a  bit  of  (lie 
called  a  Java  Virjal 
Machine.  Virtual  a- 
chines  are  now  emM- 
ded  in  80  million  ^eh 
browsers.  And  bec;si; 
none  of  them  havdo 
rely  on  Windows  to  an 
the  progi'ams  theyiet 
over  the  Net,  the  E- 
crosoft  operating  :rs- 
tem's  pivotal  role  idi- 


PfirFEF  QTAIMQ-  microsoft  • 

UUrrCC  O  IIIIIIO.  without  the  official  Sun  seal  of 

WHAT'S  REALLY  AT  approval,  Microsoft  risks  losing  sn 
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;hed — and  the  softwai-e  giant's  lever- 
s  reduced. 

;  a  result,  Java  is  fast  emerging  as 
ii-st  new  softwai-e  "platform"  since 
lows — a  foundation  on  which  soft- 
'  developers  and  companies  build 
application  pi-ogTams.  Ab-eady,  hun- 
5  of  corporations,  from  Federal  Ex- 
;  and  FTD  to  Banco  do  Brasil  and 
.ish  Telecom,  are  using  Java.  One 
liar  approach  is  to  use  Java  pro- 
is  to  pave  over  vexing  differences 
ig  theii'  myiiad  computers.  Analysts 
jn  that  Java,  which  has  the  backing 
m,  Oracle,  Netscape,  and  some 
)00  progi'ammers  at  software  com- 
3S  and  in  corporations,  is  perhaps 
)nly  remaining  technology  that  can 
enge  Microsoft's  dominance. 
WLUTELY  FROZEN.  Little  wondei"  that 
is  playing  hardball.  But  in  suing 
osoft,  the  company  takes  on  tremen- 
risks.  The  legal  battle  could  take 
:hs — or  years — 1< :  resolve.  And  that 
1  slow  Java's  momentum.  Corpora- 
;  and  software  develoi:)ers  want  to 
.ire  that  they're  writing  to  a  single 
lard — so  they  won't  have  to  rewrite 
rams  later.  Until  the  out- 
i  of  the  Sun-Mi- 
)ft  battle  is  clear, 
may  just  hold  off 
ing  Java  pro- 
is.  "It  absolutely 
;es  us  fi'om  doing 
hing  with  Java 
this  is  resolved," 
Robert  J.  Hogan, 
information-ser- 
!  manager  at  ath- 
weai"  manufactiu- 
Russell  Corp., 
!h    is  adopting 

1  essence.  Sun 
Microsoft  has  de- 
inated  Java — and 
ed  a  Mickey  in  it 
oot,  all  in  an  ef- 

to  tweak  the 
dard  and  make 
,  Microsoft's  own 
/.  Sun  claims  Mi- 
oft  left  out  two 

technologies  to 


help  Java  run  any- 
where— and  secretly  in- 
serted other  software  so 
programs  written  with 
its  version  run  slowly  or 
not  at  all  on  anything 
but  computers  using  Mi- 
crosoft's Windows  soft- 
ware. 

Sun  wants  Microsoft 
to  fix  the  software  or 
cjuit  using  the  Java 
trademark — or  it  may 
yank  Microsoft's  light  to 
use  Java  altogether. 
"They're  I'eally  showing 
their  stripes  here,"  says 
Sun  Chief  Executive 
Scott  G.  McNealy.  "Of 
the  117  Java  Hcensees, 
we've  got  one  that  doesn't  want  to  play." 

Nonsense,  replies  Cornelius  Willis,  Mi- 
ci'osoft's  dii'ector  of  platform  marketing. 
There's  no  secret  code,  he  says — Mi- 
crosoft is  just  trying  to  make  Java, 
which  Sun  concedes  is  still  a  work  in 
pi'ogi'ess,  iim  better  on  Windows.  Mean- 
while, Microsoft  will  distribute  as  many 


Some  programs 
in  Microsoft's 
version  of  Java 
will  run  slowly 
or  not  at  all  on 
non-Windows 
machines,  Sun 
claims 


copies  of  IE  4.0  as  its 
servers  can  spit  out — 
flooding  cyberspace  with 
what  Microsoft  brags  is 
the  best  Java  around. 
"We  could  be  the  sub- 
ject of  60  lawsuits  and 
it  wouldn't  impede  our 
ability  to  ship  products 
and  sell  products,"  says 
Willis. 

The  suit  also  exposes 
Sun  to  ciiticism  from 
companies  that  want  the 
company  that  invented 
Java  to  make  the  tech- 
nology more  of  an 
"open"  industry  stan- 
dard and  less  of  a  pro- 
prietary technology — 
similar  to  Windows  itself.  "Scott  has 
personally  talked  his  way  into  a  huge 
corner  on  this  one,"  says  Nick  Earle, 
worldwide  Marketing  Manager  at 
Hewlett-Packard  Co.'s  Enterprise  Sys- 
tems Group. 

For  Mici'osoft,  defying  the  Java  band- 
wagon carries  its  own  risk.  Some  cus- 
tomers say  they'll  be 
less  inclined  to 
use  Microsoft's 
Internet  software  if  it's  not 
fully  compliant  with 
Java.  Alan  Bai-atz,  pres- 
ident of  JavaSoft.  Sun's  Java  division, 
says  Sun  felt  obligated  to  take  action 
to  back  its  pledge  to  IIG  other  Java  li- 
censees that  it  would  maintain 
Java's  "write-once,  mn-any- 
where"  promise.  Sun  says 
six  months"  worth  of  efforts 
to  woi'k  out  differences 
with  Microsoft  failed  on 
Sept.  28.  Microsoft  says  Sun 
is  trying  to  impose  require- 
ments that  weren't  in  the  origi- 
nal contract — details  of  wMch  nei- 
ther side  will  reveal. 
Still,  if  Microsoft's  intent  is  to  de- 
rail Java's  progi'ess,  it  may  be  too  late. 
Indeed,  Sun  doesn't  actually  need  Mi- 
crosoft in  its  comei-  to  keep  Java  perco- 
lating. But  while  the  matter  sits  in  legal 
limbo,  that's  small  consolation  to  cus- 
tomers. "We  just  want  everyone  to  get 
along,"  sighs  Reno  Marioni,  director  of 
product  marketing  for  Info- 
scape  Inc.,  a  San  Fran- 
cisco Java  software 
maker.    In  the 
Java  wars,  that's 
I     wishftil  thinking. 
Bi/  Robed  D. 
Hof    and  Steve 
Hai>nii.  with  Peter 
Burroivs.  i)i  San  Mateo 


FOR  SUN 

could  slow  momentum  for 
corporations  and  software 
ers  reassess  whose  approach 


FOR  CUSTOMERS 

Customers  and  software  developers  may 
feel  they  have  to  take  sides  or  suffer  the 
extra  cost  of  creating  software  that  works 
with  both  Java  versions  -  • 
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COMIVIUNICATIONS 

THE 

AXMAN 

COMETH? 

WorldCom's  pattern: 
Shopping,  then  chopping 

It  was  the  biggest  deal  Bernard  J. 
Ebbers  had  ever  done.  Back  in  1992, 
LDDs  Communications  Inc. — as 
WorldCom  Inc.  was  then  known — ac- 
quired the  slightly  larger  Advanced 
Telecommunications  Corp.  to  create  a 
$700  million  company.  Ebbers  wasn't 
daunted  by  the  prospect  of  buying  a 
bigger  company.  After  all,  he  had  a  foi'- 
mula  that  had  already  paid  off  in  a  se- 
ries of  smaller  deals:  Choose  your  tar- 
get, snap  it  up,  take  big  cost  cuts  to 
preserve  operating  earnings  and  keep 
your  stock  price  up — and  get  ready  for 
the  next  deal. 

It  sure  worked.  Ebbers  slashed  sales, 
general,  and  administrative  (sci-A)  ex- 
penses to  17%  of  sales  fi-om  24%,  elimi- 
nating costly  executive  perks  and  any- 
thing else  that  might  drag  down  profit 
margins.  "Bernie's  not  a  big  believer  in 
entertaining  big  customers  or  spending 
a  lot  on  advertising,"  says  Norman 


Klugman,  Advanced  Tele-  HANDS-ON  MANAGER 

com's  former  chief  operat-   

ing  officer  and  coo  for  six  Ebbers  says  he  has 

months  after  the  merger  no  plans  for  lots  of 
with   LDDS.     Practically  ' 
every  area  got  cut."      ■  layoffs  at  MCI-yet 

Can  the  Ebbers  formula 
work  if  he  succeeds  in  his  $30  billion 
bid  for  MCI  Communications  Inc.?  He 
has  little  choice  but  to  try — he  can't  af- 
ford to  let  Mci's  higher  costs  drag  down 
his  earnings  and  devalue  his  stock. 
WorldCom  shares,  which  have  risen  50% 
annually  for  the  past  10  years,  are  the 
powerful  currency  that  fuels  the  cur- 
rent dealmaking  boom — in  telecom  and 
elsewhere  (see  page  132).  "It's  a  great 


stock  to  own.  It's  n:  a 
gi'eat  place  to  work,"  iy.e 
one  former  WorldCoraaii- 
ployee,  who  recalls  tlit  a 
few  years  ago,  Ebberswas 
so  focused  on  costs  lat 
he  reviewed  expenditre.= 
even  for  personal  stationery. 

But  cutting  too  deeply  at  MCi  cflld 
backfire.  Unlike  the  other  compaf.« 
that  make  up  WorldCom,  which  sn - 
mainly  business  customers,  MCi  hs  a 
big  consumer  business,  which  reqilfes 
costly  marketing  and  advertising.  Ici- 
ness  customers  have  swarmec  U; 
WorldCom  because  it  passes  on  itspst 
cuts  in  prices  that  are  lower  thaijits 


WHY  ALL  THE  ACTION  IS  IN  JACKSON 


Bf-rnie  Ebbers  stands  with  about 
200  WorldCom  Inc.  workers  in  the 
middle  of  the  parking  lot  of 
Frank's  Restaurant  in  downtown  Jack- 
son, Miss.,  on  the  afternoon  of  Oct.  6. 
It's  89  degrees,  the  sun  is  blazing,  and 
some  of  the  men  are  sweating  through 
their  short-sleeved  sport  shirts. 

Ebbers,  the  WorldCom  chief  execu- 
tive who  made  headlines  on  Oct.  1  with 
a  $30  billion  bid  for  mci  Communica- 
tions Coip.,  congTatulates  WorldCom's 
employees  on  their  hard  work  and 
urges  them  to  keep  it  up.  He  also  offers 
reassurance:  WorldCom  won't  leave 
Mississippi,  no  matter  what.  "We  have 
locations  across  the  nation,"  he  says  lat- 
er. "But  I've  never  really  wanted  to 
move  elsewhere." 


MISSISSIPPI 
RIVER 


But  why  not?  The  metro  Jackson 
area,  with  just  over  400,000  people, 
hardly  seems  Hke  a  mecca  for  telecom 
innovation.  There's  no  Cyber 
Cafe,  no  CompusA.  Jackson's 
shady  dowTitown  is  dotted 
with  1800s-era  buildings 
that  mainly  house  govern- 
ment workers.  Folks  dine 
on  fried  catfish  at  the 
Elite  Restaurant.  Down- 
town is  empty  by  6  p.m. 

Yet  the  Jackson  area 
is  full  of  telecom  compa- 
nies. In  the  1970s,  the 
only  two  national  paging 
companies  in  the  countiy 
started  in  Jackson.  In  1995, 
SkvTel,  a  subsidiary  of  Jack 


MISSISSIPPI 


son-based  Mobile  Telecommu 
Technologies  Corp.,  or  Mtel,  1 
the  first  national  two-way  pa 
tern.  Wireless  One  Inc. 
i      900-ei'nployee  headqua 
/  1       Jackson  last  October. 
:        telecom  employs  more 
6,300  people  in  Jackso 
the  workforce. 

Mississippi,  a  state 
ed  by  low-wage  agn 
jobs  and  food  proces 
courts  telecom  com 
with  incentives  lik 
credits.  But  for  ma 
com  execs,  low  labcji 
and  sentiment  are  r| 
enough  to  stay.  "Thia 
where  I  was  raised,"  si 


)etitors.  Cincom  Systems  Inc.,  a 
innati-based  software  company, 
^hed  its  U.  S.  long-distance  busi- 
to  \\brklCom  ft-om  MCI  earlier  this 
•'because  the\'  came  in  20*^  lower," 
William  Dyer,  dii-ector  of  informa- 
systems  and  technology  services, 
iimers,  on  the  other  hand, 
to  be  wooed  and  re-wooed 
ng-distance  companies  one- 
ach  other  with  new  service 
;  and  discount  plans. 
E  AWAKENING."  Certainly 
offers  a  juicy  target  for  a 
cutter.  In  1996,  the  compa- 
SGiA  costs  totaled  $5  billion 


possible — within  his  usual  cost  para- 
meters. "You  can't  run  a  consumer 
long-distance  business  with  18%  sg&.a," 
says  an  exec  close  to  Ebbers.  Indeed, 
shortly  after  the  MCi  bid  was  an- 
nounced, John  W.  Sidgmore,  World- 
Com's chief  operating  officer,  suggested 


THE  EBBERS  FORMULA... 

CUT  COSTS  particularly  overhead.  Typical  target  for 
sales,  general,  and  administrative  expenses  is 
18%  of  sales. 

TAKE  OVER  MANAGEMENT  Many  top  executives  at 
companies  Ebbers  acquires  leave  when  the  deals 


of  its  $18.5  billion  in    _close_ or  shortly  thereafter.   er  joined.  "He's  going  to  have  to 


customers  comphiin  of  poor  sei'vice,  pai'- 
ticularly  in  some  high-speed  data  net- 
works. Gartner  Group  Inc.,  a  markfit- 
reseai-ch  flmi,  is  adnsing  clients  to  delay 
signing  contracts  with  MCi  until  they 
learn  whether  ^\'orldCom  would  invest 
in  the  support  they  would  want. 

Ebbers  may  also  have  to  pay 
to  keep  MCI  e.xecutives.  Often, 
executives  at  companies  Ebbers 
acquires  never  join  WorldCom — 
or  leave  fast.  For  example,  the 
CEOs  of  WilTel  and  mfs  Commu- 
nications Co.  are  no  longer  at 
WorldCom,  and  the  CEO  of 
iMetromedia  Communications  nev- 


.  That's  in  line  \\ath  over- 
at  Sprint  and  at&t.  But 
>rs  has  been  requiring  sc.&.a 
iighly  18%  of  sales  in  recent 
s.  "He  always  has  in  his 
I  certain  targets,"  says 
ard  Finkelstein,  former  pres- 
;  of  Metromedia  Communi- 
ns,  which  merged  with 
;rs'  company  in  1993. 
reach  Ebbers'  usual  target 
s,  MCI  would  need  to  cut 
by  at  least  $1.5  billion.  "For 
)ud  company  hke  MCi.  I  sus- 
it's  going  to  be  a  rude  awak- 
l"  says  one  person  familiar 
Ebbers'  management.  Like- 
eas  for  cuts  are  advertising,  com- 
cations,  legal,  and  other  headquar- 
fimctions.  Ebbers  says  he  does  not 
major  layoffs.  Instead,  he  says,  he 
s  to  increase  sales  to  offset  over- 
costs. 

3W  far  will  Ebbers  go  at  mci? 
ling  the  advertising  needed  to  at- 
,  consumers  is  difficult — if  not  im- 


try  to  retain  more  of  the  mci  ex- 
ecs." says  Gregory  LeVert,  a  for- 
mer top  executive  at  both  World- 
Com and  MCI. 

Tlie  WorldCom  CEO  has  ah-eady 
broken  his  own  rules  once.  Last 
year,  as  part  of  WorldCom's  ac- 
quisition of  MFS  Communications, 
Ebbers  also  got  ccxet  Technolo- 
gies Inc..  the  No.  1  Internet  ser- 
vice provider.  At  first  Ebbers  did 
not  want  I'UXET — but  he  later  re- 
alized its  potential  and  restrained 
sigmficant  positions.   f^.^,^  But  itxet  is 

MCI  EXECUTIVES  are  used  to  a  team  culture  and 
may  chafe  under  Ebbers'  micromanaging  of  costs 


MOTIVATE  EMPLOYEES  with  stock  options  to  keep 
them  focused  on  increasing  shareholder  value. 

...AND  THE  HURDLES  IT  COULD  FACE  AT  MCI 

CONSUMER  LONG-DISTANCE  OVERHEAD  tends  to  be 
much  higher  than  Ebbers'  target,  thanks  to  high 
advertising  and  marketing  costs.  Overhead  of 
25%  to  30%  of  sales  is  common. 

EBBERS  NEEDS  to  retain  key  MCI  executives  for 
their  marketing  and  brand  expertise — but  many 
may  not  want  to  stay  if  they  are  given  less 


in  an  interview  with  The  \Vasl)i)igto)i 
Post  that  WorldCom  may  exit  the  con- 
sumer long-distance  business.  But  the 
company  later  said  it  has  no  plans  to 
abandon  consumers. 

WorldCom  may  be  ready  to  modify 
its  model  a  bit.  Even  without  mci,  ana- 
lysts say  the  company  needs  to  put 
more  into  network  reliabilitv.  Thev  sav 


the  exception. 

Ebbers  has  set  high  expecta- 
tions for  a  combination  with  mci. 
He  predicts  that  the  two  companies 
could  save  .S2.5  billion  in  opei-ating  and 
capital  spending  costs  in  1999,  rising  to 
•So  bilUon  in  2002.  Most  of  that  will  come 
from  reduced  operating  and  capital 
spending  costs.  That  would  be  good — 
because  this  time,  Ebbers  may  have  to 
give  his  budget  ax  a  rest. 

Bi/  Peter  Elstwrn  i)i  AV/r  York 


LITE:  Fried  catfish  and  tiro-ivay  pagers 


r,  foimder  of  S350  million  Mtel, 
ploys  about  1,000  workers  in 
ind  about  2,400  worldwide.  "I 
someone  fi-om  .Jackson." 


Ben  Kern,  owner  of 
a  225-employee  paging 
sales  and  service  com- 
pany called  XATCOM 
Inc.,  moved  to  Jackson 
to  work  for  Palmer 
but  now  says  he'll  stay 
for  good.  "I'm  fi'om 
the  [Mississippi]  Delta 
originally."  he  says. 
"^\^len  I  came  back,  I 
knew  I'd  never  leave 
again." 

SOME  BUMPS.  Worki- 
Com's  Ebbers  devel- 
oped his  affinity  for 
the  state  when  he  at- 
tended Mississippi  Col- 
lege in  Clinton,  on  the 
western  border  of  Jackson.  Ebbers,  who 
came  to  the  Chiistian  college  on  a  bas- 
ketball scholarship,  says  Ms  life  changed 
wiien  he  sot  rehaion  there.  He  is  now  a 


tinstee,  and  everybody  in  Clinton  fig- 
ui'es  he  is  the  anonymous  donor  wiio  re- 
cently gave  the  college  .$25  million. 

Ebbers  isn't  always  a  local  hero.  Fu- 
rious about  city  delays  in  approving  an 
expansion  program  for  WorldCom's 
headquarters  last  year,  he  announced 
plans  to  leave  town.  WorldCom  is  now- 
building  its  new  headquarters  across 
the  road  fi'om  Mississippi  College. 

Still,  for  the  most  part,  high  tech 
and  low  mix  seamlessly  in  Jackson. 
W.  L.  "Frank"  Latham,  owner  of 
Frank's  Restaurant,  says  Ebbers  some- 
times comes  in  for  his  Southern  fried 
plate  lunches.  He  says  seeing  Ebbers 
on  the  national  news  makes  him  proud. 
"It  shows  everyone  that  we're  not  just 
nickel  and  dime  stuff  down  here," 
Latham  says.  "We're  real  wheelers  and 
dealers."  That's  right:  Dialing  for  dol- 
lars in  the  Deep  South. 

By  Dee  Gill  in  Jackson,  Miss. 


COMMENTARY 


II 


Bv  Paula  Dw\-er 


DONORGATE  ISN'T  WATERGATE-YET 


F 


rd  Thompsci.  has  bee:L  there 
rfore.  A5  a  31-year-old  SerdSte 
Waiergate  Commiiiee  law^rer  in 
1973.  his  q-jiesiions  10  White  House 
aide  AleMarider  Buiierfeld  liTiCOv- 
ered  ihe  esdstence  of  ihe  imamous 
XixoE  tapes.  Sovr.  as  chairmaE  of 
ihe  Senate  panel  investigatirdg  '96 
election  fond-raising  abuse's,  the 
TenTiessee  Republican  is  learning 
belatedly  that  as  many  as  2'X>  vide<>- 
laxfts  of  Wfiite  House  nind-raisers 
have  been  gathering  dust  in  a  vrare- 
hoiise.  Asked  if  President  Ciinion 
lied  vrhen  he  denied  knowing  about 
the  tap-es.  Thompson  deadpanned:  "I 
don't  kno«"  what  the  I*resident 
knew  and  when  he  knew  it." 

^Ith  its  tmprecedented  abiise~  of 
Executive  branch  c-jwer  and  the  res- 
ignation in  disgrace  of  a  sitting  Pres- 
ident. Watergate  stands  aiO'ne  in  the 
annals  of  Washaington  p-ohtical  scari- 
daL  But  with  the  startling  apn^ar- 
asee  of  vide<:<tar»es — even  one  with 
an  audio  gap  sir.c-e  restore^i* — the 
Donorgate  s-^andal  is  h>eginn!ing  to 
take  on  sc-nte  e^rfe  p^arallels  to  the 
Watergate  mess. 

HYPER-TtCHNfCAL  Trae.  there's  no 

T:\-r:::--        r. :  break-in.  no  dirty 
tricks,  and  no  allegations  that  yet  re- 
call the  brc-ad  abuses  cv-mmitteid  bv 


Nixcn  i:  Co.  ^  nat's  m<jre.  former 
XNnit-c  H:^use  Deputy  Chief  of  Stan 
Harold  M.  Ic-kes.  who  testified  on 
Oct.  7  and  S.  proved  to  he  no  Johjt 
Dean  willing  to  hand  over  his  fe-ss. 
Quite  the  opp-osite. 

And  noK-dy  in  Donorgate  yet  nts 
the  rc-le  of  loyal  Presidential  hench- 
man the  way  -Jorm  Mitchell  did. 
Mitchell.  Nixon's  Attorney  'jeneral, 
resigT;ed  to  run  the  Co^mmittee  to 
Reelect  the  President   :?.=:£?  .  But 
Attorney  'General  -Janet  Reno  msay 
be  the  next  best  thing.  She  has  re- 
mse<i  to  turn  over  her  depart- 


ment s  mve 
dem  courasi 


to  an  mdep^en- 
ough  her  own 


taSi!i  tcrce  ^^reni;  unat>ie 
ask  Wtote  House  omdals 
the  tough  questions.  Case 
in  p«C'int:  The  tasi  forc-e 
learned  of  two  major  disclo- 
sures, including  the  exisienc-e 
of  the  videotapes,  frrjm  news 
stories. 

Indeed.  Reno's  Justice 
Dept.  investigators  seem 
determined  to  avoid  the 
big  issues,  such  as  trjin 
to  discover  whether  th- 
White  House  t . 
wholesale  evas:  ; 
the  election  laws. 
Rather,  they  have  ffj- 
c-used  on  such  h^T-er- 
technic-ai  questions  as 
whether  fiiBd-raising 
phone  calls  the  Presi- 
dent and  \lce-Presiden: 
made  violated  a  19th  cen- 
tury law  designed  to  protect 
civil  servants  ^lom  shake- 
dovTTis  by  their  elected  bosses. 
Meanwhile,  there's  growing  ev- 
idenc-e  that  should  pron:r- 
to  I'X'k  into  whether  Ck:.:  . 
raised  foreign  money  ana  s:  .^ 
accTess  and  pttKrr  favors. 

The  newly  unc-iovered  tapes 
may  prove  something  Thompsc>: 
aides  h^ve  suspected.  They  fig- 
ured that  Indonesian  landscape 
ajx-Mtect  Arief  'V^lriadinata. 
who  along  with  hiis  wife 
gave  the  DXC  §4o(}<MXk  got 
the  money  m<m  his  la- 
ther-in-law.  a  founder  of 
Indonesia's  Lippo  Group, 
which  is  pan-owned  by 
the  Chiinese  government. 
Sure  enough,  on  the  tatie 
nata  says  to  the 
Riady  sent  me." 
longer  a  U 
fore  can' 


;t  SIX 


NO  JOHN  DEAN: 


fiercely  loya' 


May  1.  1996.  O, 

fee.  after  wr. " 
sve  guests 
apiece. 
*  On  O  r  " 
Thomp  - 

to  "stet  _^  ;  ..T 
take  responsibiliiy" 
ror  a  sp>e::  - 
"Surelv  r. 


Wiriadi- 
President:  "James 
Riady.  who  is  no 
resident  and  there- 
legally  donate  money,  is 
the  s-jn  of  Lippo  Chairman  M-i-chtar 
Riadv. 


MILD  BUNCH 


The  Watergate-like  \ideotape 
episode  shows  Reno's  task  force  isn't  able  to 
ask  the  hard  questions.  Someone  else  has  to 


In  tl:.  -  .   ;  .  : 

m<jre  tisais  tecnmcai  eie:  : 
abuses  to  ever  give  th:=  - 
tergate's  weight.  B: 
when  the  Watergate 
that  revelations  of  wnon^ 
some  Xison  lojralists  ben:  . 
tion  might  lead  to  the  President's 
downfalL  For  history  sr:  ' 
CMr.ton.  that  hias  got  to 


Senior  Com^ponderd  Ihruer  fol- 
kjics  the  campaign-finance  scandai 
from  Washmgton. 


KPLACE 

lEATSHOP 
LICE 

ness  backs  an  initiative 
iobal  working  conditions 

ti  the  same  approach  that  busi- 
esses  have  taken  to  ensui'e  world- 
ide  manufacturing  quality  stan- 
be  used  to  improve  quality  of  life 
orkers  around  the  globe?  That's 
■n  of  a  new  initiative  by  the  Coun- 
Economic  Priorities  (CEP),  a  New 
pubhc  interest  group.  CEP  and  a 
of  influential  companies  has  come 
ith  a  scheme  called  Social  Ac- 
ibility  8000,  or  SA8000,  which  is 
led  to  piggyback  the  ISO9000 
y-auditing  system  of  the  Intema- 
Standards  Organization,  now  used 
countries. 

e  SA8000  push,  launched  on  Oct. 
elves  a  broad  spectrum  of  U.  S. 
ireign  companies,  including  Avon. 
1  Fisher,  Sainsbury,  Toys  'R'  Us, 
)tto  Versand  (which  owns  Eddie 
■),  plus  labor  and  human  rights 
s  and  accounting  fo-ms  KPMG-Peat 
ick  and  SGS-ics.  At  the  kickoff  at 
Products  Inc.'s  New  York  head- 
ers, the  gi'oup  approved  an  initial 
I  of  standards  (table).  Beginning 
^ear,  companies  can  apply  to  have 
^counting  fh-ms  certify  that  their 
ies  meet  those  benchmarks. 
?Y.  The  CEP  effort  represents  a 
tiai  breakthi'ough 
st  on  sweatshops, 
n  common  labor 
irds  for  the  global 
my  as  a  whole, 
ompanies  involved 
esponding  to  the 
;  outcry  against 
shops  in  the  U.S. 
broad.  They  hope 
andai-ds  will  reas- 

consumers  that 
?oods  they  buy 

made  by  exploit- 
srkers.  If  enough 
anies  sign  up,  it 
spur  improve- 
5  in  global  wages 
rorking  conditions 

effectively  than 
•nmental  trade 
.  "There  are  real 
ems  around  the 
i  with  child  labor, 
wages,  and  so 
says  Fitzroy  Hi- 
Avon's  dii"ector  of 
ier  development. 


The  new  program  could  spur  improvements 
more  effectively  than  government  trade  pacts 

MALAYSIANS  MAKING  CLOTHES  FOR  EDDIE  BAUER,  A  PLAN  BACKER 


PROPOSED  UBOR 


Under  labor  standards 
drawn  up  by  a  group 
of  companies  and  human 

rights  organizations, 
outside  monitors  would 
certify  if  plants  meet 
certain  requirements: 

■  Do  not  use  child  or 
forced  labor 

•  Provide  a  safe  working 
environment 

'  Respect  workers'  rights 
to  unionize 

•  Do  not  regularly  require 
more  than  48-hour 
work  weeks 

►  Pay  wages  sufficient  to 
meet  workers'  basic 
needs 

DATA,  COUNCIL  ON  ECONOMIC  PRIORITIES 


"We're  trying  to  come  up  with  stan- 
dards" to  deal  with  these  issues. 

As  with  ISO9000,  companies  that 
want  to  comply  with  the  cep  standards 
can  apply  for  certification  by  an  outside 
auditor  cep  has  set  up  an  agency  to 
accredit  the  auditors.  Most  are  likely 
to  be  accounting  firms,  which  see  a 
gi'eat  opportunity  for  new  business.  But 
CEP  also  will  approve  auditing  units  set 
up  by  unions  or  nonprofit  groups. 
By  eai"ly  next  yeai-,  the  system  should 
be  up  and  ninning,  says 
CEP  President  Alice 
Tepper  Marlin.  Compa- 
nies that  apply  won't 
have  to  meet  every 
standard  right  away. 
Instead,  each  factory 
will  set  a  timetable  to 
address  deficiencies  and 
document  progress  in 
fixing  them. 

Hilaire  says  that 
Avon  plans  to  certify 
its  19  factories  and  ask 
its  suppliers  to  do  like- 
wise. Toys  'R'  Us, 
which  controls  more 
than  a  fifth  of  the  U.  S. 
toy  market,  will  ask  its 
5,000  suppliers  to  get 
their  plants  certified, 
too.  Eventually,  "they 
will  have  to  be  certified 
to  sell  to  us,"  says  Tom 
DeLuca,  vice-president 
for  imports. 

The  effort  has  plenty 
of    skeptics.  Human 


rights  and  labor  gi-oups  worry  that  cep 
audits,  which  companies  will  pay  for, 
won't  require  real  change  in  sweatshops. 
"We're  concerned  that  cep's  monitoring 
process  will  be  used  as  a  cover  by  com- 
panies to  reassure  the  public  without 
doing  anything  different,"  says  Mark 
Levinson,  chief  economist  at  the  Union 
of  Needletrades,  Industrial  &  Textile 
Employees. 

CONSUMER  POWER.  Indeed,  his  union 
has  been  battling  over  the  issue  on  a 
task  force  on  apparel  sweatshops  that 
President  Chnton  appointed  in  1996. 
Last  April,  the  task  force  came  up  with 
a  code  of  conduct  similar  to  the  cep 
standards.  The  apparel  companies  on 
the  task  force  want  accounting  firms  to 
inspect  factories  to  make  sure  the  code 
is  followed.  But  the  human  rights  and 
labor  groups  insist  that  they  should 
have  access  to  all  factories,  too,  to  ver- 
ify that  workers  tell  auditors  the  ti-uth 
about  working  conditions,  cep's  plan 
won't  give  these  gi'oups  automatic  ac- 
cess, although  they  can  challenge  a  cer- 
tification. "If  this  stuff  isn't  public,  why 
should  consumers  believe  if?"  says  a 
human  rights  representative  on  the  ap- 
parel task  force. 

Can  the  cep  effort  succeed  where 
others  have  failed?  Its  standards  are 
similar  to  those  of  the  International  La- 
bor Organization,  which  governments 
have  failed  to  enforce  for  decades.  But 
CEP  figiu'es  it  has  a  better  enforcement 
mechanism:  a  market  of  millions  of  con- 
sumers who  will  insist  on  SA8000-ap- 
proved  products. 

Bij  Aaron  Bernstein  in  Washington 


COMIVIENTARY 

By  John  A.  Byrne 


FOR  A  SO-SO  GEO.  $95  MILLION  IN  GASH 


Mi 


lichael  Ovitz,  move  over.  You're 
jjust  a  piker  next  to  Ray  R. 
1  Irani,  chairman  and  chief  execu- 
tive of  Occidental  Petroleum  Corp. 

Irani  was  handed  a  shocking  .$95 
million  in  cash  on  Sept.  11 — about 
$20  million  more  than  Ovitz  got  in 
his  stock  and  cash  severance  package 
from  Walt  Disney  Co.  last  year.  Like 
Ovitz,  Irani's  employment  contract 
has  been  bought  out  by  the 
company.  Unlike  the  ex-Dis- 
ney prez,  however,  Irani  is- 
n't even  losing  his  job. 

In  fact,  the  board  handed 
the  62 -year-old  executive  a 
new  five-year  contract  on 
top  of  the  unprecedented 
payout.  The  deal — along 
with  a  $17  million  buyout 
for  President  Dale  R.  Lau- 
rance — will  result  in  an  af- 
tertax charge  of  16c  per 
share  in  the  third  quarter, 
bringing  earnings  per  share 
to  roughly  40?.  That's  deeply 
troubling  news  for  Occiden- 
tal investors,  whose  returns 
have  trailed  both  the  Stan- 
dard &  Poor's  500-stock  in- 
dex and  the  company's  in- 
dustry peers  in  the  past  five 
years.  Indeed,  over  the  past 
12  months.  Occidental's  total 
returns  are  15.5%,  vs.  43.9% 
for  its  oil-industry  peers  in 
the  s&p  index. 
WINNER  TAKE  ALL.  Big  pay- 
days f(jr  big'W'igs  are  hardly 
new  in  Corporate  America, 
even  when  an  executive  fails 
to  dehver  the  goods.  Besides 
the  Ovitz  payout,  which  pi-ompted  a 
shareholder  lawsuit  against  Disney, 
former  AT&T  President  John  R.  Wal- 
ter left  the  becalmed  telecom  giant 
.$26  million  richer  in  -July  after  just 
nine  months'  work.  Michael  J.  Fuchs 
got  $60  million  when  he  bailed  out  of 
Time  Warner  in  1995,  and  Ross  John- 
son walked  away  from  pjr  Nabisco 
in  1989  with  more  than  $50  million. 

But  the  Irani  payment  stuns  even 
longtime  (observers  of  the  executive- 
pay  game.  "It's  extraordinary,"  says 
Pearl  Meyer,  a  New  York-based 
compensation  consultant.  "I  have 
never  seen  a  transaction  like  this. 


There  have  been  big  payouts  when 
companies  changed  control  or  the 
CEO  has  been  fii-ed,  but  not  for  a 
new  contract." 

How  could  anyone  justify  a  $95 
million  payout  in  cash?  The  company 
disclosed  on  Oct.  6 — nearly  a  month 
after  forking  over  the  cash  to 
Irani — that  it  paid  him  the  loot  to 
cancel  an  earlier  employment  agree- 


LEGACY 
OF  LARGESSE 

The  mind-boggUng 
payout  awarded  to 
Occidental  CEO  Irani 
(above)  is  well  within 
the  tradition  of  founder 
Armand  Hammer  (left) 


ment  and  replace  it  with  one  that  is 
more  directly  related  to  perfor- 
mance. No  one  will  argue  with  the 
need  for  that  change. 

Irani,  who  became  Occidental's 
chief  executive  in  1990,  had  one  of 
the  most  lucrative  pay  contracts  in 
America.  Regardless  of  performance, 
the  deal  guaranteed  him  more  than 
$8  million  a  year  in  salary,  bonus,  re- 
stricted stock,  and  other  perks.  A 
supplemental  retirement  benefit  an- 
nually put  aside  for  him  as  much 
money  as  many  other  CEOs  get  in  to- 
tal compensation:  $2.6  million.  Occi- 
dental even  paid  his  $1.2  million  Cali- 


fornia income  tax  bill  last  year. 

His  new  contract  won't  send  Irarj 
to  the  poorhouse,  either  Although  ia 
cut  his  base  salary  by  $700,000,  to 
$1.2  million,  it  will  still  pay  him  cas 
bonuses,  restricted  stock  awards,  aisi 
options.  Now,  though,  the  amount  o 
those  rewards  is  not  guaranteed. 
They  will  be  set  at  the  "discretion  ( 
the  board."  Given  the  "discretion" 
displayed  by  the  board  in 
this  latest  obscene  mile- 
stone in  the  annals  of  execjt* 
utive  pay,  however,  in- 
vestors aren't  Ukely  to  be 
comforted  by  that  provisio 

Four  of  Occidental's  14 
directors  are  current  or  fo: 
mer  Oxy  execs.  And  foui' 
directors  are  over  the  age 
of  80,  including  Vice-Presi- 
dent Al  Gore's  father,  who 
is  88,  and  Compensation 
Committee  Chairman 
George  0.  Nolley,  a  ranch' 
and  farmer,  who  is  81. 
LIMPTLESS  GREED.  Already 
some  shareholders  are  thin 
ing  of  filing  a  lawsuit  again, 
the  board.  William  S.  Ler- 
ach,  a  San  Diego-based  attoj; 
ney  w^ho  brought  the  share 
holders'  suit  against  Disney 
for  the  Ovitz  payout,  say; 
has  ah-eady  been  contacted 
by  Occidental  shareholder: 
outraged  by  the  deal.  "It  fu 
ther  demonstrates  that  the 
greed  of  coiporate  execu- 
tives knows  no  limits,"  says 
Lerach,  who  plans  to  look 
into  Irani's  payment. 
Maybe  nobody  should  be  siu-prisec 
Under  founder  Ai-mand  Hammer,  Oc 
cidental's  boai-d  showered  huge  re- 
wards on  the  CEO,  including  the  con 
stiuction  and  upkeep  of  an  art 
museum  to  house  Hammer's  collec- 
tion. "Dr.  Hammer  isn't  going  to  tun 
over  in  his  gi-ave  over  this,"  says  ex- 
ecutive-pay critic  Graef  "Bud"  Crys- 
tal. "He  is  going  to  sit  up  and  ap- 
plaud." Hopeftilly,  Occidental's 
shareholders  will  sit  up  and  make  a 
different  type  of  noise. 


I 


Senior  Writer  Byrne  covers  corp 
rate  governance. 


With  $450  billion  in  assets  under  management, 
AXA  is  a  world  leader  in  insurance  and 
investment.  With  100,000  men  and  women 
sharing  the  same  vision  in  more  than  50 
countries,  we  strike  a  unique  balance  between 
global  experience  and  local  expertise  that  allows 
us  to  develop  solutions  tailored  to  your  goals. 
Here  in  the  US,  where  we  manage  $230  billion 
in  assets,  we've  been  serving  clients  for  over 
137  years.  You  know  us  as  Equitable,  Alliance 
Capital  and  Donaldson,  Lufkin  &  Jenrette, 
companies  whose  outstanding  track  record 
allows  us  to  say: 
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TECHNOLOGY 


CARE  TO  SLIP  INTO 
SOMETHING  MORE  DIGITAL? 

MIT  plans  to  unveil  a  collection  of  wearable  computers 


It's  the  ultimate  in  portable  computing: 
clothing  that  incorporates  elements 
of  a  computer  right  into  wearable  de- 
signs. But  is  the  fashion  world  ready 
for  geek  chic? 

On  Oct.  15,  a  group  of  cybeifashion 
pioneers  at  the  Massachusetts  Institute 
of  Technology's  Me- 
dia Laboratory  will 
find  out  when  they 
present  a  bona  fide 
fashion  show  of 
wearable  computers. 
Part  academic  con- 
ference and  part 
fashion  preview,  the 
show  will  bring  to- 
gether computer-sci- 
ence PhDs  and  cloth- 
ing company  execs  to 
watch  Barbizon  mod- 
els strut  around  in 
designs  by  aspiring 
fashion  designers 
whose  fanciful  cre- 
ations give  new 
meaning  to  the  term 
"software." 
TRANSLATOR.  Some 
of  the  world's  best- 
known  fashion  de- 
signers and  clothing 
makei-s  ai-e  scheduled 
to  be  on  hand.  E.xec- 
utives  and  designers 
from  Nike,  Levi 
Strauss,  and  Swatch 
maker  smh  Swiss,  all 
three  Media  Lab 
sponsors,  will  be  in 
the  audience.  The 
clothes  on  display — 
from  a  music  synthe- 
sizer woven  into  a 
dress  to  a  tunic  that 
translates  the  wear- 
er's words  into  a  for- 
eign language — are 
just  concepts  now. 
But  the  folks  at  the 
Media  Lab  predict  that  wearable  com- 
puters may  turn  up  on  the  sidewalks 
of  Rome,  Tokyo,  New  York,  or  San 
Francisco  in  the  next  five  years. 

A  band  of  Media  Lab  gi-ad  students 
is  ah'eady  testing  the  idea  of  wearable 


technology,  cairying  around  Ughtweight, 
low-power  computers  and  wireless  net- 
work connections  in  backpacks  and  fan- 
ny packs  that  keep  them  online  all  day 
long.  But  theu"  devices  are  clumsy  com- 
pared with  the  sleek  designs  created 
by  the  fashion  students  from  France, 


PRICEY  THREADS 

Technology-  for  a 
basic  ensemble 
could  run 
$2,500  to  $4,000 


MUSIC  MAN 

in  a  jean  jacket 


FLIGHTY:  Ajliylit- 

attendant  outfit  that 
receives  passenger  data 


Italy,  Japan,  and  New  York,  who  vil 
the  Media  Lab  tliis  summer  to  exa| 
the  students'  gear. 

What  makes  cybeifashion  possibl] 
day  is  the  convergence  of  several 
nologies.  With  digital  cellular  phd 
you  can  stay  connected  to  the  Intd 
wherever  you  roam.  Lithium  batti 
help  reduce  the  weight  biu-den  of  i 
computing.  The  technology  for 
ture  computer  screens  planted  atl 
edge  of  a  pair  of  glasses  has  impri 
dramatically.  "All  these  obstacles! 
vanisliing,"  says  Alex  P.  Pentland,  atti-- 
dia  Lab  professor  and  part-time  fa.>^ 
impresario.  i 
The  clothes  aren't  cheap.  But!;"; 

$2,500  to  $4,000,  - 
heeled  nerds  camu; 
together  the  tiic 
ensemble:    a  sai 
central  procesne 
unit  on  a  belt,  a«- 
lular  modem,  a  h  id- 
held  mouse-and-n 
board  combo,  ancll; 
Lilhputian  monitt. 
A  bigger  challenge  is  designing};.\ 
berduds  that  people  might  actii!> 
want  to  wear  But  the  designers  at|h- 
Media  Lab  fashion  show  may  be  onp  i 
new  fashion  aesthetic.  "People  hav«- 
ways  had  a  fascination  with  mamv 
themselves  personally  more  poweijl 
says  Pentland.  "We  used  to  assuqit 
that  with  magic.  Now,  we're  get|n'- 
close  to  working  that  magic  into  li- 
realized  designs." 

wSome  of  the  designs  use  special  )r: 
duetive  tlii-ead  woven  into  the  clotliii  1 
cany  low-voltagi%- 
nals  from  one  pai 
the  system  to  an.h 
er.  One  student  la 
developed   a  f;iin 
keyboard  to  be 
onto  blue  jean  jjii- 
ets  donated  by  %' 
Strauss  and  conijit 
ed  to  small  com| 
ere  powered  by  !l 
batteries  tucked 
interior  pockets. 

Ne.xt,  the  fas 
students  v.ill  try 
ing  circuitry  wc 
light  into  clothes, 
ing  conductive  th 
to  reproduce  in  f 
ble  form  a  prii 
circuit  board.  It 
of  gives  a  whole 
meaning  to  the 
"wired." 

Bi/  Paul  C.  J I 
in  Boston 


<  I  GOT  RHYTHM:  Motio)i 
picked  up  by  silver 
si'nsors  triggers  nmsic 


STRESS  TEST:  P/ilse  and 
perspiration  data  are 
fed  to  a  computer 


If  ffmPUCING  SUPER  G3  FAX  TECHNOUHSlf. 


VPTQ79%^ 


Zf^:^  you  to  the  LASER  CLASS®  9000  Series  with  Super  G3  Technology.  Now  IQI^n 
can  transmit  LASER  CLASS  faxes  at  the  laser-like  speed  of  approximately 
conds  per  page.**  That's  twice  as  fast  as  ordinary  G3  machines  —  fast  enough  ■■K^f 
<nock  those  lofty  phone  line  charges  right  on  their  bottom  line.  SghSHd  facsimile 
/Vith  Super  G3,  features  like  a  faster  handshake  protocol  and  new  JBIG  Technology  make  faxing  more 
effective,  and  your  whole  office  more  productive.  Plus,  special  networking  options  will  enable  the 
ER  CLASS  9000  Series  to  serve  your  workgroup's  printing,  PC  faxing  and  scanning  needs, 
magine  reducing  costs  and  improving  your  output  quality  at  the  same  time.  The  LASER  CLASS  9000 
es  scans  at  400  dpi  and  prints  at  600  dpi,  while  our  exclusive  UHQ™  VI  image  processing  gives  you 
atched  depth  and  clarity.  Atl  from  a  company  that  gives  you  unmatched  support  and  service. 
For  a  fast  solution  to  your  faxing  costs,  call  1-800-OK-CANON  anytime.  Or  connect  with  us  on  the  Web 
ttp://www.usa.canon.coin. 


1  on  a  study  of  \/.34  phone  bill  savings,  prepared  by  Davidson  Consulting,  April  1997.  **  Approximately  3  seconds  per  page  fax  transmission 
based  on  CCITT/ITU-T  No.  IGhartlMMR,  Standard  Mode)  at  33.6  Kbps  modem  speed  wfien  transmitting  to  another  ITU-T  V.34  facsimile 
le.  The  Public  Switched  Telephone  Network  (PSiTN)  currently  supports  28.8  Kbps  speeds  or  lower,  depending  on  telephone  line  conditions. 
Canon  U.S.A.,  Inc. 


COMMENTARY 

By  Peter  Coy 


LET'S  NOT  TAKE  FEEL-GOOD  ECONOMICS  TOO  FAR 


Tile  Great  Depression 
ended  neai'ly  60 
years  ago,  and  the 
man  who  diagnosed  it. 
John  Ma\Tiai-d  Ke\Ties. 
has  been  dead  since 
1946.  The  U.  S.  hasn't 
had  a  recession  since 
1991.  The  consensus  out- 
look is  for  gi"o\rth  and 
more  gro\vth.  Even  so.  a 
major  new  textbook  for 
r.troductorA-  economics — 
Principles  of  Economics 
:  y  N.  Oregon'  Mankiw — 
takes  feel-good  economics  too  far.  Mankiw  doesnt  get 
ai*ound  to  "short -itm  economic  fluctuations"  imtil  page 
681  of  the  77.5-page  book.  That  means  students  who  take 

macroeconomics  in  the  spring  won't  en-  

counter  booms,  busts,  and  KejTies  until 
late  Apiil.  when  animal  spuit*  and  F]-i>- 
bees  are  fljing  liigh  on  campus. 

Harcomt  Brace  hopes  that  Mankiw  - 
99'7-Ke>Ties-free  perspective  will  find 
large  audience:  It  paid  the  niainstrear.. 
Hai-vai-d  University  economist  an  un- 
precedented -$1.4  milhon  advance  to 
wi-ite  it.  If  HaiTomt  Brace  is  even  a 
httle  right.  Mankiw  will  play  a  big  role 
in  shaping  pubhc  opinion  about  how  the 
economy  works.  After  all.  as  Ke>Ties 
liimself  once  wi-ote:  "Pi-actical  men, 
who  believe  themselves  to  be  quite  ex- 
empt fi-om  intellectual  influences,  are 
usually  the  slaves  of  some  defimct  economist." 
SOLID  GROUND.  Defunct  he  may  be.  but  Ke^•nes  desen"es 
better  than  being  relegated  to  the  last  tlu'ee  chapters  of 
this  new  textbook.  Mankiw  says  he  left  Ke\Ties  and  busi- 
ness cycles  for  the  end  because  he  wanted  to  give  read- 
ers a  solid  gi-ounding  in  less  conti-oversial  material  fii^st. 
such  as  factors  iii  long-term  gro^;\■th.  "It's  better  to  stait 
off  \vith  what  we  know."  says  ]Mankiw. 

Mankiw.  39.  also  cheerfully  admits  that  the  book  was 
shaped  by  today's  healthy  economy.  "If  you  were  wi-it- 
ing  in  the  mid-i940s.  the  big  economic  event  of  youi- 
lifetime  was  the  Great  Depression."  he  says.  "Today, 
how  to  avoid  another  depression  is  not  the  first  thing 
on  your  mind.  You're  more  interested  in  the  effects  of 
international  trade  or  why  producti\ity  growth  has 
slowed  downi." 

It's  time  that  we're  not  fi*etting  over  an  imminent  de- 
pression. But  even  today,  most  economic  news  is  about 


issues  related  to  the  business  cycle,  such  as  uiflation, 
emploA-ment.  and  what  the  Federal  Reser\"e  should  do 
about  mterest  rates.  Those  can't  be  understood  without 
gi-asp  of  what  affects  short-iim  economic  performance. 

Kejiies  began  to  fade  by  the  1980s,  as  conser\-ative 
economists  swept  into  'V\"ashington  and  academia.  They 
decried  big  govei-nment  as  too  meddlesome  to  the  free 
mai-ket  and  dismissed  the  idea  of  Ke\Tiesian  stimulus  as 
just  an  excuse  to  bloat  the  deficit. 

But  you  can  study  Ke\"nes's  theories  and  appreciate 
his  contributions  without  bujing  into  goveiTiment  inter- 
vention. In  fact,  today's  neo-Ke\Tiesian  econoniic-s  bor- 
rows hea\ily  from  consen  ative  schools  of  thought  such 
as  monetarism  and  the  school  of  rational  expectations.  Ii 
turn,  followers  of  those  schools  have  been  forced  to  ad- 
mit that  on  some  points.  KejTies  was  right. 

Thei"e  was  a  time  when  textbooks  went  too  far  in  slav- 
ishly following  Ke\Ties.  The  early  editions  of  Economics 
by  Nobel  lam-eate  Patil  A.  Samuelson  start- 
ing in  1948  were  almost  piimers  on 
KejTies — a  problem  coirected  in  later 
yeai's.  (The  McGraw-Hill  Companies,  pami 
of  BUSIXESS  WEEK,  publishes  Samuelson  as 
well  as  the  top  seller.  Economics  by  Camp- 
bell R.  McComiell  and  Stanley  L.  Brue.) 

Mankiw  may  have  tilted  too  far  the  oth- 
er way.  Economist  Paul  R.  Kingman  of 
the  Massachusetts  Institute  of  Technology 
says  he's  wi-iting  a  textbook — due  out  in 
2000 — that  places  Ke^•nes  and  the  business 
cycle  at  the  front  of  the  macroeconomics 
section.  Says  Krugman:  "Recessions  are 
:he  defining  question  in  macroeconomics.' 
Mankiw  is  no  anti-KeATiesian.  He  co- 
edited  a  collection  called  Xeu-  Keynesian  Economics.  He 
named  his  border  temer  KejTies.  Mankiw  says  he  mere-,> 
ly  felt  that  economics  has  more  to  contribute  on  ques- 
tions of  long-term  growth 
than  on  the  shoit-teiTn 
issues  KejTies  dwelt  on. 

But  is  the  long  run  re- 
ally the  proper  focus"?  On 
that  topic,  Mankiw  liim- 
self cites  one  of  Ke\-nes's 
most  famous  obsen^a- 
tions:  "Tlie  long  i-un  is  a 
misleading  guide  to  cur- 
rent affaii-s.  In  the  long 
run  we  are  aD  dead." 


Coy  is  associate  eco- 
nomics editor. 


A  major  new  textbook  talks  a  lot  about  groMh  but  putS| 
Ke\iies  and  the  business  cycle  in  the  back  pages  I 
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TRUE  STORY: 


A  GUY  OWNS  A  PIPELINE 
SERVICE  AND  HAS  AN  INQUISIT 
AGENT  REPORTING  ON  LEAKS. 
IT  PICKS  UP  BREAKING  NEWS 
ON  A  BIG  LEAK  IN  INDIA,  AND  THE 
GUY  FIGURES  WH AT-TH E-H EC K 
AND  CALLS  THE  MINISTER  OF 
PETROLEUM.  THE  MINISTER  IS  SO 
STUNNED  WITH  THE  GUY'S  INFO, 
HE  GIVES  HIM  THE  CONTRACT. 

Opportunity  doesn't  knock.  It  emails. 


N  Q  U 
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ERSONAL  BUSINESS  INTELLIGENCE  •  $1  2.95  A  MONTH  ■  FREE  TRIAL  SUBSCRIPTION 
IN  UP  AT:  WWW.INQUISIT.COM.  OR  SEND  A  BLANK  EMAIL  TO:  SIGNUPOINQUISITXQM 


the 

"Our  finance  department 
ieals  with  all  the  paperwork. 
Jnfortunately,  the  finance 
department  is  also  me! 

solution 


The  IBM  No-More-Papprwork  Soluiioths. 

Nobody  sp/n  up  o  liu^iiicss  because 
they  litie  doinix  jxtjx'inoi k .  All  too 
often  being  your  on  u  boss  means  loiig 
hours  spent  shu/Jling  /ornis  instead 
of  chasint^  dreams. 
IBM  accounting  solutions  can  (uitomate 
tasks  from  accmints  recei cable  and 
payable  to  inventory  management. 
The  result.''  A  clear  pi(  tare  oj  your 
overall  cash  flan  <uul  improved  cash 
management,  ind  they  run  on  the  most 
popular  operating  systems  out  there.  So 
you  can  get  doivn  to  business,  ivilhout 
disrupting  business,  lie  can  (dso  help 


finance  your  (u  (juisition  n  ith  flexible 
and  attractive  leases. 
Buy  any  IBM  accounting  solution 
and  get  a  Ihin  (V  llradstreet  "llusiness 
Solutions  in  a  Box  "  "(a  $2,500  V(due. 
(d)solutely  free*). 

Call  IBM  at  llli;}ilB  \h2W2.e.\  t.  lO.li, 
and  ice  II  send  you  a  free  Giiidc 
to  Doinn  Businc^f-  on  the  liilcriict. 
If  ell  also  put  you  in  loin  h  nith  an 
IBM  Business  Partner!  an  independent 
expert  nlio  ((in  provide  yon  tvitli 
ac( ounliiigsolutions  best  suited  to  your 
business.  For  more  information,  visit 
us  at  tviviv.businesscenteribm.com 


Solutions  lor  a  small  planet  " 


sss  Machines  Corporation  in  the  United  States  and/or  ottier  countries  Tfie  IBIVI  logo  is  a  registered  trademark  and  ifie 
in  a  Box  IS  a  trademark  of  Dun  &  Bradstreet,  Inc  ©  1997  IBM  Corp,  All  rights  reserved 
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AT&T  AND  GTE: 
STILL  ALL  TALK 

AS  RUMORS  FLEW  THAT  GTE 

might  be  acquired  by  at&t, 
gte's  stock  shot  up  to  a  52- 
week  high  of  52Vj  on  Oct.  8. 
Wall  Street  thinks  this  is  a 
marriage  made  in  heaven — 
giving  AT&T  an  entree  into  lo- 
cal calling  and,  in  GTE  CEO 
Charles  Lee,  a  strong  tele- 
com executive  to  replace 
Chairman  Robert  Allen.  But 
there's  a  catch:  Lee,  say 
sources  close  to  GTE,  would 
probably  not  agi'ee  to  a  deal 
unless  he  were  given  the  top 
job  at  AT&T.  And  that  does 
not  appear  likely,  at&t  insid- 
ers say  that  the  company  is 
getting  close  to  tapping  Vice- 
Chairman  John  Zeglis  to  be 
the  next  ceo.  That  doesn't 
rule  out  an  at&t-gte  deal  en- 


CLOSING  BELL 


SILICON'S  VALLEY 

Silicon  Graphics  warned 
that  its  quarter  ended  Sept. 
30  would  be  slow.  But  not 
this  slow:  The  maker  of 
workstations  used  to  create 
such  movies  as  Jurassic 
Park  worried  it  would  lose 
about  20(5  a  share  on  flat 
sales  of  $760  million.  Ana- 
lysts expected  a  21?  profit. 
The  culprit:  slow  U.S.  sales, 
especially  for  large  "server" 
computers.  On  Oct.  6,  SGI 
stock  fell  33%,  to  18/..  CEO 
Edward  McCracken  is 
mulling  expense  cuts  and 
trying  to  revive  the  turn- 
around he  declared  in  July. 
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tirely.  But  this  telecom  wed- 
ding could  suffer  through  a 
long  courtship. 

HEROIC  MEASURES 
AT  CHAMPION 

PERENNIAL  UNDERPERFORMER 

Champion  International  is  fi- 
nally making  good  on  its 
promise  to  get  serious  about 
shareholder  value.  On  Oct.  8, 
the  Stamford-based  paper 
company  said  it  would  take 
a  $553  million  charge,  lay  off 
2,000  employees,  and  put  up 
for  sale  businesses  that  col- 
lectively employ  6,255  more. 
The  proceeds  will  allow 
Champion  to  pay  down  debt, 
boost  dividends,  and  buy  back 
shares.  Champion  says  the 
moves  will  increase  pretax 
profit  by  $400  million  annu- 
ally over  the  next  three 
years.  The  company  earned 
$141  million  in  1996! 


GOOD  BUY, 
SUITE  PRINCE 

SAUDI  PRINCE  ALWALEED  BIN 
Talal  is  moving  in  on  Moven- 
pick,  the  Zurich-based  hotel 
and  food  giant.  On  Oct.  6,  AJ- 
waleed  announced  the  pur- 
chase of  a  30%  stake  in  the 
Swiss  group's  hotel  business, 
which  comprises  40  hotels  in 
10  countries.  The  $100  mil- 
hon  deal  will  help  Movenpick 
expand  in  the  Middle  East 
and  Afi-ica.  It  also  gives  Al- 
waleed  an  important  midlevel 
hotel  brand  to  complement 
his  more  upmarket  holdings: 
San  Francisco-based  Fair- 
mont Hotels  and  On 
tario-based  Four  Sea- 
sons Hotels. 


FEDEX'S  GREAT 
BIG  PACKAGE 


FEDERAL    E.XPRESS  IS 

hoping  to  deliver  a 
body  blow  to  United 
Parcel  Service  with 
its  $2.7  billion  pur- 
chase  of  Caliber 


HEADLINER:  JERRY  SANDERS 


KAYOED  BYTHEK6 


W.J.  "Jerry"  Sanders  must 
think  he's  on  a  roller  coast- 
er. As  recently  as  midsum- 
mer, the  silver-haired, 
silver-tongued 
chairman  of 
Advanced  Micro 
Devices  was 
looking  forward 
to  an  upswing, 
thanks  to  strong 
demand  for  its 
new  K6  chips.  But 
on  Oct.  7,  AMD  came 
down  to  earth  with  a  third 
quarter  loss  of  $31.7  mil- 
lion. Only  a  week  earlier, 
analysts  had  expected  a 
loss  of  just  $4  miUion. 

Third-quarter  revenues 
rose  31%  from  last  year,  to 
$596.6  million.  But  that 
didn't  offset  the  problem 
AMD  is  having  manufactur- 
ing K6  processors,  which 


rival  Intel's  latest  Pen- 
tiums but  cost  25%  less.  ^ 
AMD  hoped  to  ship  about  ' 
1.4  milhon  K6s  in  the 
quarter  but  man- 
aged  about  1  mil 
lion.  And  only 
15%  of  them  ' 
were  the  fast- 
est K6  model, 
which  sells  for 
top  dollar.  "We 
needed  to  execute 
flawlessly,  and  we 
didn't,"  Sanders  says. 

Wall  Street  is  wearyinj 
of  AMD's  failure  to  deliver 
consistently.  The  stock  hi 
dropped  25%  since  early 
September.  But  Sanders 
predicts  that  AMD  can  shi 
2  million  K6s  in  the  fourt! 
quarter.  If  so,  hang  on  to 
your  seats.  \ 
By  Andy  Reinham 


System,  announced  on  Oct.  6. 
The  deal  for  Caliber,  the  ovm- 
er  of  gi'ound  delivery  system 
RPS,  will  enable  FedEx  to  go 
head  to  head  against  UPs' 
nonexpress  delivery  service 
for  the  fii-st  time.  FedEx  also 
gets  two  other  deliveiy  ser- 
vices and  Caliber  Logistics, 
which  develops  and  manages 
logistics  solutions.  Says 
FedEx  CFO  Alan  Graf  Jr:  "To 
the  extent  that  our  strategy 
prevails  over  UPS,  that's  what 
we  get  paid  to  do." 


GOBBLING  UP 
CRACKER  JACK 


C  A  X  I)  Y  -  C  ()  AT  E  D 

popcorn,  peanuts, 
and  . . .  Frito-Lay.  The 
$10  billion  snack  food 
division    of  Pepsi- 
Co announced  on  Oct. 
8  that  it  was  purchas- 
ing   the  venerable 
Cracker  Jack  brand 
from  Borden  for  an 
luidisclosed  amoimt. 


Founded  in  1893,  Crac;jf 
Jack  is  one  of  the  most  i?- 
ognizable  of  American  brai& 
But  longtime  owner  Borm 
has  been  focusing  its  marlfc- 
ing  efforts  elsewhere  of  lie. 
Frito-Lay  ceo  Steven  Rei> 
mund  says  he  plans  to  r(|j 
talize  Cracker  Jack 
improving  the  product, 
panding  its  distribution, 
coming  up  with  new  natic 
marketing  and  advertislg 
campaigns.  But  Sailor  Jik 
and  his  dog,  Bingo,  will  slg 
on  the  boxes.  \\ 

ETCETERA...  i 

■  Ford  is  spinning  off  its  m 
stake  in  Associates  Fitt 
Capital  in  an  $18  billion  d'il. 

■  Houston-based  Enronfs 
bidding  to  sell  electricitjii) 
the  Philadelphia  area.  ^. 
u  The  House  followed 
Senate  and  passed  legislate 
to  reform  the  fda. 

■  Reebok  will  launch 
Lobo,"  its  first  signature  s 
for  a  female  athlete,  Oct. 
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Bad  Year? 

It  happens  in  the  best  of  companies.  A  strike  here.  An  account 
loss  there.  And  you  suddenly  give  new  meaning  to  the  question 
What  suit  should  I  wear  to  the  shareholder  meeting?" 

Needless  to  say,  nobody  can  prevent  the  unpreventable.  But 
at  Ernst  &  Young,  we  help  reduce  your  vulnerability  in  virtually 
every  aspect  of  your  business.  No  matter  where  you're  located. 

Because  we're  part  of  a  worldwide  organization  that  has 
72,000  people  in  134  countries.  We  hope  you'll  call. 

We'd  like  to  see  you  wearing  pinstripes  again. 

There  Isn^tA  Business  We  Can^t  Improve  ^ 

=!l  Ernst  &YOUNC 


timulatm 


:One  company.  One  account  team.  One  smart  solution.:  Sometimes  more  is 
simply  more  irritating.  Especially  when  it  comes  to  working  with  a  lot  of  different  communications 
companies.  So  why  not  just  use  MCI.  For  everything.  From  Gsnferencing  to  Data  to  Internet  to 
Local  service.  What  you'll  get  is  a  single  account  team  dedicated  to  taking  care  of  all  your  business's 
communication  needs.  Whether  it's  coordinating  your  senices  around  the  globe,  around  the  countr\- 
:  simply  around  the  block.  So  sign  up  for  MQ.  It  goes  great  with  a  cup  of  coffee. 

V/.  i'tuiiftaiiokeaasmaea  ntttBsatiaaiiiaeyx-:^^  Hx mmtid ires  Cat itra»tiHr 


Is  this  a  great  time,  or  wha 


MCI 


a^shington  Outlook 


:D  by  OWEN  ULLMANN 


IWER  TO  THE  PRESIDENT 
lOURTESY  OF  THE  GOP 


;  $287  million  President  Clinton  saved  on  Oct.  6  by  ve- 
ing  38  militai-y-constiTiction  projects  is  a  mere  rounding 
Tor  in  a  $1.7  trillion  budget.  But  the  ftrst-ever  use  of  a 
ential  line-item  veto  on  spending  is  not  about  dollars.  It's 
power — a  dramatic  shift  in  power-  fi'om  Capitol  Hill  to 
hite  House. 

fiis  new  Presidential  weapon  sui-vives  a  possible  Supreme 
test,  the  President's  staff — particularly  the  Office  of 
rement  &  Budget — could  have  final  sa\'  on  viitually  all 
mg  projects.  That's  siu"e  to  give 
n  more  leverage  to  win  conces- 
rom  Congress  on  issues  that  ti-an- 
budget  policy.  For  example,  in  an 
divided  government,  a  hamstrung 
lent  can  win  support  for  his  pro- 
by  making  a  lawmaker's  pet  proj- 
bai-gaining  chip.  "This  has  veiy 
■  but  veiy  significantly  changed 
ay  Washington  works,"  says  fed- 
idget  analyst  Stanley  E.  CoUender 
suiting  firm  Burson-Marsteller. 
LED.  That's  not  exactly  the  out- 
envisioned  by  Republicans,  who 
d  through  the  line-item  veto  in 
fter  15  years  of  trying.  The  intent 
3  give  GOP  Presidents  the  means 
1  in  a  profligate  Democratic  Con- 
Still,  budget  hawks  are  thiilled  that  the  weapon  has  fi- 
been  used.  "It  could  be  valuable  to  save  taxpayers  mon- 
eys Grover  G.  Norquist,  president  of  Americans  for  Tax 
m  and  a  confidant  of  House  Speaker  Newt  Gingrich  (R- 
It  says  to  Republican  leadei-s,  'You  don't  get  to  cheat  just 
se  you're  a  committee  chauTnan.' " 
iton,  who  used  the  line-item  veto  when  he  was  governor 
kansas,  will  wield  his  new  power  to  keep  the  barons  of 
)1  Hill  off  balance.  Indeed,  the  threat  of  the  veto  may  be 
potent  than  the  action  itself.  "It's  essential  to  keep 


CAPITAL  WRAPUP 


POISON  PEN:  Getting  into  the  line-item  veto 


[lawmakers]  guessing,"  says  one  White  House  budgeteer. 

To  deflect  charges  that  his  real  motive  is  to  punish  enemies 
or  baiter  for  his  own  initiatives,  Clinton  outlined  a  series  of  "ob- 
jective criteria"  for  his  actions.  To  demonstrate  evenhandedness, 
he  nicked  Democrats  and  Republicans  alike.  Wliile  about  two- 
thii-ds  of  his  veto  targets  were  in  (;;op  districts,  the  President 
zapped  home-state  projects  of  Senate  Minority  Leader  Tom 
Daschle  (D-S.  D.)  and  Senate  Appropriations  Committee  titan 
Robert  Byrd  (D-W.  Va.)  But  it  was  no  accident  that  he  spared 
it  H  i'M't  >f  the  home  state  of  Senate  Majority 
I  ^       Leader  Trent  Lott  (R-Miss.),  whom  he 

needs  to  cut  futui'e  bipartisan  deals. 

The  message:  The  White  House,  not 
Congi'ess,  will  set  spending  priorities. 
"If  somebody  on  the  HiU  really  wants  to 
get  a  project,  the  best  tactic  is  to  get  it 
incoi-]:)orated  into  the  President's  bud- 
get," says  Leon  E.  Panetta,  Clinton's 
ex-Chief  of  Staff  and  foraier  head  of 
the  0MB.  Moreover,  the  veto  will  stop 
Cabinet  secretaries  from  negotiating 
backdoor  spending  accoi-ds  with  fiiend- 
ly  lawmakers.  "You  can't  cut  yom-  deals 
with  the  departments  anymore  and  ex- 
pect it  to  be  a  done  deal,"  says  a  Hill 
budget  veteran. 

Gene  Sperling,  director  of  the  Presi- 
dent's National  Economic  Council,  predicts  that  Clinton's  new 
power  will  exert  a  "deten-ent  effect"  on  Hill  spending.  Tliat  will 
soon  be  tested  as  Congi'ess  sends  Clinton  massive  spending  bills 
that  are  traditional  favorites  of  congressional  porkmeisters: 
transportation,  energy  and  water  projects,  and  weapons. 

Lawmakers  will  watch  closely  to  see  if  Clinton  uses  his 
new  veto  to  zap  programs  out  of  fiscal  pi-udence  oi-  power  pol- 
itics. Either  way,  the  GOP  must  wonder  why  it  ever  gave  the 
Prez  a  new  gun  to  use  against  it. 

Bi/  Richard  S.  Dunham 


M  FOR  TAX  CHEATS? 

looks  increasingly  likely  that  IRS- 
rm  legislation  will  include  tax 
lesty  for  individuals  and  business- 
House  Ways  &  Means  Committee 
irman  Bill  Archer  (R-Tex.)  says 
goal  is  to  collect  billions  in  unpaid 
3s  without  jeopardizing  future 
ipliance  with  the  tax  code.  There's 
irtisan  support  for  the  idea.  The 
jest  obstacle  may  be  a  Presiden- 
veto  of  the  reform  package.  In 
t  event,  amnesty  could  pass  as 
arate  legislation. 


FAST-TRACK  FATALISM 

►Although  legislation  giving  Presi- 
dent Clinton  "fast-track"  authority  to 
negotiate  new  trade  deals  continues 
to  move  through  Congress,  Republi- 
can leaders  in  the  House  have  pri- 
vately told  business  lobbyists  that  the 
measure  is  dead  for  the  year.  With 
public  opinion  running  against  fast 
track,  many  Republicans  would  like  to 
duck  a  free-trade  vote.  But  Corporate 
America  isn't  giving  up:  Washington 
reps  still  hope  to  woo  enough  Demo- 
crats to  eke  out  a  victory. 


TAXING  THE  INTERNET 

►Congressional  efforts  to  bar  state 
and  local  governments  from  taxing 
Internet  transactions  have  been  side- 
tracked by  senior  Senate  Commerce 
Committee  member  Ted  Stevens  (R- 
Alaska).  Stevens  wants  a  federal  tax 
on  cybercommerce  to  subsidize  uni- 
versal phone  service  for  his  rural 
state.  Senator  Ron  Wyden  (D-Ore.), 
who  wants  a  tax-free  Net,  is  dead  set 
against  Stevens'  plan.  Result:  The 
Commerce  panel  has  put  off  consider- 
ation of  the  state-tax  ban. 
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International  Business 


CHINA 


DINOSAUR 
RESCUE 

A  state  steelmaker's  painful  makeover 


It's  a  company  struggling  to  compete 
in  an  industry  plagued  by  global 
overcapacity.  The  workforce  proba- 
bly has  70,000  people  too  many. 
Scandals  have  swept  away  its  top  exec- 
utives, and  now,  envii-onmentalists  want 
to  shut  its  main  factory  down.  Those 
are  just  a  few  of  the  issues  facing  Chi- 
na's Shougang  Coip.,  a  steelmaker  with 
$2.7  billion  in  revenues  that  is  one  of 
the  country's  biggest  and  oldest  state- 
owned  companies. 

But    top    managers  at 
Shougang,  while  acknowledg 
ing  their  difficulties, 
the   15th   Party  Co 
gi-ess — which  in  Sep 
teinber  proclaimed  the 
need  for  market  re- 
foiTns — gave  them  a 
clear  signal  to  tack 
le  their  problems 
more  vigorously 
than  ever.  "With 
this  Congress,  we 
can  now  push  bold- 
ly forward,"  says 
58-year-old  Zhan;.; 
Yanlin,  vice-president 
of  Shougang  Group 
Coip.  and  chaimian  of 
its  Hong  Kong  affihates 
The  goal  is  to  turn  this 
behemoth  into  a  restiTic- 
tui'ed  company  that  can 
compete  internationally. 
And    if  high-profile 
Shougang  can  fix  itself,  it 
will  show  that  C'hina  is 
serious  about  overhauling 
its  state  sector 

Yet  Beijing-based 
Shougang  has  tried  once 
before  to  modernize,  with 
disastrous  consequences. 
Long  headed  by  Zhou 
Guanwu,  a  close  associ- 
ate of  Deng  Xiaoping, 


Environmental 
activists  want 
Shougang's  mill 
moved  away 
from  Beijing 


Shougang  was  a  natural  choice  as  an 
economic  laboratory  when  Deng  pur- 
sued his  first  experiments  in  reform 
more  than  15  years  ago.  Zhou  wangled 
a  special  tax  break  and  got  the  govern- 
ment's blessing  for  his  wildly  ambitious 
acquisitions,  including  a  South  American 
mine,  a  shipping  fleet,  and  a  Hong  Kong 
insurance  company. 

JAILED  EXEC.  But  two-and-a-half  years 
ago,  the  party  abinptly  stopped  when 
the  government  investigated  the  deal- 
ings of  Zhou's  high-living  son, 
1  Beifang,  then  chief  of 
e  company's  Hong  Kong 
affiliates.  Soon,  the  gov- 
rnment  was  charging 
that  the  younger 
Zhou  had  bribed 
Beijing  officials  for 
special  favors  and 
misappropriated 
more  than  $120 
million  in  corporate 
funds.  The  elder 
Zhou  has  since  re- 
signed in  disgi'ace, 
and  his  son  is  serv- 
mg  a  life  sentence. 
These  were  humili- 
ating blows.  More  sig- 
nificant, with  the  cancel- 
lation of  its  low  tax  rates, 
Shougang  finds  itself  back 
on  a  level  playing  fiekl  in 
China's  increasingly  cut- 
thi'oat  steel  industry.  The 
response  of  Bi  Qun, 
Shougang's  new  chairman 
and  a  former-  government 
official,  is  an  ambitious 
plan  to  acciuir-e  other  Chi- 
nese steelmakers.  A  like- 
ly pur'chase  would  be  one 
of  the  smaller-  manufac- 
tur-ers  in  Shanxi  province, 
which  has  plentiful  coal 
supplies. 


Shougang  plans  to  change  its  f(| 
fcom  low-gi'ade  steel  for  the  construe* 
industry  to  high-quality  flat  steel  use|J 
autos  and  consumer  appliances 
stainless  steel  used  in  petrochemical  I 
tor'ies.  Such  retooling  costs  mone^ 
maybe  as  much  as  $i  billion.  In  additn, , 
the  company  wants  to  m.oimt  an  exjrt, 
drive  to  escape  the  gr"owing  com{ii* 
tion  at  home.  To  finance  these  pl?s, 
Shougang  next  year  will  do  its  fs>t 
share  listing  on  domestic  Chinese  nav 
kets,  offering  up  to  25%  of  the  comply. 
A  listing  in  Hong  Kong  and  perhps 
one  in  New  York  are  possible.  i 

Even  if  Shougang  amasses  this  bjiy 
needed  capital  and  buys  top-quat.V 
equipment,  ther-e  will  be  further  c|l- 
lenges:  "The  Chinese  always  go  for  iie 
latest,  gr-eatest  machines,"  says  Jonatln 
Woetzel,  a  principal  at  McKinsey  &  P- 
and  manager  of  its  Shanghai  ofle. 
"Wliat's  mor-e  uncertain  is  whether  tbf 
can  use  them  pr-operly  and  get  woa- 
ciass  products  made."  China's  low  laW 
and  ener-gy  costs  give  its  steelmakei|a 
clear  cost  advantage  relative  to  Ei|)^ 
pean  and  American  producer's.  But  M 
advantages  ar-e  outweighed  by  the  11- 


of  Chinese  companies  to  spend 
money  unwisely,  says  Woetzel. 

Shougang's  plan  to  supply  the 
rowing  stainless  steel  market  could 
ong  if  other  local  steelmakers  rush 
he  same  sector 

other  issue:  Before  it  can  list 
5  next  yeai;  Shougang  may  have  to 
n  ailing  state-owned  steelmaker  in 
on  to  the  profitable  mills  it  wants 
y.  '"The  government  is  encourag- 
lat,"  says  Zhang.  That's  Beijing's 
)f  keeping  weak  companies  afloat, 
doesn't  help  Shougang's  efforts, 
anwhile,  the  company  is  still  feel- 


ing the  effects  of  its  earlier  acquisition 
spree.  Analysts  figure  Shougang  over- 
paid for  its  Hierro  iron-ore  mine  in 
Peru.  Shougang  also  pledged,  analysts 
say,  to  avoid  layoffs  at  the  mine,  but 
now  it  may  consider  selhng  out,  since 
profits  at  the  mine  remain  elusive.  And 
while  Shougang  once  had  a  I'eady  soui'ce 
of  loans  through  its  majority  control  of 
Huaxia  Bank,  the  company  was  forced 
to  dilute  its  share  to  20%  after  the 
Zhous'  coiTuption  scandal.  Now,  these 
cheap  loans  are  not  available. 

An  obvious  step  for  Shougang  would 
be  to  sell  its  nonsteel  assets — most  of 


HEAT'S  ON:  Withoiit  tax  breaks, 
Shougang  is  on  a  level  playing  field 


which  are  unprofitable — and  focus  on 
steel,  which  does  generate  some  profit. 
Other  steelmakers  around  the  world 
have  made  similai-  moves.  But  Shougang 
says  it  has  no  intention  of  selling  its 
ships,  air-conditioner  factory,  Hong 
Kong-based  insurer,  or  remaining  stake 
in  Huaxia  Bank.  Yet  the  conglomerate 
sorely  needs  restiiictiuing.  From  a  pay- 
roll of  220,000,  Zhang  figures  maybe  a 
third  are  not  needed.  Shougang  may 
create  more  jobs  by  building  and  oper- 
ating hotels  and  offices  on  company- 
owned  land  in  Beijing.  And  it  wants  to 
expand  its  electronics  operations,  in- 
cluding a  semiconductor-chip  venture 
with  Japan's  NEC. 

BREATHING  FIRE.  Finally,  Shougang  is 
facing  a  major  new  challenge  from  Chi- 
na's nascent  environmental  movement. 
Prevailing  winds  cany  most  of  the  main 
mill's  sulphiu'  dioxide,  nitrous  oxide,  car- 
bon dioxide,  and  dust  emissions  over 
Beijing's  12  million  people,  prompting 
calls  for  a  cleanup  by  local  officials  and 
activists.  Some  even  want  Shougang  to 
move  its  mill.  "Shougang  is  the  single 
largest  polluter  in  Beijing,"  says  Liang 
Congjie,  president  of  Friends  of  Natiu'e, 
China's  first  private  environmental  or- 
ganization. "How  can  you  justify  such 
heavy  industry  so  close  to  the  capital?" 

Liang  recently  raised  Shougang's  en- 
vironmental record  at  the  annual  meet- 
ing of  the  Chinese  People's  Political 
Consultative  Conference,  a  central  gov- 
ernment advisory  body.  Environmental 
regulators  and  Shougang  have  just  com- 
pleted a  survey  of  the  pollution  problem, 
according  to  activists.  But  in  a  possi- 
ble measure  of  how  seiious  the  problem 
is  considered,  Shougang  and  the  gov- 
ernment reftise  even  to  confbin  the  sur- 
vey's existence.  Vice-President  Zhang 
says  the  company  plans  to  invest  in 
new  equipment  to  reduce  emissions.  Ac- 
cording to  local  sources,  Chicago-based 
Nalco  Fuel  Tech  came  close  to  selling 
several  million  dollars'  worth  of  desul- 
phurization  technology  to  Shougang — 
but  the  deal  is  on  hold  as  the  steelmak- 
er struggles  to  come  up  with  the  cash. 

Give  Shougang  credit  for  owning  up 
to  such  problems  as  a  bloated  work- 
force and  polluting  emissions.  But  no 
one  should  expect  a  swift  ti'ansfomiation 
of  this  behemoth  into  an  efficient,  mar- 
ket-focused company.  For  Shougang,  like 
China,  the  problems  facing  it  are  too 
deep  to  go  away  without  hard  and 
painful  work. 

By  Dexter  Roberts,  with  Christopher 
Power,  in  Beijing 


SHOUGANG S  SPREAD 

?  Beijing  company  has  sales  of  $2. 7  billion  and  employs  220,000  workers, 
making  it  one  of  China's  largest  state-owned  enterprises 


STEEL 


:Juces  8  mil- 
tons  annual- 
nd  wants  to 
d  capacity  in 
cialty  steel 


FINANCE      ■  REAL  ESTATE 


Owns  stakes  in 
Huaxia  Bank  and 
Canadian  Eastern 
Life  Assurance 


Wants  to  develop 
more  than  100 
acres  of  Beijing 
real  estate 


Operates  a 
semiconductor 
joint  venture  with 
Japan's  NEC 
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JAPAN 


TOO  MANY  GARS, 
TOO  FEW  BUYERS 

But  Japan's  auto  makers 
keep  launching  new  ones 

Japan's  auto  dealers  have  tried  just 
about  everything  to  revive  sales. 
One  Toyota  Motor  Corp.  dealership 
in  Tokyo  thi'ows  monthly  festivals  in  its 
parking  lot  and  offers  discounts  of  as 
much  as  $2,500  on  new  models.  But  po- 
tential customers  such  as  Kai  Matsuda, 
a  smartly  dressed  28-year-old,  aren't 
buying.  Siu'e,  after  spending  a  recent 
Sunday  toming  Toyota's  swank  fom-sto- 
iT  Amlux  car  showToom  in  Tokyo,  Mat- 
suda came  away  impressed.  The  build- 
ing housed  everything  from  rugged 
recreational  vehicles  to  sleek  luxury 
sedans  such  as  the  $37,000  Ai-isto.  Mat- 
suda would  love  to  buy  a  new  cai;  "if  I 
had  the  money."  But  with  Japan's  econ- 
omy on  the  skids,  he  doesn't. 

For  Japanese  carmakers  preparing 
to  roll  out  their  new  fleets  at  the  Tokyo 
Motor  Show  in  late  October,  consumers 
such  as  Matsuda  illustrate  why  1998 
is  going  to  be  such  a  tough  year.  De- 
spite a  flurry  of  new  launches,  the 
April  increase  in  Japan's  consump- 
tion tax  to  5%  from  3%  has  caused  car 
sales  to  decline  for  six  months  in  a 
row.  Dealers  sold  9%  fewer  cars  in 
September  than  in  the  same  month  last 
year,  and  several  have  now  fallen  in- 
to the  red  or  gone  bankrupt. 
CHOICES,  CHOICES.  So  cai  - 
maker.<  are  desperately 
hoping  their  1998  models 
will  boost  sales.  The  Mo- 
tor Show's  new  lines  have 
the  latest  braking,  engine, 
and  transmission  technol- 
og>',  more  sporty  designs, 
and  more  environmentally 
friendly  engines — inckul- 
ing  a  "hybrid"  car  that 
can  get  66  miles  per  gal- 
lon on  a  combination  of 
gasoline  and  electricity. 
"Every  maker  is  pre- 
paring new  launches 
to  keep  sales  from 
falling  through  the 
floor,"  says  Christo- 
pher Redl,  autoinotive 
analyst  at  IKH  Bar- 
ings Ltd. 

But  Japan- 
ese consumers  ' 


TOYOTA  ARISTO 


Very  snazzy, 
but  does  Japan 
really  need  yet 
another  $35,000 
plus  luxuiy 
car"' 


are  ah-eady  ovenvhelmed  with  choic- 
es. "There  are  over  190  car  models 
available  in  the  market,"  says  At- 
sushi  Fujii,  member  of  the  board  of 
directors  in  charge  of  domestic  sales 
at  Nissan  Motor  Co.  "And  the  aver- 
age consumer  can  only  remember 
about  11  of  them." 

Yet  at  the  Motor  Show,  Japanese 
camiakers  will  be  coming  out  with  even 
more.  Toyota  wants  to  target  young 
people  with  fun,  Em'opean-looking  mod- 
els and  a  convertible  sports  car.  Toyota 
also  plans  to  roll  out  the  world's  fu"st 
mass-produced  hybrid,  with  sales  pro- 
jected at  1,000  a  month.  The  company 
admits  it  will  sell  the  hybrid  at  a  loss 
but  reckons  such  cars  could  comer  as 
much  as  one-tliird  of  the  world's  auto 
market  by  2005.  After  working  out  the 
kinks  in  the  hybrid  in  Japan,  Toyota 
plans  to  take  it  for  a  spin  in 
overseas  mai'kets.  However,  an- 
alysts worry  the  hybrid  could 
cannibahze  sales  of  other  mod- 
els. "Why  would  you  want  to 
buy  a  Corona  when  you  might 
be  able  to  buy  a  hybiid  car  for 
just  about  the  same  price'?"  asks 
Edward  Brogan,  automotive  an- 


NISSAN  ELGRAND 


The  navigation 
system  can  be 
viewed  by  both 
front  and 
backseat  drivers 


,ss  alyst    at  Saloi 
Brothers  Inc. 

Nissan,  expe( 
to  unveil  its  own 
brid  next  year, 
fight  back  with 
hter  direct  injec 
gasoline  engine  ii 
new  Leopard  lux 
cai".  The  engine  is 
signed  to  lower 
bon  dioxide  emiss 
by  as  much  as 
And  Honda  M 
Co.     has  air 
launched  a  hy 
counterattack.  I 
troduced  its  o 
liter,  three-cyli 
hybrid  engine  in 
tember  that  it  cl 
is  lighter  than 
Ota's  but  has 
same   kick.  H 
also  will  introduc 
engine  that  it  cl 
spews  out  ail"  cle 
than  what  it  take 
"We  are  takin 
newf  direction 
our  vector  will  be  the  environme 
boasts  Honda  CEO  Nobuliiko  Kaw'; 
TINY  ENGINES.  To  defend  its  weake 
position  in  recreational  vehicles,  H 
will  try  to  woo  back  customers  wi 
new  hne  of  smaller  and  fuel-effic 
recreational  vehicles  powdered  by 
gines  as  small  as  one  hter.  Mitsu 
Motors  Corp.  would  like  to  recla 
place  of  years  past  as  Japan's  RV 
neer,  with  two  models  featiuing  fue 
ficient  direct  injection  engines.  Ni 
will  show  off  its  new  Safari  four-w' 
drive  sport  utility,  and  roll  out  wh 
calls  a  MAY  or  multi-amenity  spac 
vehicle.  Named  the  R'nessa  to  rese 
the  word  renaissance,  it's  a  2-liter 
tion  wagon  with  a  luxur>'-car  look. 

Nissan  also  has  good  news  for  b 
seat  drivers:  Its  $24,800  luxury 
grand  minivan  permits  passenge 
back  to  watch  where  they  are  g 
crystal-display  maps 
Clarke,  automotive  analys 
dner  Kleinwort  Benson  (A 
The  competition  in  recreat 
al  vehicles  is  goin 
intensify."  That's 
the  only  place 
too  many  mo 
chasing  too 
buyers,  only 
snazziest  of 
will  sell. 
By  Emily  Th 
in 
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BRITAIN 


THE  SUN  SETS  ON 

BRITISH  INVESTMENT  BANKS 

Barclays'  BZW  is  the  latest  to  quit  amid  fierce  competition 

British  investment  banks  are  going 
the  way  of  the  dodo.  On  Oct.  3, 
Barclays  Bank  PLC  put  a  big  chunk 
of  its  investment  banking  operation  on 
the  block.  Americans  or  Europeans  ai-e 
thought  to  be  possible  buyers.  Tlie  news 
came  just  two  months  after  National 
Westminster  Bank  PLC  downsized  its 
own  troubled  investment  bank,  NatWest 
Mai'kets.  And  it  wasn't  that  long  ago,  in 
1995,  that  four  major  British  invest- 
ment banks  were  sold  to  foreigTi  com- 
panies. In  fact,  Barclays'  BZW  unit  was 
the  only  British  investment  bank  still 
making  a  pretense  of  battling  it  out  on  a 
global  scale  with  the  major  U.  S.  and 
Continental  houses. 

Why  the  wholesale  retreat?  The  sim- 
ple answer  is  that  the  British  banks 
just  weren't  up  to  competing  with  theu* 
U.S.  cousins  (table).  But  it  wasn't  al- 
ways that  way.  British  firms  such  as 
Morgan  Grenfell  and  Barings  virtually 
invented  what  evolved  into  investment 
banking.  But  their  latter-day  successors 
don't  seem  to  have  what  it  takes  to 
make  it  in  the  big  leagues. 
BIGGER  IS  BETTER.  The  handwiiting  on 
the  wall  was  the  marriage  this  past 
May  of  Morgan  Stanley  &  Co.  and  Dean 
Witter  Reynolds  Inc.,  followed  by  Ti-av- 
elers  Group  Inc.'s  announcement  on 
Sept.  24  that  it  would  take  over  Sa- 
lomon Brothers  Inc.  The  message:  The 
bigger  the  investment  bank,  the  better 
its  chances  for  sur- 
vival. To  build  up  its 
BZW  operation,  Bar- 
clays would  have  had 
to  invest  "hugely  and 
riskily,"  says  Martin 
Taylor,  chief  executive 
of  Barclays.  Added 
Taylor:  "I  wouldn't  in- 
vest my  own  money 
in  such  a  ventui'e,  so  I 
wouldn't  expect  my 
shareholders  to." 

Indeed,  British  in- 
vestment banks  typi- 
callv  are  more  timid  ,  ,  , 

than  U.  S.  f^rms  when    q.^lckLy  enough 
it  comes  to  risking 
capital.  U.  S.  invest- 
ment banks  are  mak- 
ing so  much  money  at 


WHY  THE  BRITS 
CAN'T  COMPETE 

TOO  CLUBBY  Until  recently, 
investment  bankers'  pedigrees 
counted  more  than  their 
entrepreneurial  drive 

COMPLACENT  Banks  are  too 
wary  of  taking  on  risk  and  too 
willing  to  accept  low  returns 
on  equity 

SLOW-MOVING  They  haven't 
identified  new  market  niches 


TOO  STINGY  They  haven't 
allocated  enough  capital 
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home  that  they  1ki\i/  iiiiiiMii>  ii.  pitiw 
into  overseas  expansion.  The  British 
banks  can't  feed  off  such  a  vibrant  do- 
mestic mai'ket.  Tliey  also  come  up  short 
in  risk-taking  and  identifying  new  mar- 
ket niches,  notes  Samuel  L.  Hayes,  Hai'- 
vai'd  business  school  investment  banking 
professor.  "Mixing- 
classical  commercial 
banking  with  entre- 
preneurial investment 
banking  is  almost  hke 
mixing  oil  and  water," 
he  says. 

Lately,  British 
banks  have  been  mak- 
ing so  much  money 
lending  to  retail  and 
business  clients  that 
investment  banking 
came  to  be  viewed  as 
a  drag  on  profits.  U.  S. 
investment  banks  such 
as  Goldman  Sachs  & 
Co.  and  Morgan  Stan- 
ley, meanwhile,  built 
huge  operations  in 
London,  snapping  up 


talented  Britons  and  other  Em-ope; 

Faced  with  an  accelerating  brij) 
drain,  bzw  and  NatWest  were  forcedi 
spend  even  more  to  compete.  In  1^! 
Barclays  put  out  $72  million  on 
grading  costs,"  such  as  guarantees 
new  recruits.  But  institutional  sha) 
holders  were  imhappy.  With  retail  ba| 
ing  in  Britain's  hot  economy  geneij 
ing  average  annual  returns  on  eq 
of  ai-ound  25%.  the  Brits 
gan  asking  themselves  v 
they  should  waste  money] 
investment  banking  ope 
tions  earning  half  of  that 
JUMPING  SHIP.  For  now.  F 
clays'  main  concern  is  fijiil 
a  buyer  before  BZW  is  de' 
ued  by  top  employees  jui 
ing  ship.  Bai-clays  is  belie' 
to  be  willing  to  shell  out  i 
milhon  to  con\ince  key  (^ 
jiloyees  to  stay.  Among  po  - 
ble  buyers  are  Gennais 
Commerzbank,  which  has  - 
pressed  its  keen  interest!) 
expanding  into  investmt 
banking.     And  Frams 
Banque  Paiibas  is  lookingi 
Bzw  's  businesses.  Other  poi- 
bilities  include  Holland's  G 
Barings  and  Crecht  Suie 
Fii-st  Boston.  Analysts  say  e 
business  could  fetch  betwn 
.$550  million  and  $950  milii. 

Indeed,  even  as  BritJi 
companies  puU  out,  the  Coi- 
nentals  have  been  lushingi 
In  1995,  Dresdner  Banli  bought  Kid- 
wort  Benson,  Swiss  Bank  Corp.  acquid 
S.  G.  Wai'biu'g,  and  ing  took  over  I"- 
ings.  Deutsche  Bank  has  poiu-ed  mo:y 
into  Deutsche  Morgan  Grenfell,  e 
investment  bank  it  bought  for  $L5  1- 
lion  in  1989. 

Although  Barclays'  departure  ftn 
investment  banking  was  long  inmofl, 
competitors  still  have  taken  note,  "'s 
the  most  visible  casualty  so  far,"  s*s 
Ralph  L.VTich,  who  heads  the  Europii 
mergers   and   acquisitions   team  )f 
Leliman  Brothei-s  Inc.  "It's  an  indicalin 
that  not  everyone  who  thought  thfid 
make  it  in  investment  banking  in  .jk 
rope  will."  Observers  now  won 
whether  Barclays'  exit  is  the  precui] 
of  a  shakeout  among  the  Continen' 
w^hen  the  industry  eventually  C(| 
dowm.  "We  think  just  two  or  thi'ee 
ropean  banks  will  succeed,"  says  JjS 
Aitken,  head  of  Eiu'opean  banking 
search  at  ubs  Ltd.  If  so,  they'll  h'e 
fared  better  than  the  British. 

By  Heidi  Daivley  in  London,  u 
Thane  Peterson  in  Frankfurt 
Kerry  Capell  in  New  York 
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sjONSIDER  THIS  A  TRIPLE  SHDT  DF  IRON 
AND  ADRENALINE,  HEADED  RIGHT  FOR  THE 
HEART   OF  YOUR   COMPANY'S  INFORMATION 

SYSTEMS.  It's  called  the  Adaptive 
Component  Architecture,"  from  Sybase; 
It's  a  complete,  integrated,  end-to-end 
architecture  for  handling  all  your 
information  needs,  from  high  perfor- 
mance database  servers  to  leading 
edge  middleware  and  enterprise 
development  tools, 
^this  architecture 
is  designed  to  work 
with  everything  in  your 

enterprise   no  matter   

what  platform  or  vendor  you  use. 
You'll  be  able  to  create  new  Customer- 
Centric  Computing  applications  that 
use   standard  components  deployed 

THE  way  you  want  ON  ANY  TIER,  ACCESS- 
ING ANY  DATA.  AND  YOU'LL  BE  OPEN 
TO  THE  ADVANTAGES  OF  THE  INTERNET 
AND  FUTURE  TECHNOLOGY.  ►TO  LEARN 
MORE,  CALL  TODAY  FOR  OUR  WHITE  PAPER 
AT  1  -BDD-SSYBASE  (REF.#ACBU).  AND  VISIT 
US    AT  WWW.SYBASE.COM/SUCCESS. 
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THE      FUTURE      IS      WIDE  OPEN, 


Merrill  Lynch 

on  reaching  $  1  trillion  in  client  assets 
and  the  real  erowth  stories  behind  it. 


Merrill  Lynch  has  achieved  another  first:  Clients ; 
advise  have  entrusted  us  with  assets  that  now  surp,  y 
$  1  trillion.  By  placing  clients'  interests  first,  q  ^ 
Financial  Consultants  have  helped  millions  of  familj>  ^  j 
achieve  financial  security.  In  the  process,  an  enormcj^ 


of  investment  capital  has  been  created  that  will 
fuel  economic  growth  and  raise  living  standards 
Avhere.  To  thank  our  clients,  we're  making  a 
ler  investment  in  the  future  by  contributing 
lillion  to  organizations  benefiting  children  and 


families  worldwide.  And  we're  encouraging  all  our 
employees  to  make  extra  volunteer  efforts  in  their 
communities.  Helping  our  clients  succeed  helps, 
people  everywhere  succee^MThat  makes  a  difference. 
The  difference  is  MeidH  Lynch. 


nill  Lynch 

A  tradition  of  trust. 
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A  FIASCO  IN  THE  MIDEAST- 

FOR  EVERYONE  BUT  KING  HUSSEIN 




Ai-afat  lost  face  because  he  played  no  role  in  Yassin'sjj^ 
lease.  He  wasn't  even  told  until  it  was  all  over.  Yassin's  *■ 
lunphal  retiuTi  to  Gaza  compounds  .\i*afat's  problems,  sincejfe 
rael  insists  that  it  will  restart  high-level  peace  talks  only  ip 
cracks  dowTi  on  Hamas.  ! 

But  Netanyahu  is  finding  it  hard  to  enforce  that  conditi 
He  is  under  strong  U.  S.  pressure  to  resume  substante 
talks  with  Ai-afat.  Indeed,  the  two  men  met  biiefly  on  OdS, 
for  the  fii-st  time  in  eight  months,  as  did  Israel's  Foreign  IVi- 
ister  and  Palestine's  chief  negotiator,  i- 
sides,  Netanyahu  is  facing  fierce  criticn 
inside  Isi-ael  for  Mossad's  blunder 
OUT  IN  FRONT.  In  contrast,  Hussein's  abi|J 
to  obtain  Yassin's  release  counters  Araf's 
influence  on  the  West  Bank  and  in  Gaza.i 
home,  it  could  silence  MusUm  and  oppi- 
tion  critics  and  may  even  make  gi-oups  ra»- 
ing  from  the  Muslim  Brotherhood  to  p- 
fessional  bodies  of  engineers  and  lawys  i 
relent  on  their  call  to  boycott  the  electiaii 
Tliere  are  limits:  Hussein  is  well  aheaqif' 
his  people  in  moving  toward  peace  with'^- 
I'ael.  "He  will  have  to  be  carefiil  not  to* 
too  far  ahead,"  warns  Jon  B.  Altennan,  i 
low  at  the  Washington  Institute  for  Nj 
East  Pohcy.  i 
Still,  Hussein's  poHcies  have  produced  (I 
nomic  gains  already.  The  U.  S.  forgave  $7.50  million  of  Jfl 
danian  debt.  Foreign  aid  will  double,  to  $100  inillion,  la 
year  Meanwiiile,  piivate  foreign  investment  has  reached  B 
million  this  year,  up  from  just  $6  million  last  year 

For  Hussein,  the  best  outcome  would  be  a  large  electa 
victoiy  for  the  new  National  Constitutional  Piuty.  Made  up6 
his  loyahsts,  the  party  could  deliver  a  Parhament  without  s 
lious  opposition  to  steady  reforni  and  pursuit  of  the  pea( 
By  Kirk  Albrecht  in  Amman,  wl 
Neal  Sandler  in  Jerusah 


Jordan's  King  Hussein  is  one  of  the  Mideast's  great  sur- 
vivors. Now,  his  stock  is  soaiing.  His  patient  diplomacy  is 
gaining  increased  i-espect  from  the  U.  S.,  which  is  tu-ed  of 
the  stubborn  tactics  of  Israel's  Prime  Minister  Benjamin  Ne- 
tanyahu and  Palestinian  President  Yassir  Arafat.  Hussein's 
success  in  securing  the  release  of  the  ailing  Sheikh  Ahmad 
Yassin,  founder  of  the  Islamic  militant  gi"oup  Hamas,  fi-om  an 
Israeli  prison  is  winning  kudos  in  the  region. 

The  upturn  in  Hussein's  foitiuies  results  from  a  botched  as- 
sassination attempt  by  Israel's  Mossad  seci-et 
service  against  Khaled  Meshal,  a  Hamas 
leader,  on  Sept.  25.  Deftly  exploiting  the  sit- 
uation, Hussein  negotiated  to  exchange 
Yassin  for  two  Mossad  agents  aiTested  in 
Jordan  for  poisoning  Meshal.  "It  is  clear  the 
King's  policy  of  coexistence  with  Israel  is 
working.  He  has  shown  he  can  dehver,"  says 
Mustafa  Hamameh,  director  of  the  Univer- 
sity of  Jordan's  Center  for  Strategic  Studies. 

The  mess  weakens  both  Netanyahu  and 
Ai-afat.  But  Hussein  is  looking  stronger  Do- 
mestic naysayers  can  no  longer  argue  that 
Ms  signatm-e  of  a  1994  peace  accord  with  Is- 
rael has  done  no  good.  His  partisans  might 
now  gain  enough  seats  in  the  Nov.  4  elec- 
tions to  provide  democratic  backing  for  his 
program  of  moderate  economic  and  political 
refomi.  Hussein  may  also  be  able  to  ushei'  in  tlie  "new  era  of 
prosperity"  he  pi'oinised  w^ould  tlow  fi'om  peace. 
IN  THE  DARK.  When  the  crisis  flared,  Hussein  had  plenty  of 
mai'kers  to  call  in.  Since  the  1994  deal,  Jordan  ajid  Israel  have 
cooperated  in  secret  on  security,  Israeh  sources  say.  Despite 
that,  Netanyahu's  officials  did  not  tell  Hussein  they  were 
tracking  Meshal,  believed  to  be  the  effective  head  of  Hamas, 
which  Israel  blames  for  suicide  bomb  attacks  in  Israel.  Nor, 
they  say,  did  Netanyahu's  government  react  to  a  tince  offer 
fi'om  Hamas  that  was  relayed  by  Hussein  before  the  incident. 


ca)i  deliver 


GLOBAL  WRAPUP 


INDONESIA  SEEKS  IMF  BAILOUT 

►  Indonesia,  recently  caught  in  Asia's 
financial  meltdown,  is  asking  for 
International  Monetary  Fund  aid. 
With  a  sound  economy  and  $30  billion 
in  foreign  exchange,  Indonesia  doesn't 
fit  the  usual  profile  of  supplicants.  But 
since  June,  currency  markets  have 
whacked  the  rupiah  down  nearly  40%, 
in  what  the  World  Bank  calls  "a  total 
evaporation  of  confidence." 

Analysts  say  President  Suharto  is 
desperate  to  shore  up  his  32->'eai'-old 
regime  and  stave  off  a  collapse.  Suhar- 


to's family  is  starting  to  lose  its  giip 
on  political  power  and  business.  Be- 
cause the  i-egime's  legitimacy  is  built 
on  fast-paced  economic  gi'owth,  that 
process  could  accelerate  unless  the 
government  can  deliver  at  least  5% 
annual  rates,  they  say. 

GERMAN  BANK'S  WOES  DEEPEN 

►  The  problems  at  Dresdner  Bank  get 
worse  by  the  day.  In  the  latest  shock- 
er, the  bank  confirmed  that  Chief 
Executive  Jiirgen  Sarrazin  will  quit 
entirely  next  May  instead  of  moving 
up  to  chair  its  supervisory  board  as 


expected.  An  insider  says  he  was 
undercut  by  other  board  members 
and  his  predecessor,  Wolfgang  Rolle 
who  resigned  on  Sept.  16  after  prosf 
cutors  investigating  alleged  tax  eva- 
sion raided  his  house. 

Similar  probes  ai'e  snaring  more 
bank  officials.  Hans  G.  Adenauer,  a 
Dresdner  board  member  and  great- 
nephew  of  Germany's  first  postwar  ' 
Chancellor,  resigned  on  Oct.  7  after  ai, 
mitting  to  tax  evasion.  Last  month, 
prosecutors  also  raided  the  homes  of 
Sairazin  and  two  other  board  mem- 
bers but  have  not  filed  charges. 


SAVIN'S  GOING  TO  WIN  YOU  OVER  WfTH 
DOCUMENT  HANDLING  SOLUHONS  THAT  SHIFT 
YOUR  OmCE  NEIWORK  INTO  HIGH  GEAR. 


Paper  Sculpture  by  ]ej]  Nishinaka 


At  Savin,  we've  got  the  products,  the  technology  and  the  dedicated  people  that 
can  speed  your  office  productivity  onto  the  fast  track. 

With  advanced  digital  document  and  color  imaging  systems  that  make  all  the 
right  connections.  Bnnging  laser-sharp  clanty  and  efficiency  to  your 
document  flow. 

For  the  smart,  innovative  solutions  you're  looking  v 
for  backed  by  the  people  and  semce  you  deserve, 
contact  us  at  1-800-234-1900  or  www.savin.com.  And 
dont  forget  to  fasten  your  seat  belt. 
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Why  do  all  ten  of  the  leading  aerospace  companies  depend  on  Diotal  ftw  an  entire  ui^ 
pe  ilelrveff.  In  everything  from  Windows  NT^  and  UNIX?  to  the  Internet  and  beyond.  Fin^i 
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CORPORATE 

AMERICA 
GOES  TO 
SCHOOL 


B-schools  are  hustling 
to  meet  the  demand  for 
executive  education.  Here's 
how  the  best  programs  rate 

Deep  in  ilie  bowels  of  tlie  Univei-sity  of  Pennsylva- 
nia's Hutchinson  G\nn.  ei-ew  coach  Bnice  D.  Konop 
ka  is  putting  a  group  of  novice  inwei-s  tluxiugh 
their  paces.  Btit  tliese  aren't  robust  fresltnien 
straining  to  pull  their  o;u-s  tlmuigh  tlie  givenisli  winter 
of  the  rowing  tanks.  They're  top  executives  from  li- 
naiicial  ser\ioes  conipan\-  Liechtenstein  Global  Trtist 
(i.r.T\  including  it#  chairman.  His  Serene  Highness 
Pi'ince  Philipp  von  und  zu  Liechtenstein. 

The  gi'oup  is  learning  to  nnv  as  part  of  a  two-week, 
customized  executive  education  pivigram  designed  ex- 
pressl\-  for  Lcr  by  Penn's  Wliarton  Sdiool.  Tlie  \\li:mon 
stint,  part  of  a  foiu-year  pivginvin  at  lot.  inchides  com-ses  on 
cor}.x^rate  linancv  antl  hsk  nuuiagement,  .-Vlthough  the  acti\iiies 
aiv  designeti  to  help  exec's  from  lot's  two  main  units;,  asset 
management  and  private  banking,  understand  each  other's 
businesses,  lot  also  thinks  sudi  interaction  out  of  tlie  office  will 

help  it  win. 
develop,  and 
keep  tO{,VH]u:il- 
ity  ^vople.  "If 
you  use  [only] 

tlie  checkbook. "  s:\ys  Piince  Philipp,  "You  g-et  meiven;mes." 

Wlule  not  every  exec  wants  to  niw  his  way  to  success, 
more  and  more  agi*ee  that  executive  education  c;ui  help  fos- 
ter smart,  flexible  managers.  After  yeai-s  of  p:ii"ing  cor}.x^n«e 
fat.  ci^mjvuiies  aiv  reaUzing  that  many  stivngths  ;uid  skills  gin 
trimmed  witl'.  the  excess  ^XMindage.  Now.  they're  spending  big 
bucks  on  nondegi-ee  management  development  and  execti- 
:ive  MBA  progi-ams  in  hopes  of  i*ecapturing  lost  talents. 

Rut  tlie  sui-ge  in  executive  eiluc^;ition  isn't  only  about  gaiii- 
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WHERE  BUSINESS  PREFERS  TO  LE 
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,  ing  an  edge  in  the  mai-ket.  Companies  ai-e  using  it  as  a  tool  to 
j  win  back  the  loyalty  of  the  troops  after  yeai-s  of  do\Misizing. 
In  a  market  short  on  top  talent,  many  also  are  offering  access 
to  education  as  a  lm*e  for  new  hii-es.  "Quietly;' 

says  B.  Joseph  White,  dean  of  the 
Univei-sity  of  Michigan  Business 
School,  "companies  are  substitut- 
ing education  for  sectuity." 
Along  with  a  vibrant  economy, 
those  trends  ai-e  fueling  a  spending 
boom  on  all  things  educational.  Cor- 
porate expenditm-e  on  ti*aining  and 
education  at  the  management  level  hit 
an  estimated  S16  billion  in  1996.  ac- 
cording to  Training  magazine,  up  \i% 
TTm  1995.  Some  83  billion  goes  to  uni- 
•  -riities.  with  the  rest  spent  on  in-house 
progi-ams  (page  68)  and  consultants,  says 
Jeanne  C.  Meister.  president  of  Coi-porate 
Univei-sity  Xchange.  a  c-onsulting  firm.  In  a 
irsiXESS  WEEK  sur\-ey  of  coi"poi-ate  human 
resources  execs.  42*7  said  they  were  sending 
more  people  to  B-school  exec  ed  progi-ams 
'   than  five  years  ago.  with  :33<7f  sending  the 
'  same  number.  Some  Q2Fc  dted  a  new  emphasis 
_  ^        _  ^^^^^^^^^^^^  J       in  management  development  as  a  main  reason. 

ly/^JV  ^^Itai^^^^^^^H^^^^P  MjftjKfB         Along  'nith  rising  demand,  however,  have 

  ;ome  rising  standai-ds.  Companies  are  no  longer 

/  passively  accepting  what  imivei-sities  and  others 
/  spoon-feed  them.  CEOs  and  other  boai'd-level  ex- 
/  ecs  have  become  far  more  involved  in  program 
planning.  Beyond  standard  general  management 
coin"ses.  they're  demanding  real-time,  "customized" 
programs  tied  to  issues  such  as  enteiing  a  new 
market  or  developing  an  Internet  strategy-. 
Some  have  even  more  ambitious  goals,  such  as 
changing  execs"  notions  of  competition. 
RECORD  LEVELS.  Take  a  program  under  development  by 
Sony  Coi-p.  subsidiaiy  Sony  Electronics  and  the  Univei-sit>-  of 
Michigan,  called  "Leadei-ship  2000.'"  Directed  by  C.  K.  Pi-a- 
halad.  professor  of  corporate  strategy-  and  international  busi- 
ness at  Michigan,  the  plan  is  to  teach  Sony  execs  to  create 
new  oppoitimities  from  the  convergence  of  the  audio,  \ideo. 
media,  and  PC  industries.  By  encoui-aging  managei-s  from  dif- 
ferent businesses  to  interact  more.  Sony  hopes  they  \^ill 
think  of  new  ways  to  leverage  technology',  much  as  Sony 
did  when  it  made  the  transistor  radio  portable.  "If  we  don't 
puU  this  off.  we  wither  and  die,"  says  Sony  President  and 
Chief  Operating  Officer  Carl  J.  Yankowski. 

Such  custom  programs  mean  a  lot  more  work — for  partic- 
ipants and  pro\iders  alike — but  they  also  mean  more  rev- 
enues. At  Babson  CoUege.  for  example,  which  piimarily  does 
customized  programs,  revenues  have  more  than  doubled  in 
the  past  five  years,  rising  to  S6.4  miUion.  Q\'erall.  average  rev- 
enues from  the  35  schools  surveyed  rose  to  SI  1.4  million, 
BW  surrey  of  human  resources  executives       up  61'~f  from  five  years  ago.  In  executive  MBA  programs. 

too.  em"oUments  are  hitting  record  levels  even  as  average  tu- 
ition at  leading  schools  has  risen  32'T-  since  1993,  to  §50.584. 
1  Thunderbird  '■^^  crowded  arena,  which  schools  best  meet  the  needs 

.1   of  Corporate  America?  Focusing  exclusively  on  the  end 

2.  INSEAD  ^1^^ — c-orporation — business  week  asked  heads  of  htmian  = 
  resoiu-ces  and  management  development  at  394  companies  to  i 

3.  IMD  rank  theii"  top  choices  in  executive  education.  We  received  120  f 
-                    "  responses,  a  rate  of  30^c.  To  round  out  the  stu"vey,  we  also  5 

  4.  London  Business  asked  the  heads  of  35  leading  exec  ed  and  61  executive  mb.a.  ^ 

School  programs  to  assess  themselves  and  their  rivals.  The  results  of  ? 

    ^jjg  eoipoi^te  sur\-ev.  as  well  as  deans'  \iews.  can  be  found  on  | 

(Kellogg)     5.  Han"ard  pages  72  and  80.    *  I 

I      In  nondegree  executive  education,  the  overall  winner  in  the  = 


Harvard  revamped  its 
program  after  a  study 
shovv^ed  that  many 
companies  found 
its  faculty  "stodgy 
and  arrogant" 
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BUSINESS  WEEK  survey  was  Harvard  University,  followed 
closely  by  Michigan.  Northwestern "s  J.  L.  Kellogg  Graduate 
School  of  Management.  Wliarton.  and  Stanford  University 
rounded  out  the  top  five.  We  also  asked  execs  to  rank  the 
schools'  strengths  in  specific  subjects.  Among  the  results: 
Wliarton  dominated  in  finance,  Thunderbird — the  American 
Graduate  School  of  International  Management — won  in  glob- 
al business,  and  Hai^vai'd  led  in  general  management.  For  cus- 


tom programs,  Kenan-Flagler  Busii  i'fe 
School  at  the  University  of  North  Care 
at  Chapel  Hill  came  out  ahead.  i 
For  Harvard,  that's  a  welcome  vot 
confidence  after  a  major  overhaul  of 
progi'am.  After  virtually  owning  the 
for  decades.  Harvard's  lead  was  challenl^tfis 
in  the  late  1980s  by  a  handful  of  aggres 
schools  more  responsive  to  custom  '-  Mi 
needs.  In  1995,  after  the  an*ival  of  Dean  Kim  B.  Clarl 
hired  consultant  McKinsey  &  Co.  to  help  with  a  reva  .-set 
The  conclusion:  Many  coinpanies  associated  Harvard 
with  less  popular  general  management  courses — and 
ceived  its  faculty  as  "stodg\r  and  airogant,"  says  Bob  Fo  f  He 
Harvard's  executive  director  for  executive  education. 

Now,  Harvard  offers  more  open  em'ollment  progi-ams 
geted  at  people  with  similar  needs,  such  as  the  Program 


WHEN  THE  BEST  B-SCHOOL  IS  NO  B-SCHOOL 


Although  B-schools  still  control  a 
large  chunk  of  the  executive  edu- 
cation market,  they  don't  have  a 
monopoly  on  good  ideas.  Some  of  the 
newest  approaches  to  executive  educa- 
tion are  coming  from  companies'  in- 
house  prograins,  which  are  on  the  rise. 
There  are  now  1,200  corporate  "uni- 
versities," up  from  400  in  1988,  says 
Jeanne  C.  Meister,  president  of  consul- 
tant Corporate  University  Xchange. 
And  with  CEOs  and  other  top  execs 
now  taking  a  more  active  role,  many 
fresh  ideas  are  coming  straight  from 
the  executive  suite. 

A  case  in  point  is  Citibank's  Team 
Challenge  program,  created  in  1996  by 
CFO  Victor  J.  Menezes  as  a  way  to  de- 
velop promising  leaders  while  solving 
some  thorny  intemal  issues.  Now  in  its 
fourth  session,  the  progi'am  invites  sev- 
eral of  Citi's  best  young  managers  to 
spend  a  month  working  in  teams  on  real 
problems  facing  the  bank.  Chaunnan 
John  S.  Reed,  Menezes,  and  other  senior 
execs  select  the  issues  the  groups  are  to 
puzzle  over,  and  by  month's  end,  each 
team  proposes  a  course  of  action. 

Denise  Strain,  a  44-year-old  associate 
general  tax  counsel,  was  a  member  of 
the  first  Team  Challenge.  Her  team's 
assignment  was  to  determine  whether 


it  made  sense  for  each  of  Citi's  country 
and  business  units  to  maintain  a  sepa- 
rate treasury  to  manage  its  funds.  Af- 
ter a  few  days  of  leadership  training, 
the  team  was  set  free — with  unlimited 
budgets — to  find  an  answer.  Strain  trav- 
eled to  London,  Malaysia,  and  Indonesia 
in  one  week  to  interview  Citi  execs  and 
experts  at  other  companies,  while  her 
six  teammates  jetted  elsewhei'e  across 
the  globe.  When  they  reunited  in  New 
York,  they  compared  notes  and  devel- 
oped a  controversial  recommendation  to 
centralize  the  treasuries.  After  an  hour 
and  a  half  of,  in  Strain's  words,  "a  real 
hard  time"  from  Reed  and  the  other 
top  execs,  they  accepted  the  proposal. 

Strain,  who  describes  the  month  as 
"stressful,  exhausting,  and  exhilarating," 
says  it  taught  her  to  throw  out  old  as- 
sumptions when  looking  at  a  problem. 
She  also  learned  to  think  strategically 
about  how  her  decisions  affect  the  com- 
pany. As  for  Citibank,  it  gained  input  on 
a  nagging  issue  while  letting  high-po- 
tential execs  develop  new  leadership 
and  problem-solving  skills.  Plus,  says 
Menezes,  it  was  "much  cheaper  than  a 
management  consultant." 

Although  Menezes  consulted  a  few 
outsiders  in  developing  Team  Challenge, 
the  progi-am  is  so  Citi-specific  that  the 


m 


bank  never  considered  working 
B-school  on  it.  "These  people  a 
to  work  together  foi-  a  month," 
James  L.  Noel,  Citibank's  xice-t:; 
for  executive  development.  "It'i  - 
ordinarily  difficult  to  duplicate 
versify  setting." 
INDIVIDUAL  BREW.  Citi  is  not  th  : 
one  leaning  more  tow-ard  the  hi  r 
gi'owTi.  Som.e  22%  of  the  compa  r 
BUSINESS  WEEK  sui'veyed  say  tl 
fer  in-house  training  to  universe 
education.  In  part,  that's  becam 
university  is  coming  to  them.  FU-itii 
11%  of  the  surveyed  companie: 
they  can  still  get  top  faculty  b; 
them  as  consultants.  "There  is 
versify  that  has  all-stars  in  all 
plines,"  says  Deepak  Sethi,  assil 
rector  for  exec  ed  at  at&t.  Indd 
exec  education  focuses  increasiil 
specific,  bottom-line  goals,  mor( 
more  companies  seem  to  be  ch( 
individual  brew  of  B-schools,  oil 
consultants,  and  inside  projects  j 
That's  the  mix  favored  by  A 
Products  Inc.  Although  it  occai 
sends  individual  execs  to  exten| 
grams  to  round  out  specific  skil 
Michael  W.  Michl,  vice-presiden 
man  resources,  says  that  as  maj 
move  up,  they  require  such  spep 


Leadership,  for  new  general  managers  with  inteina- 
responsibiiities.  Harvard  also  has  increased  its  course 
gs  from  24  to  56  in  five  years,  with  many  more  short 
3  tied  to  current  faculty  projects.  And  customized  pro- 
have  gone  from  2%  of  revenues  to  15%. 
OCUS.  Still,  that's  tiny  compared  with  many  schools  in 
;ss  week's  survey,  which  get  an  average  44%  of  rev- 
from  customized  programs,  up  ft'om  28%-  five  years  ago. 
was  enough  to  persuade  Hans  W.  Gutsch,  senior 
■esident  for  human  resources  and  envi- 
nt  at  Compaq  Computer  Corp.,  to 

Harvard  to  develop  and  run  its 
J  Lessons  in  Leadership  program,  which 
on  Oct.  26.  Thi-ee  times  a  year,  Compaq  will  send  50 
through  the  intensive  progi"am,  which  featui'es  top 
'd  faculty  teaching  subjects  such  as  strategy  and  fi- 
together  with  directed  work  on  company-specif- 
iects.  Alongside  faculty,  Compaq  ceo  Eckhard 
r  will  lOin  a  session  on  leadership, 
specialization  trend  is  evident  in  other  ways.  Case 
!  are  losing  gi'ound  to  real  problems  that  bedevil 
ts  back  in  the  office.  In  the  week-long  Global 
•ship  Progi'am  nan  by  Columbia  University's  R- 
,  execs  from  16  companies  helped  James  R. 
,  general  manager  for  intemational  sales  for 
V  maker  Pella  Corp.,  develop  a  Korean 
jy.  He  left  with  a  plan — as  well  as  some 
:s  fi'om  Korean  student  Won  II  Kim. 
;w  focus  is  also  tme  with  executive 
The  University  of  Tennessee  at 
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Avon's  own  practices  that 
pointless  to  go  outside.  "If 
5  them  generic  training," 
"they  come  back  and  say: 
ery  interesting,  but  I  don't 

0  implement  it.' " 
TERS.  One  of  Avon's  in- 
ngs,  the  Passport  Program, 
;d  Math  that  problem  in 
ited  at  those  who  Avon 

1  become  general  managers, 
fi  brings  a  team  together  for 
pread  over  18  months.  In 
,rn  both  Avon's  global  strat- 
;t  practices  of  other  units, 
or  each  session  in  a  differ- 

.  Participants  are  first  given 
kground  by  outside  faculty 
reas  such  as  marketing, 
aterial  is  "Avonized,"  says 
75%  of  it  presented  by  se- 
nanagers.  "The  biggest  new 
;  Noel  M.  Tichy,  professor  of 
lal  behavior  at  the  Universi- 
?an  and  a  consultant  to  in- 
•ams,  "is  the  degi-ee  to 
re  getting  the  leaders  them- 
)  the  teaching." 
^\.von  progi'am,  teams  work 
execs  on  a  countiy  project, 
ering  a  new  market,  to  come 
iresentation  for  ceo  James 
Ursula  zui'  Hausen,  presi- 
)n  Germany,  helped  develop 
for  the  Polish  market.  "We 
e  figures  and  the  economy 


Knoxville  will  soon  offer  an  mba  for  doctors,  and  Washington 
University's  Olin  B-school  has  a  degree  in  manufactuiing  man- 
agement. Michigan  is  developing  mbas  for  gi-oups  of  Chinese 
and  Brazilian  companies. 

If  specialization  is 
boosting  revenues  for 
B-schools,  it  has  made 
the  sleepy  summer 

vacation  extinct.  Planning  alone  can  require  months  of  meet- 
ings. And  deans  complain  of  a  shortage  of  top  professors  to 
teach  and  design  the  courses.  "The  real  competition  is  for 
faculty,"  says  Glen  L.  Urban,  dean  of  Massachusetts  Insti- 
tute of  Technology's  Sloan  School  of  Management.  As  a 
result,  profs  have  more  leverage  than  ever  before  to 
choose  the  programs  they  want  to  be  associated 
with.  "You  can't  get  the  faculty  to  take  on  a  dull 
project,"  says  Brandt  R.  Allen,  head  of  the  Uni- 
versity of  Virginia's  Darden  Gi-aduate  School  of  Busi- 
ness Administration's  exec  ed  progi'am.  "Even  if  you 
pay  a  lot  of  money,  they  won't  do  it." 

Meeting  demand  has  led  some  schools  to  do  sometliing 
that  was  once  unimaginable:  share  clients  with  other 
schools  and  consultants.  "Two  years  ago,  the  idea  of  two 
universities  working  together  would  make  someone 
want  to  throw  up,"  says  Albert  A.  Vicere,  director  of 
the  Institute  for  the  Study  of  Organizational  Effec- 
tiveness at  Pennsylvania  State  LIniversity's  Smeal 
B-School.  "Now,  you'i'e  seeing  a  lot  more  open- 
ness." Columbia,  for  example,  asked  Kellogg  to 
help  it  mn  a  program  for  Deloitte  &  Touche's 


and  handled  it  as  if  it  were  our  gener- 
al management  role,"  she  says. 

Some  incoming  CEOs  have  also  seized 
upon  speciahzed  in-house  exec  ed  as  a 
way  to  communicate  and  spur  change. 
In  mid-1996,  shortly  after  taking  over 
Bankers  Tr-ust  New  York  Corp.  in  the 
wake  of  a  derivatives  trading  scandal. 
Chairman  and  ceo  Frank  N.  Newman 
worked  with  Tichy  and  Evelyn  Rod- 
stein,  director  of  human  resources  plan- 
ning and  development,  to  create  a  pro- 
gi'am for  bt's  top  200  execs,  many  of 
whom  were  bottom-Hne-focused  bankers 
and  traders.  The  point  of  the  program, 
aunched  in  March,  is  to  show  that  suc- 
cess— and  compensation — would  now 
depend  on  management  skills  as  much 
as  financial  performance. 

Rodstein  says  the  key  to  getting  the 
paiticipants  to  take  the  progi-am  seri- 
ously was  real  involvement — not  lip  ser- 
vice— from  the  top  of  the  corporate 
pyi'amid.  Members  of  bt's  management 
committee  teach,  and  Newman  attends 
part  of  almost  every  session  and  follows 
up  with  a  participant  lunch.  That's  also 
why  the  top  200  execs  are  the  first  at- 
tendees. "This  way,"  she  says,  "no  one 
is  saying  my  manager  told  me  it  wasn't 
important."  Seems  there's  nothing  like 
having  your  CEO  play  professor  to  in- 
sure that  the  lessons  come  through  loud 
and  clear. 

Bxj  Jennifer  Reingold, 
with  Lori  Bongiorno,  in  New  York 


PEOPLE  ORIVE  CARS, 

AMD  OTHER   , 

REVOLUTIOMARV 
OBSERVATIOMS. 


July  15,  1986: 
Chrysler  Corporation  designers  sketch 
an  idea  that  moves  the  passenger  cab  forward 
on  the  chassis  and  the  ivheels  to  the  corners, 
creating  a  larger  space  for  people.  It 
contradicts  eight  decades  of  automotive  design. 


January  8,  1997: 
Auto  Shozu  crcnuds  get  the  first  glance  at  the  next  generation 
of  cab-forzvard  thinking  in  the  all-nezv  1998  Dodge  Intrepid 
and  Chrysler  Concorde.  Competitors'  shoulders  sag. 


December  31,  1996: 
20  major  aivards 
for  cab-fonvard 
sedans.  So  far. 


March  23,  1994: 
Ducks  mistaking  Chryp 
test  track  for  local  po' 
umvittmgly  inspire  ap 
handling  of  Chrysler  Ct« 
and  Dodge  Stratus  sed\$ 


l:^..-     It  seemed  like  an  obvious  notion:  Cars  should 
k*-;  be  designed  around  people,  not  machinery.  But  it 
V  led  to  what's  been  called  "a  generational  leap  in 
automotivej  design."  We  simply  call  it  cab-forward. 


By'  fundamentally  rethinking  the  car's  architect^ , 
we  managed  to  expand  seating  areas  as  well 
improve  ride  and  handling.  More  than  two  mil 
vehicles  later,  it  seems  that  people  approve.  And  | 


Call  toll-free  1-888-GREATCARS. 


www.chryslercorp.c  i 


September  9,  1987: 
reation,  dubbed  Portofino,  debuts  at 
inkfurt  Auto  Show.  Acclaim  leads  a 
•  Corporation  exec  to  ask:  "Why  can 't 
mild  a  production  car  like  this?" 


Jauiiary  7,  1989: 
Chrysler's  design  and 
engineering  teams  agree  their 
new  midsize  car  should  reflect 
the  thinking  in  Portofino — 
scrapping  current  plans. 


September  8,  1991: 
International  Motor  Press  Association  gets 
preview  of  nezu  "cab-fonuard"  sedans  at 
Moran's  Restaurant  in  NewYork.  Journalists 
are,  briefly,  too  excited  to  eat. 


pril  2,  1993: 
om  the  Los  Aneeles 
■  "Thanks  to  that 
■ward  design,  rear 
l  in  [the  Chrysler 
ffers  the  same  knee 
room  as  first  class 
Air  France." 


September  15,  1992: 
Chrysler  Concorde,  Dodge  Intrepid, 

and  Eagle  Vision  sedans  are 
launched.  Their  cab-forward  profile 
"makes  everything  else  look  old," 
according  to  one  writer. 


March  12,  1993: 
Two  Chrysler  designers,  working  on  new 
compact  sedan  late  on  Friday,  decide  to  go  for 
Chinese  food.  Nine  hours  later  they  arrive  in 
Chinatozvn — in  New  York. 


November  6,  1992: 
To  get  malt  shoppers  to  stop 
and  test  their  seating  prototype, 
a  group  of  Neon  engineers 
offers  free  hot  dogs. 


ibout  to  launch  the  next  wave  of  vehicles  that 
;  even  more  striking,  more  comfortable,  and 
fun  to  drive.  Call  us  revolutionaries,  but  we 
hat's  what  great  cars  are  supposed  to  be  about. 


U'ci'ays  use  seal  belts.  Rcriienibei;  a  backseat  is  the  safest  place  for  children.' 


GREAT  CARS. 
GREAT  TRUCKS 

^  CHRYSLER  CORPORATION 


IMilners  because  the  volume  was  too  gi-eat.  Exec  ed  director 
Ethan  Hanabury  says  about  half  of  Columbia's  $12.7  million  in 
exec  ed  revenues  comes  from  partnering,  next  to  almost  none 

a  few  years  ago. 

All  of  this  benevo- 
lence makes  it  tough 
to  tell  how  bmtal  the 
competition  really  is.  Even  as  the  numbers  of  providei"s  ai'e  ris- 
ing, with  not  only  B-schools  but  consultants  in  the  mix,  com- 
panies are  slimming  down  the  list  of  providers.  "We're  being 
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much  more  thoughtful,"  says  June  E.  Delano,  director  of?, 
ecutive  education  at  Eastman  Kodak.  "We're  looking  at  cut^g* 
the  number  of  schools  we  use." 

Come  a  downturn,  the  trend  may  well  accelerate.  ' 
strong  will  thrive,"  says  Michigan's  White.  "The  weak 
die."  The  pressure  has  forced  schools  to  do  what  the\e 
preached,  but  seldom  practiced:  hsten  to  the  customer.  It  a 
lesson  they  might  have  learned  in  B-school. 

By  Jennifer  Reingold  in  New 
Continued  on  pag 


r^OTTlOrJI  tP  A  m  Pri  frl  Ohjl  1     ^^^^      university  providers  of  executive  education,  ranked 

yjKJl  ]JUi  ate  rxiUCi  IV^a  O  VJ  lUUai     according  to  a  BUSINESS  WEEK  survetj  of  corporate  human  resource 

Top  20  For  NondG^rcG  Study  ^'^''^^^'^'^^d^'*^^^'^^^^^^^ 


RANKING/ 
UNIVERSITY 


1996-97 
REVENUE 


5-VR. 
GROVITTH 


PROGRAMS  CUSTOMIZED  OVERSEAS 
OFFERED    PROGRAMS*  EXECS 


SURVEY  DETAILS 


1.  HARVARD 

Boston 

49.0** 

65%** 

56 

15% 

47% 

Ranked  tops  in  general  management.  No.  44  in  finance.  No.  4  in 
information  systems,  No.  5  in  global  business. 

2.  MICHIGAN 

Ann  Arbor,  Mich. 

26.4 

40.4 

62 

15 

25.5 

Rated  No.  1  in  human  resources,  No.  3  in  general  management. 
Building  $20  million  exec-ed  center.  Opened  office  in  Asia. 

3.  NORTHWESTERN(Kenogg) 

Evanston,  III. 

33.0 

73 

60 

41 

17 

It's  No.  1  in  marketing,  No.  4  in  general  management,  No.  5  in 
manufacturing,  finance,  customized,  R&D. 

4.  PENNSYLVANIA(Wharton) 

Philadelphia 

29.0 

141.7 

110 

35 

23 

Gets  No.  1  rank  in  finance,  No.  3  in  marketing,  No.  4  in  customized 
nrnprams  and  Nn  5  in  ppnpral  manapprnpnt 

piUglCilHO,  QMU  liU.  \J  III  gullulul  1 1 1 0  1 1  u  C  CI  1 1  CI  1 1 . 

5.  STANFORD 

Stanford,  Calif. 

8.3** 

88** 

15 

3 

44 

Rated  No.  2  in  general  management.  No.  3  in  R&D,  No.  5  in  informati 
systems.  Clients  include  Hewlett-Packard.  New  exec  center  this  year. 

6.  VIRGINIA  (Darden) 
Charlottesville 

14.5 

81.3 

59 

47 

10 

$30  million  Darden  Grounds  opened  in  1996.  Ranks  No.  2  in 
customized,  No.  4  in  marketing.  No.  3  in  manufacturing. 

7.  COLUMBIA 

New  York 

12.7 

61.8 

41 

48 

45 

Rated  No.  2  in  marketing,  No.  3  in  finance,  and  No.  4  in  human 
resources.  New  course:  "Creating  the  Learning  Organization." 

8.  INSEAD 

Fontainebleau,  France 

40.0 

73.9 

128 

40 

89 

Gets  No.  2  rank  in  global  business.  Largest  number  of  programs 
(128)  on  our  survey.  Customers  include  Hewlett-Packard,  Novartis. 

9.  DUKE  (Fuqua) 
Durham,  N.C. 

10.4 

44.4 

25 

70 

7 

Reduced  number  of  programs,  still  boosted  revenue.  Ranked  No.  3 
customized.  Deans  call  Global  Executive  Program  innovative. 

10.  MIT  (Sloan) 

Cambridge,  Mass. 

11.8 

31.1 

57 

21 

45 

Rated  No.  1  in  information  systems,  R&D,  and  3manufacturing. 
Several  distance  learning  initiatives  under  way. 

11. CHICAGO*** 

Chicago 

1.3 

na 

10 

37 

6 

Launched  first  executive  ed  programs  in  1996.  Already  gets  No.  2 
ranking  in  finance. 

12.  IMD 

Lausanne,  Switzerland 

23.4 

17.2 

67 

44 

84 

Ranks  No.  3  in  global  business.  Clients  include  Nestte  and  Astra. 
Scores  high  with  deans  in  customized. 

13.  NORTH  CAROLINA  (Kenan- 

5.8 

114,8 

47 

65 

6 

Separate  center  for  customized  programs  Rated  No.  1  in  that  area 

Flagler)  Chapel  Hil 

14.  DARTMOUTH  (Tuck) 
Hanover,  N.H. 


Broke  ground  on  nevy  $20  miNion  exec  ed  ceiiterjhis  year.  

Holding  joint  program  for  Vietnamese  execs  with  Hanoi  B-school. 
Update  2000  program  called  creative  by  deans. 


3.7  131.3 


12 


25 


30 


15.  INDIANA 

Bloomington,  Ind. 

4.2 

281.8 

46 

70 

12 

Marketing  programs  ranked  No.  5.  Top  corporate  customers  include 
Whirlpool,  AT&T,  EDS. 

16.  LONDON  BUSINESS  SCHOOLt 

London 

9.4 

61.5 

50 

50 

57.2 

No.  4  in  global  business.  New  Marketing  Leadership  Forum  begun 
with  Duke.  Clients  include  British  Telecom,  Veba. 

17.BABS0N 

Babson  Park,  Mass. 

6.4 

120.7 

29 

85 

53 

Highest  percentage  of  revenues  from  customized.  Deans  laud 
entrepreneurship  programs. 

18.  SOUTHERN  CALIFORNIA 

(Marshall)  Los  Angeles 

5.4 

61.6 

39 

52 

10.7 

Ranked  No.  3  in  human  resources.  Top  customers  include  Vons, 
Northrup.JUSCO. 

19.  PENN  STATE  (Smeal) 
University  Park,  Penn. 

4.5 

40.6 

72 

45 

44 

Rated  No.  4  in  manufactunng  and  R&D,  No.  5  in  human  resources. 
Doubled  number  of  execs  attending  programs  in  five  years. 

20. CORNELL (Johpson) 

2.2 

126.8 

13 

48 

17 

No.  2  ranking  in  human  resosurces.  Top  users  include  Estee  Lauder^ 

 l_thaca,_  N_.Y._ _   AT&T  Hyundaj^customized  program  giyes  out  exams— -and  grades. 

*As  %  of  total  revenue  **BV<  estimates  ***Launched  exec  ed  program  in  1996  t  Latest  available  data 

Rankings  were  determined  by  a  business  week  survey  mailed  to  535  companies,  W/e  then  Companies  ranked  schools  in  order  of  preference.  Each  school's  point  total  was 

screened  out  companies  that  didn't  use  university-based  exec  ed  or  whose  spending  was  too         divided  by  the  number  of  companies  that  had  experience  with  it  to  get  overall 
decentralized  to  respond  accurately.  Out  of  394  companies,  120  replied,  a  response  rate  of  30%.      and  subject  rankings. 


DATA;  BUSINESS  WEEK  SURVEYS  (RESEARCH  BY  LESLIE  BROWN,  JUDI  CROWE.  NADAV  ENBAR.  WALDA  LAURENCEAU) 


or  the  best  deal 
jn  an  8MB  Velo, 
buy  a  4MB  Velo. 


modem 


Buy  a  4MB  Velo  and  upgrade  it 
'     to  8MB  for  only  H9.99. 


Get  a  free  upgrade  to  Microsoft 
Windows  CE  2.0.  (Now  thot  you 
have  the        to  use  it.) 

If  you  buy  an  8MB  Velo,  it'll 
cost  you  $839.  But  if  you  buy  a 
4MB  Velo  plus  the  4MB  upgrade, 
you'll  have  8MB  in  your  hand  for 
only  $649.  And  we'll  mail  you  a 
free  upgrade  to  Windows  CE  2.0. 

'Velo  is  the  only  handheld  PC 
with  this  dual  upgrade  capability. 
Which  means  you  can  upgrade  the 
operating  system  and  the  memory 
at  the  same  time.  The  recommended 
memory  for  Windows  CE  2.0  is 
8MB,  so  your  4+  4MB  Velo  will 
take  advantage  of  all  its  features. 
(With  other  handheld  PCs  you 
have  to  unplug  the  modem  to 
upgrade  the  memory.  Only  Velo 
comes  with  a  built-in  modem.) 

PC  Magazine  called  the  Velo 
the  fastest,  most  expandable  hand- 
held PC.  With  this  limited-time 
offer,  it'll  move  even  faster.  Call 
1-888-FOR-VELO  or  visit  our 
Web  site  at  www.velol.com. 


tkbuy 


©1997  Wiilips  Electronics  North  America  Corporation. 
Velo  is  a  registered  trademark  of  Philips  Electronics. 
All  other  names  are  either  registered  trademarks  or 
tr^demaHcs  of  their  respective  t 
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At  your  age, 
with  your  high  cholesterol, 
what's  your  risk 
of  a  first  heart  attack? 


If  you  have  high  cholesterol,  figure  your  risk  of  a  first  heart  attack. 

Fill  in  yourpomts  for  each  risk  factor. 


I^J  Age:  Men 

Opts.  Less  than  35    2  pts.  40  to 
1  pt.    35  to  39  3  pts.  49  to  53 

I^J  Age:  Women 

0  pts.  Less  than  42    2  pts.  45  to  54    4  pts.  74+ 

1  pt.    42  to  44  3  pts.  55  to  73 

I^J  Family  History: 

2  pts .  My  family  has  a  history  of  heart  disease  or  heart 

attacks  before  the  age  of  60 

j^J  Inactive  Lifestyle: 

1  pt.    I  rarely  exercise  or  do  anything  physically 
demanding 

I    I  Weight: 

1  pt.    I'm  more  than  20  lbs.  over  my  ideal  weight 

I^J  Smoking: 

1  pt.    I'm  a  smoker 

I^J  Diabetic: 

1  pt.    Male  Diabetic 

2  pts.  Female  Diabetic 

□ 


Total  Cholesterol  Level: 

0  pts.  Less  than  240  mg/dL 
Ipt.    240  to  315  mg/dL 

2  pts.  More  than  315  mg/dL 

I    1  HDL  Level  (good  cholesterol): 

Opts.  39  to  59  mg/dL 

1  pt.    30  to  38  mg/dL 

2  pts.  Under  30  mg/dL 
-1  pt.   Over  60  mg/dL 

I^J  Blood  Pressure: 

I  don't  take  blood  pressure  medication;  my  blood 
pressure  is: 

{Use  your  top  or  higher  blood  pressure  number) 

0  pts.  Less  than  140  mmHg 

1  pt.    140  to  170  mmHg 
Greater  than  170  mmHg 
(or) 

I  am  currently  taking  blood 
pressure  medication 


Total  Points 


If  you  scored  4  points  or  more,  you  could  be  at  above  average  risk  of  a  first  heart  attack 
compared  to  the  general  adult  population.  The  more  points  you  score,  the  greater  your  risk. 


If  you  have  already  had  a  heart  attack  or  have  heart  disease,  your  heart  attack  risk 
is  significantly  higher.  Only  your  doctor  can  evaluate  your  risk  and  recommend 
treatment  plans  to  reduce  your  risk.  If  you  don't  know  your  cholesterol  level  or 
blood  pressure,  ask  your  doctor  if  your  levels  should  be  checked. 

Provided  as  an  educational  service  from  Bristol-Mvers  Squibb  Companv. 


American  Heart 
Association  SI 

Fighting  Heart  Disease 
and  Stroke 


^  1997  Bristol-Myers  Squibb  Company.  PrinccTon.  Nj 


Pravachol,  in  combination  with  diet,  is 
proven  to  reduce  the  risk  of  a  first  heart 
attack,  reduce  the  risk  of  death  from 
heart  disease,  and  reduce  the  need  for 
surgery  to  clear  blocked  coronary 


arteries  (such  as  bypass  or  angioplast}  ) 
based  on  a  landmark  study  including 
over  6,500  males  with  high  cholesterol 
and  no  evidence  of  heart  disease. 
Because  Pravachol  is  a  prescription 


drug,  you  should  ask  your  doctor  or 
healthcare  professional  if  Pravachol  is 
right  for  you.  Some  mild  side  effects, 
such  as  slight  rash  or  stomach  upset,  I 
occur  in  about  2-4%  of  patients. 


PmCHOL 


Proven  to  help  prevent 
first  heart  attacks  in  people 
with  high  cholesterol. 


VACHOL  is  the  only  cholesterol- 

ering  drug  of  its  kind  proven  to 

p  prevent  first  heart  attacks.  And  the 

n  fact  is,  up  to  33%  of  people  do  not 
vive  their  first  heart  attack.  Improving 
r  diet  and  exercise  is  an  important 
t  step,  but  may  not  be  enough.  So  ask 


your  doctor  about  Pravachol.  It  reduces 
the  risk  of  a  first  heart  attack  and  the  need 
for  surgery  to  clear  blocked  coronary 
arteries.  Pravachol  has  been  prescribed 
by  doctors  for  millions  of  men  and 
women  worldwide.  It  could  help  you  live 
a  longer,  healthier  life. 


k  your  doctor  if  pravachol  is  right  for  you.  Or  call 
00-PREVENTfor  information  on  first  heart  attack  preventiou 
ading  a  free  brochure  from  the  American  Heart  Association, 
ill  provided  by  Bristol-Myers  Squibb. 


>ur  Web  site  at  www.pravachol.com 

\CHOL  should  not  be  taken  by 
en  who  are  pregnant  or  nursing, 
le  who  are  allergic  to  any  of  its 
dients  or  by  anyone  with  liver 
se.  Your  doctor  may  perform  simple 
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pravastatin  sodium  & 


Proven  to  help  prevent 
first  heart  attacks. 


blood  tests  to  check  your  liver  function 
before  and  during  treatment  with 
Pravachol.  Muscle  pain  or  weakness 
could  be  a  sign  of  a  rare  but  serious  side 
effect  and  should  be  reported  to  your 


doctor  right  away.  Be  sure  your  doctor 
knows  about  other  medications  you  may 
be  taking  in  order  to  avoid  any  possible 
serious  drug  interactions.  Please  see 
important  information  on  the  next  page. 


PRAVACHOL® 

iPravastalin  Sodium  Tablets 

'  'CONTRAINDICATIONS:  Hypersensitivity  to  any  component  of  this  medication.  Active  liver  disease  or  unexplained,  persistent 
elevations  in  liver  function  tests  fsee  WARNINGS)  Pregnancy  and  lactation  Attierosclefosis  is  a  chronic  process  and 
discontinuation  of  lipiO-lowering  drugs  during  pregnancy  should  have  little  impact  on  the  outcome  of  long-term  therapy  of 
i  primary  hypercholesterolemia  Cholesterol  and  other  products  ot  cholesterol  biosynthesis  are  essential  components  for  fetal 
^development  (including  synthesis  ot  steroids  and  cell  membranes)  Since  HMG-CoA  reductase  inhibitors  decrease  cholesterol 
j  synthesis  and  possibly  the  synthesis  of  other  biologically  active  substances  derived  from  cholesterol,  they  may  cause  fetal  harm 
when  administered  to  pregnant  women  Therefore,  HMG-CoA  redui  lase  inhibitors  are  contraindicated  during  pregnancy  and  in 
nursing  mothers  Pravastatin  should  be  administered  to  women  ot  childbearing  age  only  when  such  patients  are  highly 
'  unlikely  to  conceive  and  have  been  intormed  ot  the  potential  hazards.  If  the  patient  becomes  pregnant  while  taking  this 
class  ot  dnjg,  therapy  should  be  discontinued  and  liie  patient  apprised  ot  the  potential  hazard  to  the  letus 
WARNINGS;  Liver  Enzymes:  HMG-CoA  reductase  inhibitors,  like  some  other  lipid-lowenng  therapies,  have  been  associated 
with  biochemical  abnormalities  of  liver  function  Incfeases  of  serum  tiansaminase  (ALT,  AST)  values  to  more  than  3  times  the 
upper  limit  of  normal  occurnng  on  2  or  more  (not  necessanly  sequential)  occasions  have  been  reported  in  1,3%  of  patients 
treated  with  pravastatin  in  the  US  over  an  average  period  of  18  months.  These  abnormalities  were  not  associated  with 
'  cholestasis  and  did  not  appear  to  be  related  to  treatment  duration  In  those  patients  in  whom  these  abnormalities  were  believed 
'  to  be  related  to  pravastatin  and  who  were  discontinued  Irom  therapy,  the  transaminase  levels  usually  fell  slowly  to  pretreatment 
'  levels  These  biochemical  findings  are  usually  asymptomatic  although  worldwide  experience  indicates  that  anorexia,  weakness, 
,  and/or  abdominal  pain  may  also  be  present  in  rare  patients  In  the  largest  long-term  placebo-controlled  clinical  trial  with 
,[  pravastatin  (Pravastatin  Primary  Prevention  Study.  See  Clinical  Pharmacology),  the  overall  incidence  of  AST  and/or  ALT 
;  elevations  to  greater  than  three  times  the  upper  limit  of  normal  was  1  05%  in  the  pravastatin  group  as  compared  to  0  75%  in 
the  placebo  group  One  '0  03%)  pravastatin-treated  patient  and  2 10  06%)  placebo-treated  patients  were  discontinued  because 
'  of  transaminase  elevations  01  the  patients  with  normal  liver  function  at  week  12,  three  ot  2875  treated  with  pravastatin 
(0  10%)  and  one  of  the  2919  placebo  patients  (0  03%)  had  elevations  ot  AST  greater  than  three  times  the  upper  limit  of  normal 
I  on  two  consecutive  measurements  and/or  discontinued  due  to  elevations  in  transaminase  levels  during  the  4  8  years  (median 
treatment)  of  the  study  It  is  recommended  that  liver  function  tests  be  performed  prior  to  and  at  12  weeks  following 
/  initiation  of  therapy  or  the  elevation  of  dose.  Patients  who  develop  increased  transaminase  levels  or  signs  and  symptoms 
j  of  liver  disease  should  be  monitored  with  a  second  liver  function  evaluation  to  confirm  the  finding  and  be  followed  thereafter 
j  with  frequent  liver  function  tests  until  the  abnormality(ies)  return  to  normal  Should  an  increase  in  AST  or  ALT  of  three  times  the 
I  upper  limit  of  normal  or  greater  persist,  withdrawal  of  pravastatin  therapy  is  recommended  Active  liver  disease  or  unexplained 
I  transaminase  elevations  are  contraindications  to  the  use  of  pravastatin  (see  CONTRAINDICATIONS)  Caution  should  be 
I  exercised  when  pravastatin  is  administered  to  patients  with  a  history  of  liver  disease  or  heavy  alcohol  ingestion  [see  CLINICAL 
I  PHARMACOLOGY:  Pharmacokinetics/Metabolism)  Such  patients  should  be  closely  monitored,  started  at  the  lower  end  of 
'  the  rerommended  dosing  range,  and  titrated  to  the  desired  therapeutic  effect  Skeletal  Muscle:  Rare  cases  of 
rhabdomyolysis  with  acute  renal  failure  secondary  to  myoglobinuria  have  been  reported  with  pravastatin  and  other 
drugs  in  this  class.  Uncomplicated  myalgia  has  also  been  reported  m  pravastatin-ireated  patients  (see  ADVERSE 
REACTIONS)  Myopathy,  defined  as  muscle  aching  or  muscle  weakness  in  conjunction  with  increases  m  creatine 
phosphokinase  (CPK)  values  to  greater  than  10  times  the  upper  normal  limit,  was  rare  (<  0  1%)  in  pravastatin  clinical  trials 
Myopathy  should  be  considered  in  any  patient  with  diffuse  myalgias,  muscle  tenderness  or  weakness,  and/or  marked  elevation 
of  CPK  Patients  should  be  advised  to  report  promptly  unexplained  muscle  pain,  tenderness  or  weakness,  particularly  if 
accompanied  by  malaise  or  fever  Pravastatin  therapy  should  be  discontinued  if  markedly  elevated  CPK  levels  occur  or 
myopathy  is  diagnosed  or  suspected  Pravastatin  therapy  should  also  be  temporarily  withheld  m  any  patient 
experiencing  an  acute  or  serious  condition  predisposing  to  the  development  of  renal  failure  secondary  to 
rhabdomyolysis,  e.g.,  sepsis:  hypotension;  major  surgery;  trauma;  severe  metabolic,  endocrine,  or  electrolyte 
disorders;  or  uncontrolled  epilepsy.  The  risk  of  myopathy  dunng  treatment  with  another  HMG-CoA  reductase  inhibitor  is 
increased  with  concurrent  therapy  with  either  erythromycin,  cyclosponne,  niacin,  or  fibrales  However,  neither  myopathy  nor 
signihcant  increases  in  CPK  levels  have  been  observed  in  three  reports  involving  a  total  of  100  post-transplant  patients  (24 
renal  and  76  cardiac)  treated  for  up  to  two  years  concurrently  with  pravastatin  10-40  mg  and  cyclosponne  Some  of  these 
patients  also  received  other  concomitant  immunosuppressive  therapies  In  one  single-dose  study,  pravastatin  levels  were  found 
to  be  increased  m  cardiac  transplant  patients  receiving  cyclosponne  Further,  in  clinical  trials  involving  small  numbers  of 
patients  who  were  treated  concurrently  with  pravastatin  and  niacin,  there  were  no  reports  of  myopathy.  Also,  myopathy  was  not 
reported  in  a  tnal  of  combination  pravastatin  (40  mg/day)  and  gemhbrozil  (1200  mg/day),  although  4  of  75  patients  on  the 
combinahon  showed  marked  CPK  elevations  versus  one  of  73  patients  receiving  placebo  There  was  a  trend  toward  more 
frequent  CPK  elevations  and  patient  withdrawals  due  to  musculoskeletal  symptoms  m  the  group  receiving  combined  treatment 
as  compared  with  the  groups  receiving  placebo,  gemfibrozil,  or  pravastatin  monotherapy  (see  PRECAUTIONS:  Drug 
Interactions)  The  use  ot  fibrates  alone  may  occasionally  be  associated  with  myopathy.  The  combined  use  ot 
pravastatin  and  fibrates  should  be  avoided  unless  the  benefit  of  further  alterations  in  lipid  levels  is  likely  to  outweigh 
the  increased  risk  of  this  drug  combination, 

PRECAUTIONS:  General:  Pravastatin  may  elevate  creatinine  phosphokinase  and  transaminase  levels  (see  ADVERSE 
REACTIONS)  This  should  be  considered  in  the  differential  diagnosis  of  chest  pain  m  a  patient  on  therapy  with  pravastatin 
Homozygous  Familial  Hypercholesterolemia  Pravastatin  has  not  been  evaluated  in  patients  with  rare  homozygous  familial 
hypercholesterolemia  In  this  group  of  patients,  it  has  been  reported  that  HMG-CoA  reductase  inhibitors  are  less  effective 
because  the  patients  lack  functional  LOL  receptors  Renal  Insufficiency  A  single  20  mg  oral  dose  of  pravastatin  was 
administered  to  24  patients  with  varying  degrees  of  renal  impairment  (as  determined  by  creatinine  clearance)  No  effect  was 
observed  on  the  pharmacokinetics  ot  pravastatin  or  its  3' t-hydroxy  isomeric  metabolite  (SQ  31,906)  A  small  increase  was  seen 
in  mean  AUC  values  and  half-life  (t;',}  lor  the  inactive  enzymahc  nng  hydroxylation  metabolite  (SO  31 ,945)  Given  this  small 
sample  size,  the  dosage  administered,  and  the  degree  of  individual  variability,  patients  with  renal  impairment  who  are  receiving 
pravastatin  should  be  closely  monitored  Information  for  Patients:  Patients  should  be  advised  to  report  promptly  unexplained 
muscle  pain,  tenderness  or  weakness,  particularly  if  accompanied  by  malaise  or  fever  Drug  Interactions:  Immunosupptessive 
Drugs.  Gemfibrozil.  Niacin  (Nicotinic  Acid).  Erythromycin  See  IWARNINGS:  Skeletal  Muscle  Antipynne  Since  concomitant 
administration  of  pravastatin  had  no  effect  on  the  clearance  of  antipynne,  interactions  with  other  drugs  metabolized  via  the 
same  hepatic  cytochrome  isozymes  are  not  expected  Cholestyramine/Colestipol  Concomitant  admmistrahon  resulted  in  an 
approximately  40  to  50%  decrease  in  the  mean  AUC  of  pravastatin  However,  when  pravastatin  was  administered  1  hour  before 
or  4  hours  after  cholestyramine  or  1  hour  before  colestipol  and  a  standard  meal,  there  was  no  clinically  significant  decrease  in 
bioavailability  or  therapeutic  effect  (See  DOSAGE  AND  ADMINISTRATION:  Concomitant  Therapy  )  Warfarm  In  a  study 
involving  1 0  healthy  male  subjects  given  pravastatin  and  warlann  concomitantly  for  6  days,  bioavailability  parameters  at  steady 
state  tor  pravastahn  (parent  compoundi  were  not  altered  Pravastatin  did  not  alter  the  plasma  protein-binding  ot  warfarin 
Concomitant  dosing  did  increase  the  AUC  and  Cmax  of  warfarin  but  did  not  produce  any  changes  in  its  anticoagulant  action 
(I  e  ,  no  increase  was  seen  m  mean  prothrombin  hme  after  6  days  ot  concomitant  therapyi  However,  bleeding  and  extreme 
prolongahon  of  prothrombin  time  has  been  reported  with  another  drug  in  this  dass  Patients  receiving  warlarin-type 
anticoagulants  should  have  their  prothrombin  times  closely  monitored  when  pravastatin  is  initiated  or  the  dosage  of  pravastatin 
IS  changed  Cimetidine  The  AUC  for  pravastatin  when  given  with  cimetidine  was  not  significantly  different  from  the  AUC 
for  pravastatin  when  given  alone  A  signiticant  difference  was  observed  between  the  AUC  s  for  pravastatin  when  given  with 
cimetidine  compared  to  when  administered  with  antacid  Digoxm  In  a  crossover  trial  involving  1 8  healthy  male  subjects  given 
pravastatin  and  digoxin  concurrently  for  9  days  the  bioavailability  parameters  of  digoxin  were  not  affected  The  AUC  of 
pravastatin  tended  to  increase,  but  the  overall  bioavailabilih/  of  pravastatin  plus  its  metabolites  SQ  31 .906  and  SO  31 ,945  was 
not  altered  Cyclosponne  Some  investigators  have  measured  cyclosponne  levels  in  patients  on  pravastatin,  and  to  date,  these 
results  indicate  no  clinically  meaningtul  elevations  in  cyclosponne  levels  In  one  single-dose  study,  pravastatin  levels  were 
found  to  be  increased  in  cardiac  transplant  patients  receiving  cyclosponne  Gemfibrozil  In  a  crossover  study  in  20  healthy  male 
volunteers  given  concomitant  single  doses  ot  pravastatin  and  gemfibrozil  there  was  a  significant  decrease  in  unnary  excretion 
and  protein  binding  of  pravastatin  In  addition,  there  was  a  significant  increase  m  AUC,  Cmax.  and  Tmax  for  the  pravastatin 
metabolite  SQ  31.906  Combinahon  therapy  with  pravastahn  and  gemfibrozil  is  generally  not  recommended  In  interachon 
studies  with  aspinn.  antacids  {\  hour  prior  to  PRAVACHOL),  cimetidine.  nicotinic  acid,  or  probucol.  no  stahstically  significant 
differences  in  bioavailability  were  seen  when  PfV^VACHOL  (pravastatin  sodium)  was  administered  Other  Dnjgs  Dunng  clinical 
trials,  no  noticeable  drug  interactions  were  reported  when  PRAVACHOL  was  added  to  diuretics,  antihypertensives,  digitalis,  ACE 
inhibitors,  calcium  cfiannel  blockers,  beta-blockers,  or  nitroglycerin  Endocrine  Function:  HMG-CoA  reductase  inhibitors 
interfere  with  cholesterol  synthesis  and  lower  circulating  cholesterol  levels  and,  as  such,  might  theoretically  blunt  adrenal  or 
gonadal  steroid  hormone  production  Results  of  clinical  trials  with  pravastatin  in  males  and  post -menopausal  females  were 
inconsistent  with  regard  to  possible  effects  ot  the  drug  on  basal  steroid  hormone  levels  in  a  study  of  21  males,  the  mean 
testosterone  response  to  humjn  chorionic  gonadotropin  was  significantly  reduced  (p<  0  004)  affer  16  weeks  of  treatment  with 
40  mg  of  pravastatin  Howevei,  the  percentage  of  patients  showing  a  a  50%  rise  in  plasma  testosterone  after  human  chorionic 
gonadotropin  stimulation  did  not  change  significantly  after  therapy  in  these  patients  The  effects  of  HMG-CoA  reductase 
inhibitors  on  spermatogenesis  and  fertility  have  not  been  studied  in  adequate  numbers  of  patients  The  effects,  if  any.  of 
pravastatin  on  the  pituitary-gonadai  axis  in  pre-menopausal  females  are  unknown  Patients  treated  with  pravastatin  who 
display  clinical  evidence  of  endocnne  lystiinction  should  be  evaluated  appropriately  Caution  should  also  be  exercised  if  an 
HMG-CoA  reductase  inhibitor  or  other  agein  used  to  lower  cholesterol  levels  is  administered  to  patients  also  receiving  other 
drugs  (e  g  ,  ketoconazole.  spironolactone,  cim  -tidine)  that  may  dimmish  the  levels  or  activity  of  steroid  hormones  CNS  Toxicity: 
CNS  vascular  lesions,  characterized  by  periv-iscular  hemorrhage  and  edema  and  mononuclear  cell  infiltration  of  perivascular 
spaces,  were  seen  m  dogs  treated  with  pravastatin  at  a  dose  of  25  mg/kg/day,  a  dose  that  produced  a  plasma  drug  level  about 
50  times  higher  than  the  mean  drug  level  m  humans  taking  40  mg/day  Similar  CNS  vascular  lesions  have  been  observed  with 
several  other  drugs  in  this  class  A  chemically  similar  drug  in  this  class  produced  optic  nerve  degeneration  (Wallenan 
degeneration  of  retinogeniculale  fibers)  in  clinically  normal  dogs  in  a  dose-dependent  fashion  starting  at  60  mg/kg/day,  a  dose 
that  produced  mean  plasma  drug  levels  about  30  limes  higher  than  the  mean  drug  level  m  humans  taking  the  highest 
recommended  dose  (as  measured  by  total  enzym^  inhibitory  activity)  This  same  drug  also  produced  vestibulocochlear 


Impairment  of  Fertility:  in  a  2-year  study  in  rats  fed  pravastatin  at  doses  ot  10.  30,  or  100  mg/kg  body  weight,  there  was. 
increased  incidence  of  hepatocellular  carcinomas  in  males  at  the  highest  dose  (p  <  0  01 )  Although  rats  were  given  up  to  i 
times  the  human  dose  (HD)  on  a  mg/kg  body  weight  basis,  serum  drug  levels  were  only  6  to  1 0  times  higher  than  th'^ 
measured  in  humans  given  40  mg  pravastatin  as  measured  by  AUC  The  oral  administration  of  1 0. 30,  or  1 00  mg/kg  (produti 
plasma  drug  levels  approximately  0  5  to  5  0  times  the  human  drug  levels  at  40  mg)  of  pravastatin  to  mice  for  22  mont 
resulted  in  a  statistically  significant  increase  m  the  incidence  of  malignant  lymphomas  in  treated  females  when  all  treatmf 
groups  were  pooled  and  compared  to  controls  (p  <  0  05)  The  incidence  was  not  dose-related  and  male  mice  were  not  affeclf 
A  chemically  similar  drug  in  this  class  was  administered  to  mice  for  72  weeks  at  25,  100,  and  400  mg/kg  body  weight,  whi 
resulted  in  mean  serum  drug  levels  approximately  3, 1 5,  and  33  times  higher  than  the  mean  human  serum  drug  concentrati 
(as  total  inhibitory  activity)  after  a  40  mg  oral  dose  Liver  carcinomas  were  significantly  increased  in  high-dose  females  a, 
mid-  and  high-dose  males,  with  a  maximum  incidence  of  90  percent  in  males  The  incidence  of  adenomas  of  the  liver  vn  M 
signihcanlly  increased  in  mid-  and  high-dose  females  Drug  treatment  also  significantly  increased  the  incidence  of  lu  I? 
adenomas  in  mid-  and  high-dose  males  and  females  Adenomas  of  the  eye  Hardenan  gland  (a  gland  of  the  eye  of  rodents)  wi  \\ 
significantly  higher  in  high-dose  mice  than  in  controls  No  evidence  of  mutagenicity  was  observed  in  vitro,  with  or  without  r;  L 
liver  metabolic  activation,  in  the  following  studies  microbial  mutagen  tests,  using  mutant  strains  of  Salmonella  typhimuriurn  tj 
Escherichia  coir,  a  forward  mutation  assay  in  L51 78Y  TK  +/-  mouse  lymphoma  cells,  a  chromosomal  aberration  test  in  hams  •  < 
cells,  and  a  gene  conversion  assay  using  Saccharomyces  cerevisiae  In  addition,  there  was  no  evidence  of  mutagenicity  ' 
either  a  dominant  lethal  test  in  mice  or  a  micronucleus  test  in  mice  In  a  study  in  rats,  with  daily  doses  up  to  500  mg/i  J, 
pravastatin  did  not  produce  any  adverse  effects  on  fertility  or  general  reproductive  performance  However,  in  a  study  w  t 
another  HMG-CoA  reductase  inhibitor,  there  was  decreased  fertility  in  male  rats  tieated  for  34  weeks  at  25  mQ/kq  body  weig  ] 
although  this  effect  was  not  observed  in  a  subsequent  fertility  study  when  this  same  dose  was  administered  for  1 1  weeks  (1  |l 
entire  cycle  of  spermatogenesis,  including  epididymal  maturation).  In  rats  treated  with  this  same  reductase  inhibitor  at  1 
mg/kg/day,  seminiferous  tubule  degeneration  (necrosis  and  loss  of  spermatogenic  epithelium)  was  observed  Although  not  se' 
with  pravastatin,  two  similar  drugs  in  this  class  caused  drug-related  testicular  atrophy,  decreased  spermatogenej'' 
spermatocytic  degeneration,  and  giant  cell  formation  in  dogs  The  clinical  significance  of  these  hndings  is  unclear  Pregnan- 
Pregnancy  Category  X.  See  CONTRAINDICATIONS  Safety  in  pregnant  women  has  not  been  established  Pravastatin  was  i 
teratogenic  in  rats  at  doses  up  to  1 000  mg/kg  daily  or  in  rabbits  at  doses  of  up  to  50  mg/kg  daily  These  doses  resulted  in : 
(rabbit)  or  240x  (rat)  the  human  exposure  based  on  surface  area  (mg/meter-).  However,  in  studies  with  another  HMG-C 
reductase  inhibitor,  skeletal  malformations  were  observed  m  rats  and  mice  Tliere  has  been  one  report  of  severe  congen 
bony  deformity,  tracheo-esophageal  fistula,  and  ana!  atresia  [Vater  association)  in  a  baby  born  to  a  woman  who  took  anot 
HMG-CoA  reductase  inhibitor  with  dextroamphetamine  sulfate  during  the  first  trimester  of  pregnancy  PRAVACHOL  (pravasti 
sodium)  should  be  administered  to  women  of  child-beanng  potential  only  when  such  patients  are  highly  unlikely  to  conce 
and  have  been  informed  of  the  potential  hazards  If  the  woman  becomes  pregnant  while  taking  PRAVACHOL  (pravasta 
sodium),  It  should  be  discontinued  and  the  patient  advised  again  as  to  the  potential  hazards  to  the  fetus  Nursing  Motfier^ 
small  amount  of  pravastatin  is  excreted  in  human  breast  milk  Because  of  the  potential  for  serious  adverse  reactions  in  nurs. 
infants,  women  taking  PRAVACHOL  should  not  nurse  (see  CONTRAINDICATIONS)  Pediatric  Use:  Safety  and  effectiveness 
individuals  less  than  18  years  old  have  not  been  established  Hence,  treatment  in  patients  less  than  18  years  old  is[ 
recommended  at  this  time 

ADVERSE  REACTIONS:  Pravastatin  is  generally  well  tolerated,  adverse  reactions  have  usually  been  mild  and  transient.  \f\  M^l 
month  long  placebo-controlled  trials,  1  7%  of  pravastatin-treated  patients  and  1  2%  of  placebo-treated  patients  w)  ' 
discontinued  Irom  treatment  because  of  adverse  experiences  attributed  to  study  drug  therapy:  this  difference  was  i  ' 
statistically  significant  In  long-term  studies,  the  most  common  reasons  for  discontinuation  were  asymptomatic  serl 
transaminase  increases  and  mild,  non-specific  gastrointestinal  complaints  During  clinical  trials  the  overall  incidence  of  advp 
events  in  the  elderly  was  not  different  from  the  incidence  observed  in  younger  patients  Adverse  Clinical  Events:  All  advej  > 
clinical  events  (regardless  of  attribution)  reported  in  more  than  2%  of  pravastatin-treated  patients  in  the  placebo-controj  ^; 
trials  are  identitied  m  the  table  below,  also  shown  are  the  percentages  o!  patients  m  whom  these  medical  events  were  belie! 
to  he  related  or  possibly  related  to  the  drug  -"Jl 


All  Events 


Events  Attributed 
to  Study  Drug 


Body  System/Event 

Pravastatin 

Placebo 

Pravastatin 

Placebo 

(N  =  900) 

(N  =  411) 

(N  =  900) 

(N  =  411) 

% 

% 

% 

% 

Cardiovascular 

Cardiac  Chest  Pain 

4  0 

34 

0  1 

00  1 

Dermatologic  Rash 

4  0- 

1.1 

1.3 

0.9 

Gastrointestinal 

NauseaA/omiling 

73 

7,1 

2,9 

34  1 

Diarrhea 

62 

56 

2.0 

19 

Al3dominal  Pain 

54 

69 

2.0 

3.9  i" 

Constipation 

40 

7  1 

2.4 

5,1     1 : 

Flatulence 

33 

3,6 

2.7 

3.4 

Heartburn 

29 

1.9 

2.0 

0,7  (■. 

General 

Fatigue 

38 

34 

19 

10 

Chest  Pain 

37 

19 

03 

02 

Influenza 

24- 

07 

0,0 

00 

Musculoskeletal 

Localized  Pain 

100 

9,0 

1  4 

1.5  lir 

Myalgia 

27 

1  0 

06 

0.0 

Nervous  System 

Headache 

62 

39 

1  T 

02  fli 

Dizziness 

33 

32 

1  0 

0  5  V 

Renal/Genitourinary 

! 

Unnary  Abnormality 

24 

29 

07 

1,2  ! 

Respiratory 

Common  Cold 

70 

63 

00 

00  1'- 

Rhinitis 

40 

4  1 

01 

00  1 

Cough 

26 

1  7 

0  1 

00  1 

•Statistically  signiticantly  different  from  placebo 

m  the  Pravastatin  Pnmary  Prevention  Study  (West  of  Scotland  Coronary  Prevention  Study)  (see  CLINICAL  PHARMACOLj!.'^, 
Clinical  Studies)  involving  6595  patients  treated  with  PRAVACHOL  (pravastatin  sodium)  (N  =  3302)  or  placebo  (n  =  329^  . 
adverse  event  profile  in  the  pravastatin  group  was  comparable  to  that  of  the  placebo  group  over  the  median  4  8  years  (Ic'- ' 
study  The  following  effects  have  been  reported  with  drugs  in  this  class,  not  all  the  effects  listed  below  have  necessarily  ft' 
associated  with  pravastatin  therapy  Skeletal  myopathy,  rhabdomyolysis,  arthralgia  Neurological  dysfunction  of  certain  cit 
nerves  (including  alteration  of  taste,  impairment  of  extra-ocular  movemenl,  facial  paresis),  tremor,  vertigo,  memory 
paresthesia,  peripheral  neuropathy,  peripheral  nerve  palsy  anxiety,  insomnia,  depression  Hypersensitivity  Reactiot  , 
apparent  hypersensitivity  syndrome  has  been  reported  rarely  which  has  included  one  or  more  of  the  following  feat  fr 
anaphylaxis,  angioedema,  lupus  erythematous-like  syndrome,  polymyalgia  rheumatica,  dermatomyositis,  vasculitis,  pur  U ' 
thrombocytopenia,  leukopenia,  hemolytic  anemia,  positive  ANA,  ESR  increase,  eosinophilia,  arthritis,  arthralgia,  urtii  U 
asthenia,  photosensitivity,  fever,  chills,  flushing,  malaise,  dyspnea,  toxic  epidermal  necrolysis,  erythema  multiforme,  ind  (C' 
Stevens-Johnson  syndrome  Gastrointestinal  pancreatitis,  hepatitis,  including  chronic  active  hepatitis,  cholestatic  jaui  B., 
fatty  change  in  liver,  and,  rarely,  cirrhosis,  fulminant  hepatic  necrosis,  and  hepatoma,  anorexia,  vomiting,  Skin:a\Qf  i": 
pruntus  A  variety  of  skin  changes  (e  g  ,  nodules,  discoloration,  dryness  of  skin/mucous  membranes,  changes  to  hair/natls]  ^  i 
been  reported  Reproductive  gynecomastia,  loss  of  libido,  erectile  dysfunction  Eye  progression  of  cataracts  {lens  opa(  [  ' 
ophthalmoplegia  Latioratory  Abnormalities  elevated  transaminases,  alkaline  phosphatase,  and  bilirubin,  thyroid  fui  (I' - 
abnormalities  Laboratory  Test  Abnormalities:  Increases  in  serum  transaminase  (ALT,  AST)  values  and  CPK  have  t 
observed  (see  WARNINGS)  Transient,  asymptomatic  eosinophilia  has  been  repoiled  Eosinophil  counts  usually  returr 
normal  despite  continued  therapy  Anemia,  thrombocytopenia,  and  leukopenia  have  been  reported  with  HMG-CoA  redi  f->. 
inhibitors  Concomitant  Therapy:  Pravastatin  has  been  administered  concurrently  with  cholestyramine,  colestipol,  nic  K~  ■ 
acid,  probucol  and  gemfibrozil  Preliminary  data  suggest  that  the  addition  of  either  probucol  or  gemhbrozil  to  therap'  I:  - 
lovastatm  or  cravastatin  is  not  associated  with  greater  reduction  in  LDL-cholesterol  than  that  achieved  with  lovasti  I, 
pravastatin  alone  No  adverse  reactions  unique  to  the  combination  or  in  addition  to  those  previously  reported  for  eacljf*- 
alone  have  been  reported  Myopathy  and  rhabdomyolysis  (with  or  without  acute  renal  failure)  have  been  reported  when  ai  r 
HMG-CoA  reductase  inhibitor  was  used  in  combination  with  immunosuppressive  drugs,  gemfibrozil,  erythromycin,  or  ■ 
lowering  doses  of  nicotinic  acid  Concomitant  therapy  with  HMG-CoA  reductase  inhibitors  and  these  agents  is  genera  t 
recommended  (See  WARNINGS:  Skeletal  Muscle  and  PRECAUTIONS:  Drug  Interactions ) 
OVERDOSAGE:  To  date,  there  are  two  reported  cases  of  overdosage  with  pravastahn.  Doth  of  which  were  asymptomal 
not  associated  with  clinical  laboratory  abnormalities.  If  an  overdose  occurs,  it  should  be  treated  symptomatically  and  sup(  5? 
measures  should  be  mstituteO  as  required 

CAUTION:  Federal  (USA)  law  protiibits  dispensing  wittiout  prescription. 
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HE  HOnEST  CAMPUS 
N  THE  INTERNET 

:e's  pricey  online  B-school  program  is  winning  raves  from  students  and  rivals 


!  a  weekend  mom- 
g  in  September, 
id  a  group  of  stu- 
;nts  in  Duke  Uni- 
ty's Global  Execu- 
MBA  program  are 
ig  together  a  cost- 
nting  project.  None 
!m,  however,  is  any- 
e  near  Duke's  ver- 
Durham  (N.  C.) 
us.  William  Davie, 
:ecutive  at  Schham- 
ir  Oilfield  Services, 
the  discussion  from 
lOndon  office.  John 
lei,  a  regional  sales 
ger  for  Ford  Motor 
logs  on  from  his 
eim  (Calif.)  home — 
IS  his  son  asks  him 
;ome  help  in  the 
;e.  Meanv/hile,  Lu- 
Technologies  sales 
itive  Julius  Jou  and 
Burnett  group  ac- 
;  director  Alain 
nendaal  share  a 
idsheet  from  Hong 
and  Sao  Paulo,  respectively. 

ilcome  to  the  front  lines  of  the  latest  battle  in  executive 
ition.  Although  business  schools  have  long  talked  about 
ig  it  easier  for  executives  to  get  an  mba  without  having  to 
their  jobs  and  homes,  no  top-tier  school  has  developed  a 
;lass  electronic  mba  pi-ogi'am.  But  now,  in  part  because  of 
ntemet.  Duke's  Fuqua  School  of  Business  is  offering  an 
;  iVffiA  vwth  as  polished  a  pedigi'ee  as  its  traditional  degi'ee. 
at  has  made  Duke's  19-month-old  gemba  progi'am  the 
if  its  B-school  rivals.  Wliile  most  schools  have  incoiporat- 
e  Intemet  and  other  teclinology  into  theu-  educational  of- 
^s,  few  come  close  to  matching  the  arsenal  of  cutting- 
applications  Duke  provides.  If  the  Duke  progiam  succeeds, 

elite  universities — which  have  long  linked  the  quality  of 
executive  education  to  theu'  ivy-covered  campuses  and 
nal  time  spent  with  professor — could  be  forced  to  I'ethink 
;hey  teach.  "You  have  schools  stuck  in  the  '60s,  and  then 
ave  schools  such  as  Duke  that  are  thanking  ahead,"  says 
3akey,  paitnei-s  progi-am  managei'  at  Hewlett-Packaixl  Co., 
1  plans  to  send  some  employees  to  (lEMBA. 
lat  makes  it  so  different?  gemba  students  "attend"  cd-rom 

lectures  in  which  the  professor  appears  to  be  actively 
ng  onscreen.  They  can  also  download  supplemental  video 
udio  programs  to  include  new  information.  If  anyone  is 
g  trouble  with  the  lectui-e,  for  example,  the  professor 
end  out  extra  interactive  study  aids.  Students  discuss 


LONG  DISTANCE:  SchI lui/hr lyr r's  Davie  checks  i)i  from  Lotidon 


lectures  and  work  to- 
gether using  computer 
bulletin  boards.  E-mail, 
and  live  chats.  Many 
spend  as  much  as  30 
hours  per  week  logged 
on.  "What  has  been  fasci- 
nating is  how  much  you 
can  accomplish  online," 
says  Ford's  Mendel.  "The 
people  who  don't  think 
this  will  have  a  big  im- 
pact on  the  way  we  learn, 
I  would  Uken  to  the  mak- 
ers of  buggy  whips." 

Of  course,  face  time 
with  the  profs  and  other 
students  hasn't  disap- 
peared completely.  Along 
with  a  three-week  and  a 
two-week  visit  to  Duke's 
campus  at  the  beginning 
and  the  end  of  the  pro- 
gram, there  are  two- 
week  mandatory  trips  to 
Eastern  Europe,  China, 
and  South  America  for 
onsite  classes  and  meet- 
ings  with  local  business 
owners.  Here  the  39  students  build  personal  ties  that  sustain 
them  back  home.  "We're  all  very,  very  close  friends,"  says 
Janet  Morgan,  president  of  new-media  and  management  con- 
sultant Media  Minds  Group. 

ON  THE  BEAM.  Even  vdthout  residency  on  campus,  the  pi-o- 
gi'am  is  fai'  fi-om  cheap,  gemba  students  cough  up  $82,500  in 
tuition.  Along  with  the  University  of  Pennsylvania's  Wliarton 
School  of  Business,  it's  the  costliest  executive  MBA  progi'am  in 
BUSINESS  week's  sui'vey.  That  includes  computers  and  net- 
work access — but  not  airfare.  Although  employers  sponsor 
most  of  the  students, 
few  complain.  The  cost 
of  losing  key  execs 
would  be  much  high- 
er, says  Emily  DeMattia,  Ford's  organizational  and  personal 
planning  manager  for  vehicle  divisions  and  staff.  Ford  spon- 
sors two  (iEMBA  students. 

The  concept  of  long-distance  education  is  hardly  a  new 
one.  Several  schools,  such  as  the  University  of  Michigan,  use 
videoconferencing  to  beam  lecturers  through  a  satellite.  A 
few  other  institutions,  including  Ohio  University,  Purdue  Uni- 
versity, and  the  University  of  Florida,  offer  theu-  students  the 
chance  to  earn  online  mbas.  But  gemba's  technological  so- 
jihistication  has  won  raves  for  the  progi'am,  even  ft'om  its  ri- 
vals. "It's  state-of-the-art,"  says  Robert  M.  Fulmer,  a  man- 
agement professor  at  the  College  of  WiUiam  &  Mary.  "I  don't 
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SAP,  the  Fujitsu  supply  chain  works  as  fast  as  its  semiconductors. 

cycle  times  shortened  from  14  days  to  one.  Customer  pull  cycles  met  in  four  hours, 
ne  delivery  increased  to  87%.  Financial  close  tnnes  cut  ui  half.  That's  how 
R/3™  software  has  helped  Fujitsu  Microelectronics  streamline  its 

chain.  Because  customers  judge  Fujitsu's  supplier  performance 
:h  as  its  semiconductor  performance,  results  like  these 
mdatory.  Now,  the  company  is  looking  toward  a 
:ar  break-even  on  the  project  and  up  to  95% 
e  deliveries,  even  with  increased  growth 
.Thanks  to  SAP,  Fujitsu's  business  is 
I  as  fast  as  its  technology.  For 
nformation,  visit  us  at 
www.sap.com  or 

800-283- 


know  of  any  other  program  out  there  that's  as  innovative." 
Still,  most  schools  are  taking  a  wait-and-see  approach  rather 

than  lushing  to  follow 
Duke's  lead.  Many  of 
them  think  that  stu- 
dents will  suffer  from 
the  lack  of  regular  face-to-face  meetings  with  their  pro 
fessors  and  peers.  "We  don't  yet  feel  that  the  tech- 
nology is  at  the  })oint  whei'e  you  can  replicate 
what  you  get  on  campus,"  says  Howai'd  Kaufold, 


Special  Report, 


20  Leading  Executive 
MBA  Programs 

Talk  to  EMBA  directors  and  two  words  keep  coming  up: 
Globalizatkyn  and  technologif.  Most  top  schools  require  stu 


dh-ector  of  Wharton's  emba  program.  "But  we're  looking  at  i 
Blaii'  Sheppard,  senior  associate  dean  at  Fuqua,  says  that  ot 
er  institutions  are  simply  jealous.  "By  the  time  they  figure; 
out,"  he  gTins,  "they  won't  be  able  to  catch  us."  In  the  moni 
since  the  second  class  began,  Duke  has  received  more  than  41 
GEMBA-related  inquiiies.  Sheppard  may  just  have  a  pouit. 

By  Thomas  Bmilett  in  Durham,  N. 


For  information  on  reprints  of  this  Special  Report,  call  Business  Week  Repr . 
at  609  425-5494,  or  write  Business  Week  Reprints,  P.O.  Box  457,  Higfitstown  I 
08520. 


dents  to  go  mi  an  international  trip.  And  long-distance  program 
that  use  the  Internet,  "wired"  classrooms,  and  technology  v 
mmiagement  courses  are  the  buzz.  Programs  typically  takt 
two  years  to  complete  and  meet  on  alternating  Fridays  ani 
Saturdays.  Below,  an  assessment  of  the  leading  programs  , 
based  on  a  survey  of  61  schools. 


SCHOOL 


TOTAL 

TUITION 


AVG.  MGR 
SALARY 


AVG.  WORK 
EXP.  (YRS) 


MANDATORY 
INT'L  TRIP? 


HIGHLIGHTS 


CASE  WESTERN  RESERVE 

(Weatherhead)  Cleveland 

(her*    A  r  f\ 

$56,450 

A*  A        A  AAA 

$124,000 

16 

No 

New  partnership  with  International  Management  Center  in 
Budapest.  Added  electives  in  international  business  and  finance. 

CHICAGO 

Chicago 

59,000 

1  A  A    A  Jl  A 

120,243 

17 

Yes 

One  two-week  session  held  in  Barcelona,  where  U.S.  and  European 
students  study  together. 

COLUMBIA 

New  York 

78,000 

125,000 

8 

No 

Required  core  curriculum  streamlined  to  make  course  work  in  one  i 
subject  relate  to  another.  Big  users  include  AT&T  and  IBM. 

DUKE (Fuqua) 
Durham,  N.C. 

58,000** 

120,000* 

12 

Yes 

New  Global  EMBA  program  uses  the  best  in  technology  to  deliver  j 
long-distance  MBA.  i 

EMORY  (Goizueta) 
Atlanta 

52,020 

98,500 

15 

Yes 

Considering  an  EMBA  program  aimed  at  professionals  in  the  health! 
care  field.  Allows  students  to  take  evening  MBA  classes  as  elective:;! 

MICHIGAN  STATE 

East  Lansing 

35,000 

75,000 

14 

Yes 

Combined  five  weekend  management  retreats  into  two-week  course'i 
on  managing  technology,  leadership,  and  negotiation  skills.  ' 

NYU  (Stern) 
New  York 

80,400 

131,000 

11 

Yes 

Offers  two  EMBA  programs:  one  for  senior-level  execs  and  one  whici 
concentrates  on  global  financial  markets.  „ 

NORTH  CAROLINA  (Kenan- 
Flagler)  Chapel  Hill 

27,800 

68,000* 

10 

No 

Students  have  the  option  of  participating  in  three  voluntary  10-  to  j 
12-day  international  trips. 

NORTHWESTERN  (Kellogg) 
Evanston,  III. 

55,100 

151,000 

16 

No 

New  five-week  course,  called  Global  Initiatives  in  Management,  is 
followed  by  a  trip  to  the  country  studied. 

PENNSYLVANIA  (Wharton) 
Philadelphia 

82,500 

134,900 

10 

Yes 

Redesigned  curriculum  to  focus  more  on  globalization,  real-world  ; 
issues,  and  interpersonal  skills. 

PITTSBURGH  (Katz) 
Pittsburgh 

32,820 

60,000 

12 

Yes 

FLEX-MBA  long-distance  program  includes  13  weeks  in  residence 
combined  with  E-mail  and  videos  for  off-campus  learning. 

PURDUE  (Krannert) 
West  Lafayette,  Ind. 

33,000 

83,000 

11 

Yes 

Long-distance  EMBA  program  makes  use  of  Internet  technology 
including  E-mail  and  bulletin  board  discussion  groups. 

SOUTHERN  CALIFORNIA 

(Marshall)  Los  Angeles 

54,600 

83,500 

16 

Yes 

Abandoned  traditional  classes  in  favor  of  team-teaching  approac 
that  integrates  subjects  from  all  business  functions. 

SOUTHERN  METHODIST 

(Cox)  Dallas 

39,000 

92,500 

18 

Yes 

Has  focused  more  on  leadership  development  in  courses.  Big  cus- 
tomers  include  GTE  and  IBM. 

TEXAS 

Austin 

32,000 

90,000* 

12 

Yes 

Uses  groupware  computer  technology  to  keep  students  from  all 
major  Texas  cities  in  touch. 

TULANE  (Freeman) 
New  Orleans 

38,000 

76,091 

14 

Yes 

Offers  EMBA  programs  in  three  foreign  countries:  Taiwan,  Ecuador, 
and  Chile. 

UC  IRVINE 

Irvine,  Calif. 

48,000 

91,000 

15 

Yes 

Launched  health-care  EMBA  program  in  1996.  Forty  percent  of  stU' 
dents  come  from  high-tech  companies. 

UCLA  (Anderson) 
Los  Angeles 

55,800 

115,000 

15 

Yes 

In  the  final  seven  months,  the  class  breaks  into  teams  that  do 
extensive  consulting  projects  for  an  international  firm. 

VANDERBILT  (Owen) 
Nashville 

54,500 

77,000 

13 

Yes 

Two  international  trips  are  required  as  part  of  Managing  the  Globs 
Enterprise  course. 

WASHINGTON  (Olin) 
St.  Louis 

49,900 

83,773 

15 

Yes 

Offers  two  specialized  degree  programs — Manufacturing  Managemei 
and  Health  Services  Management — along  with  traditional  program. 

*Business  Week  estimates 


**Pnce  for  weekend  EMBA,  not  Global  EMBA 
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when  you  can  count 
on  a  telecom  company 
to  improve  business, 
that's  news. 


With  Sprint  on  your  side,  you'll  get  professionals  wlio 
not  onh'  inuierstand  your  small  business,  but  eoiiie 
up  w  ith  new  ideas  to  help  it  pertorin  even  better.  The 
Sprint  Business  Solutions  Center  ofters  a  ,S|-)eeialist 
who  knows  you,  and  stays  in  toueii  with  your 
birsiness  to  put  enhanced  eonimunieations  to  work  tor 
you.  They'll  even  .stay  ahead  ot  your  needs  and  resjiond  to 
your  challenges  with  cu.stom  solutions,  hi  today's  world, 
that  s  news,    www.sprlnt.com     1-888  SPRINT  BIZ 


Sprint 


We  help  your  business  do  more  business 


Only  from  the  mind 
of  Minolta 

comes  a  line  of  copiers 
you'll  call  the  Do-It-All. 
Presenting  the  new 
Unlimited  Edition 
CS/Pro  high  volume 
office  copiers. 

y 


Dpiers  to  the  finish! 


staples 
lere. 


ou"sne< 

^ts  sortech-- 


-stapled  and— 
"t^le  punched 
— — ttYere. — — 


)r  years,  Minolta  has  been  helping  you 

th  great  copiers.  Now  we'll  help  you  turn  out 

finished  product  any  way  you  wish 

th  finishing  technology  no  one  can  duplicate. 
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FREEMAN  DYSON 


SCIENCE'S 

GREAT  DREAM-SPINNER 


Picture  a  time,  in  the  next  50  years,  when 
photovoltaic  collectors  in  small  villages 
around  the  globe  quietly  capture  the  sun's 
energy.  Ti-ees  are  genetically  engineered  to 
yield  new  liquid  fuels.  Villages  from  Mexi- 
co to  Egyi^t  are  hooked  up  to  the  Internet. 
Technology  brings  business  and  new 
wealth  to  villagers,  relieving  niral  poverty, 
and  city  dwellers  are  drawn  back  to  the  countryside,  easing 
stresses  on  urban  areas. 

And  suppose  that  in  the  second  half  of  the  21st 
century,  a  science  called  radioneurology  emerges 
that  translates  inforaiation  about  neural  processes  into 
electromagnetic  signals.  This  opens  a  whole  new  mode  of 
communication  called  radiotelepathy — and  necessitates  on- 
off  switches  for  transmitters  and  receivers,  to  forestall  un- 
warranted spying.  Perchance,  telescopes  spot  a  comet  head- 
ed for  a  collision  with  earth  in  about  100  years.  A  magnetic 
accelerator  is  launched  to  rendezvous  with  the  comet,  de- 
flecting its  course  and  saving  a  billion  lives. 


Ideas 


HAVES  AND  HAVE-NOTS 

The  73-year-old 
physicist-philosopher  is 
still  "obsessed  with  the 
future"  and  worries  that  { 
high  tech  will  widen  the 
gap  between  rich  and  poc?, 

Unrealizable  Utopia?  A  trouJ 
bling  future?  A  wild-eyed  ; 
scheme?  Perhaps.  But  these  vi; 
sions  of  the  future  ty})ify  how  i 
Freeman  J.  Dyson — a  73-year- 
old  physicist  widely  recognizee 
as  a  writer,  humanist,  and 
t  h'eam-spinner  extraordinaire- 
ihinks  about  science,  the  work 
and  the  universe. 
"PUCKISH."  Perhaps  more  thar 
any  other  hving  scientist.  Fret 
man  Dyson  has  the  stature  an 
the  skills  to  argue  in  favor  of 
technology  that  is  anti-elitist 
and  to  broadcast  his  ideas  to  i 
global  audience  of  scientists  ai 
lay]:)eople.  A  renowned  theorei 
cal  physicist  who  once  dreame 
of  designing  nuclear-powered 
spaceships  to  visit  Jupiter, 
Dyson  has  also  been  a  reasom 
and  dispassionate  critic  of 
strategic  nuclear  war  He  has 
long  railed  against  "big  scienc 
projects  like  the  supercollider, 
arguing  that  they  are  designe 
to  look  for  what  scientists  "ex 
pect  to  find,"  while  cheaper  al 
ternatives  permit  serendipitoi 
discovery.  Equally  at  ease  citir 
poet  William  Blake  and  Robei 
M.  Pirsig's  Zen  and  the  Art  q 
Motorctjcle  Maintenance,  he  h 

  over  20  years  of  popular  wiiti? 

acquired  a  loyal  readershij)  for  his  books  and  articles. 

In  his  book  Imagined  Worlds,  published  earlier  this  ye; 
Dyson  wrestles  with  whether  science  can  be  ethical.  Nex 
month,  in  a  lecture  for  New  York's  Carnegie  Council  on  ; 
Ethics  and  Inteniational  Affairs,  he'll  deUver  his  latest 
thoughts  on  how  humankind  can  reconcile  technology  am 
social  justice.  Technology,  he  will  argue,  should  be  clever 
useful,  cheap,  and  available  to  all.  Its  dangers  should  be 
safeguarded  against,  while  its  power  to  save  lives  should 
be  harnessed.  Above  all,  technology  should  help 
spread  knowledge,  well-being,  and  wealth  around 
the  world,  so  that  one  day,  Dyson  says,  "every  || 
Egyi^tian  village  can  be  as  wealthy  as  Princeton,  N.J."  '? 

Today,  fellow  scientists  regard  Dyson  as  an  inventive 
and  provocative  thinker  with  a  staggering  diversity  of  f- 
terests  and  ideas,  ranging  from  space  travel  to  the  origis 
of  life  on  earth.  "He's  not  interdisciplinary,  which  sugg€-s 
that  you  beheve  the  validity  of  individual  disciplines," 
says  Lynn  Margulis,  biologist  at  the  University  of 
Massachusetts  at  Amherst.  "He's  transdisciplinary,  met 


JUH  1X>I  lev  HOLIHIU         AKI  i  N^.Ai.U^  IN  A  i .  lU  M  Ml'  I  UAI  IN  I  HirHIM    IT  IS  oKt  AT  BECAUSE  IT  SEEKS  TO  P  RE  V  ENT  C  Rl  P  P  L I INIURIES  ANO  Dl  ATH  BY  REMOVING  THE  CAUSES  OF  HOME  HICHWAS  AND  WORK  ACCIDENTS  I 


Louisa  has  never  taken  a  spill  on  the  )ob  because  ot  the  safety  precautions  her 
employer  leiirned  from  Liberty  Mutual.  At  our  research  center  we  study  the  connection 
between  shoes,  Hoor  surfaces  and  slippery  hazards  like  water  and  grease.  By  investigating 
your  siilety  concerns  we  can  recommend  a  plan  that  can  help  lower  your  workers 
compensation  costs,  and  ensure  that  Louisa  lives  a  safer,  more  secure  life. 
5**     Thcirli  luoir  intoriudl loii  ii'<-'('  like  to  ,i/.nuY.  So  plca,H'  call  .lohii  Ryan  J^J^SJ^T^ 

MUTUAL 

at  (617)  57-/-5,V-/J:'  ('/■  vuhI  our  ifcl'.ule  at  http://iVii,'n:ltl>crt\/ii>iil iial.coDi 


\\ie  freedom  of  Uher^ 


OPV  MIIOM  ONV  VVMII'iiH   [VMili  lO  V  IsilV  1  III  I  MNIAOl'V  l;l  W  H  IV  U.I  UNV  SJIllOlNI  ON  11,1.1110  J.NMJM.I  O.l  SM^gs  II  JMIV13U  1V31I0  SI  il    )SIUJM3INJ  IVfUim  IVjtin  V  Nl  CH'JVINJ  HtIV  1M  \tlia  IOHJ,:>ll(XJ  JIHO  HIIMCP 


e-business 


BE  WITH  •  V  ; 


IBM,  Solutiiifis  Ifjf  b  jmall  pidtif;'  ^intl  ttiR  (i-bii!iiiif;s')  logo  are  Ifddemdtk-S  ol  liiterridlifjnal  Business  Mdchitifjs  Corporalion  in  lli*;  United  Slates  arifj/or  other  r-ouiitf ies  Other  rrjmpariy,  prorJuct  and  service  names  may  be  Irademarlis  or  service  marte  ol  otfiets  >^  1997  IBIVl  ( 


WHAT'S  THE  DIFFERENCE  BETWEEN  A  LITTLE 
KID  WITH  A  WEB  SITE  AND  A  MAJOR  CORPORATION 
WITH  ONE?  NOTHING.  THAT'S  THE  PROBLEM. 


Building  a  publishing-only  Web  site  is  the  first  step  to  becoming  an 
e-business.  A  step  that  most  businesses  (and  a  lot  of  little  kids)  have  already  taken. 
That's  fine  as  far  as  it  goes  -  it  s  a  vei-y  cost-efficient  way  to  distribute  basic  information. 

But  the  real  payoff  (for  l)usinesses,  at  least)  comes  with  steps  two  and  three. 
Step  two  is  moving  to  "self-service"  Web  sites  -  where  customers  can  do  things  like 
check  the  status  of  an  account  or  trace  a  package  online. 

Step  three  is  moving  to  transaction-based  Web  sites  -  n(jt  just  buying  and 
selling,  but  all  processes  that  re(juire  a  dynamic  and  interactive  How  of  information. 

IBM  has  already  helped  thousands  of  companies  use  the  Web  to  make  the 
leap  from  being  a  business  with  a  Web  site  to  Ix-ing  an  e-business  -  putting  their  core 
processes  online  to  imjirove  service,  cut  (•f)sts  or  to  actually  sell  things. 

For  example,  we  helpeil  Charles  Schwab  Web-enable  their  brokerage  systems 
for  online  trading  and  customer  service.  Since  opening.  Schwabs  Web  ser\ice  has 
generated  over  one  million  online  accounts  totaling  over  $68  Ijillion  in  assets. 

e-business  economics  are  compelling.  According  to  a  recent  Bf)o/.-Allen  & 
Hamilton  study,  a  traditional  bank  transacti(»ii  costs  $1.07;  the  same  transaction  over 
the  Web  costs  about  h:.  A  traditional  airline  ticbi  costs  $8  to  process:  an  e-ticket  costs 
just  $1.  Customers  love  the  convenience:  management  loves  the  lower  cost>. 

IBM  solutions  have  already  helped  thousands  of  businesses  l)(>come 
e-businesses.  To  find  out  how  IBM  can  help  you  do  the  same,  bookmark 
www.ibm.com/e-business  or  call  us  today  at  1  800  IBM  7080.  extension  NC32. 
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disciplinaiy. . . .  He's  one  of  the  liveliest  intellects  in  the  U.  S." 

Colleagues  at  the  Institute  for  Advanced  Study  in 
Princeton,  where  Dyson  is  a  professor  emeritus,  fi-equently 
ascribe  the  adjective  "dysonian"  to  ideas  that  crackle  with 
originality  the  way  Dysons  own  ideas  do,  says  Chiara 
Nappi,  a  physicist  at  the  institute.  Even  scientists  who 
disagi-ee  with  some  of  Dyson's  \iews  praise  him.  "Dyson's 
arguments  against  the  supercolhd- 
er  were  puckish,"  says  theoretical 
physicist  Steven  Weinberg  at  the 
University  of  Texas  at  Austin.  But, 
he  adds,  Dyson  often  takes  posi- 
tions that  are  "unexpectedly  idio- 
syncratic," and  that  makes  his 
work  interesting. 

Dyson's  message  about  technolo- 
gy' is  clear:  Mankind  must  develop 
"jo\iT.il  and  useful"  technologies 
that  benefit  all  of  humanity,  much 
as  did  the  scientific  advances  of  the 
19th  century  and  the  fii-st  half  of 
the  20th.  Indeed,  Dyson  argues, 
the  electric  light,  telephone,  refiig- 
erator.  radio,  t\',  antibiotics,  and 
vaccines  were  social  equalizers  that 
tended  to  naiTow  the  gap  between 
rich  and  poor.  The  budding  tech- 
nologies of  the  late  20th  centuiy 
should  not  be  any  different. 

These  days.  Dyson  says,  "pure" 
scientists  focus  on  esoteric  fields — 
low-temperature  physics,  for  in- 
stance— which  neither  hairn  nor 
benefit  rich  or  poor.  Applied  sci- 
ence, meanwiiile,  is  yielding  "toys 
for  the  rich" — such  as  turbo- 
charged  laptops  and  cellular  tele- 
phones. Wliile  it's  true  that  the 
price  of  such  goods  keeps  falling, 
newer  and  better  features  keep 
pushing  costs  upward,  ensuring 
that  the  market  for  high  technolo- 
gy remains  a  relatively  elite  one. 
Diseases  of  the  rich,  meanwiiile, 
get  more  research  dollars  than  dis- 
eases of  the  poor. 
CONFIRMED  OPTIIVIIST.  This  situa- 
tion. Dyson  says,  cannot  be  al- 
lowed to  continue.  Technology  is 
driving  a  wedge  between  haves 
and  have-nots,  he  says.  In  the 
U.  S.,  the  immediate  causes  of  so- 
cial disintegi-ation  may  be  moral 
and  economic  rather  than  techno- 
logical, but  "science  must  bear  a 
larger  share  of  responsibility  for 
these  evils  than  the  majority  of 
scientists  are  wilhng  to  admit,"  he 
writes  in  Imagined  Worlds.  "When  we  look  at  historical 
processes  on  a  time-scale  of  50  or  100  years,  science  is  the 
iiost  powerful  driving  force  of  change." 

At  a  time  wiien  specialization  and  nairow  focus  are  the 
norm  in  the  sciences.  Dyson  is  an  anomaly — a  genuine  poly- 
math. Trained  in  Britain  as  a  mathematician,  he  came  to 
America  in  1947  to  study  physics  with  Hans  Bethe  at  Cor- 
nell University.  His  gi-eatest  work  was  in  the  field  of  quan- 
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tum  electrodynamics,  in  which  he  made  understandable  tl) 
intuitive  formulations  of  Richard  Feynman  and  the  elabo-j 
rate  calculations  of  .Julian  Schwinger — work  for  which 
Bethe  and  others  believe  he  should  have  been  awarded  tl  i 
Nobel  prize,  as  Feynman  and  Schwinger  were.  Dyson  we:  n 
on  to  study  and  teach  astrophysics,  an  outgi-owth  of  an  e;  I 
ly  and  abiding  interest  in  space  travel.  In  1956,  he  helped  I 
develop  triga,  a  small  reactor  th  1 
produces  short-lived  isotopes  for 
diagnostic  pm-poses  at  hospitals  s 
and  medical  centers  and  is  still  ii  I 
production.  And  he  has  sen-ed  as 
consultant  to  numei'ous  govern- 
ment agencies  over  the  past  t' 
decades. 

To  nonscientists  strugghng  to 
understand  an  increasingly  com- 
plex world.  Freeman  Dyson's 
writing  both  explains  and  reas- 
sures. His  outlook,  indeed,  is  re- 
markably positive.  Born  in  Brita 
in  1923,  Dyson  was  a  young  mar 
doing  research  for  the  Royal  Aii 
Force  during  Hitler's  bombing. 
"We  all  expected  to  die  of  the 
plague,  some  kind  of  biological 
warfare."  says  Dyson.  "For  any 
body  who  grew  up  then,  it's  ab- 
surd to  feel  gloomy  about  any- 
thing that's  going  on  now.  The 
human  race  has  a  good  way  of  I 
muddling  through." 

Now  long  retired  from  teachi 
Dyson  still  leads  an  active  life- 
lecturing.  wTiting,  traveling  arc 
the  woiid,  and  interacting  with 
leagues  at  the  Institute  for  Ad- 
vanced Study,  with  which  he  h" 
been  affihated  since  1953,  joinin 
at  the  invitation  of  then-director 
Robert  Oppenheimer,  who  ran  t" 
Los  Alamos  project  dming  Worl 
War  II.  He  spends  most  days 
thinking  and  waiting  at  the  insti 
tute.  wiiere  he  likes  to  lunch  wit 
fellow  physicists.  And  he  is  a  fre^ 
quent  lecturer — by  his  count,  gi\ 
ing  nearly  100  speeches  in  the  p 
year,  most  in  academic  settings. 

In  recent  years,  he  has  diseov 
ered  the  joys  of  E-maiUng  col- 
leagues. Mends,  and  family  me' 
bers — including  his  oldest 
daughter.  Esther,  a  trenchant  o 
server  of  technology  in  her  owTi 
right  whose  fii'st  book.  Release 
is  coming  out  this  month  (page 
Indeed,  he  quips  that  he  "can't 
condemn  the  computer  altogether — Esther  would  never 
have  made  the  career  she  has  without  it."  His  other  fre- 
quent E-mail  coirespondent  is  his  son,  George,  a  kayak- 
builder  and  naturalist  who  recently  penned  a  liighly  on 
nal  book,  Darwin  Among  the  Machines,  which  describes 
through  a  historical  nairative.  the  biological  properties  o 
computer  hardware  and  software. 

Supercomputer  pioneer  Danny  HiUis.  now  vice-presidei. 


FREEMAN  DYSON 

A  Sampling 

iiThe  failure  of  science  to  produce 
benefits  for  the  poor  in  recent  decades 

is  due  to  two  factors  working  in 
combination:  the  pure  scientists  have 

become  more  detached  from  the 
mundane  needs  of  humanity,  and  the 
applied  scientists  have  become  more 
attached  to  immediate  profitability.?? 

—  IMAGINED  WORLDS 

Science  is  a  hexagonal  mountain  with 
six  faces. . . .  The  three  beautiful  faces  of 
science  are  science  as  subversion  of 
authority,  science  as  an  art  form,  and 
science  as  an  international  club...  Science 

is  presented  to  our  young  people  as  a 
rigid  and  authoritarian  discipline,  tied  to 

mercenary  and  utilitarian  ends,  and 
tainted  by  its  association  with  weapons 
of  mass  murder. . . .  The  way  to  attract 
young  people  into  science  is  to  show 
them  all  six  faces  and  give  them 
freedom  to  explore  the  beautiful  and  the 
ugly  as  they  please.?? 

—  FROM  EROS  TO  GAIA 

iiNew  medical  technologies,  too 
attractive  to  forbid  and  too  expensive 
to  be  made  generally  available,  will 
exacerbate  the  inequalities  that  now 
exist  within  and  between  societies.?? 

—  IMAGINED  WORLDS 

Sanity  is  the  ability  to  live  in 
harmony  with  Nature's  laws.  To  remain 

sane,  our  descendants  must  strive  to 
keep  the  emotional  roots  of  our  species 
intact,  to  preserve  the  emotional  balance 

that  w-e  evolved  through  millions  of 
years  of  living  precariously  in  a  natural 
environment.  If  we  are  to  survive 
through  a  long  future,  we  must  stay 
in  contact  with  our  long  past.?? 

—  IMAGINED  WORLDS 
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|ust  the  touch  of  a  button  And  when  you're  on  the  road,  use 
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of  research  and  development  at  Walt  Disney  Imagineering 
in  Glendale,  Calif.,  knows  all  three  and  says  they  "live  by 
their  own  rules  and  have  created  totally  original  hves."  Es- 
ther is  outgoing  and  renowned  as  a  networker  in  the  com- 
puter industry,  while  her  father,  observes  Hillis,  is  shy  and 
unassuming  in  public.  HiUis  once  took  Freeman  to  visit  the 
Biosphere  in  Arizona,  where  Dyson  was  gi'eeted,  says 
Hillis,  somewhat  improbably  like  a  rock  star  Some  years 
back,  Dyson  had  mused  about  building  biospheres  in  space, 
and  the  scientists  at  this  earth-based  Biosphere  were  fer- 
vent Freeman  Dyson  fans. 

Dyson,  who  once  wi'ote  that  he  is  "obsessed  with  the  fu- 
ture," is  comfortable  with  the  prospect  that  biotechnology 
and  neurotechnology  will  be  the  new  fi'ontiers  of  science  in 


the  21st  centuiy,  and  he  says  they  will  be  "as  much  a  par 
of  nature  as  we  are."  Still,  Dyson  wonders  how  they  vrill 
develop.  What,  he  asks,  will  scientists,  entrepreneurs,  andji 
citizens  of  the  world  do  with  the  new  technologies  they  ; 
bring?  While  never  bhnd  to  the  harm  science  and  technolciJ 
gy  can  do,  deliberate  or  inadvertent,  he  chooses  to  dwell  l 
the  positive.  And  he's  hkely  to  keep  banging  the  drum  foiji 
responsible  science,  even  as  he  keeps  spinning  engaging  v' 
sions  of  the  future.  New  technologies  "are  like  knives — 
they  can  be  used  for  good  or  bad,"  observes  George  Dyso, 
"All  anyone  can  do  is  draw  one's  own  personal  Hne  in  theU 
sand  in  favor  of  good  things  and  against  bad  things.  My  fc 
ther  is  good  at  helping  people  see  where  that  line  is."  [' 
By  Karen  Pemiar  in  Pri?iceton,  N. 
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ESTHER  DYSON 


INFO-AGE 
EVANGELIST 


Anyone  who's  anybody  in  the  vdred  world 
knows  Esther  Dyson.  Present  virtually  at  the 
creation  of  the  personal-computer  industry,  the 
petite,  lively,  and  dressed-down  Dyson — Har- 
vard grad,  former  journalist,  and  onetime  stock 
analyst — has  intellectualized  about  computers  for  nearly  15 
years  through  her  newsletter.  Release  1.0.  At  a 
large,  annual  get-together  called  PCForum  that  she 
has  run  for  the  past  14  years,  she  has  mingled, 
schmoozed,  and  made  friends  with  the  elite  of  the  industry. 
For  the  past  eight  years,  she's  taken  her  expertise  to  the 
nascent  computer-  industries  of  Eastern  Eur'ope  and  Russia. 
She  is  also  the  flaughter-  of  Fr-eeman  Dyson  and  his  fir-st 
wife,  mathematician  Verena  Huber-Dyson. 

If  Esther's  fame  hasn't  already  eclipsed  her  father's,  it 


GOOD  NEWS 

"I  wanted  to  say... 
don't  be  afraid  of 
this  stuff,"  she  says 
of  her  computer 
book,  which  targets 
a  broad  audience 


Ideas 


might  happen  this  month  with 
the  appearance  of  her  first  bool 
Release  2.0:  A  Design  for  Livin 
in  the  Digital  Age,  being  pub- 
lished simultaneously  in  a  dozei  # 
countries.  It  is,  she  says,  an  at-i 
tempt  to  offer  a  broader  audierl 
r-eassurance  about  computers  ai  \ 
the  Internet.  "I  wanted  to  say: 
'Hey  guys,  don't  be  afraid  of  th 
stuff.  It's  a  tool,  it's  good  for  yt  i 
and  you  can  use  it  to  do  marvelous  things,' "  says  Dyson.  \ 
Dyson,  46,  grew  up  in  Princeton,  N.  J.,  with  "no  candy,  i*  ^ 
TV,  Nobel  prize  winners  floating  ar-ound  who  were  neigh- ; 
bors,  tea  at  [mathematician]  Kiut  Godel's  house,"  she  re- , 
calls.  She  tried  out  math  and  physics  in  college,  but  quickj  is 
figur'ed  "I  would  never  be  as  good  as  my  mother,  let  alon^ 
my  father,"  she  says.  So  at  Harvar'd  she  wr'ote  for  the 
Crimson,  drifted  towar'd  history  and  majored  in  economic 
SEMI-LIBERTARIAN.  Currently  ciiair  of  the  Electronic  Fror 
tier  Foundation,  an  online  civil  liberties  organization,  Dys: 
calls  herself  a  "semi-hbertarian."  She  believes,  for  instan4 
that  Netizens  can  monitor  activities  and  regulate  behavic 
on  the  InterTiet,  with  little  or  no  government  involvemen 
But  she  doesn't  see  the  need  for  perfect  anonymity  on  th 
Net.  Nor  does  she  wony  as  much  as  Freeman  does  abou 
technology's  role  in  widening  social  inequahties,  saying  "i 
not  the  responsibility  of  technology  to  solve  these  problep 
but  the  responsibiUty  of  people  to  solve  them." 

Dyson's  most  controversial — and  perhaps  original — ide 
which  she  fir"st  floated  in  the  newsletter  thr-ee  years  ago, 
concerns  the  role  of  intellectual  property  in  a  wired  soci^. 
Dyson  believes  its  price  necessarily  falls  towar'd  zero  as  ' 
creators  try  to  reach  mor-e  consumers.  Pr-ofits,  she  argue 
won't  be  made  on  a  software  pr'ogr-am  or  game,  but  will 
come  fr-om  r-elated  ser-vices  and  mar-keting.  She  never  ar 
gued  that  intellectual  property  should  be  fr-ee — only  thatt 
Hkely  will  be — and  now  Net-based  businesses  are  bearin 
her  out.  "People  no  longer  think  I'm  a  crackpot — at  leas1 
not  about  that,"  she  says. 

Recently,  Dyson's  heart  seems  to  be  elsewhere — away 
from  the  U.  S.  Says  consultant  John  Landry,  former  chie 
technology  offrcer  at  Lotus  Development  Corp.:  "^6 
don't  see  much  of  Esther  anymore ...  I  don't  beliie 
the  business  is  as  interesting  to  her  as  it  once  wJ. 
Dyson,  who's  fluent  in  Russian,  visits  Russia  once  every^ 
month  or  so,  and  r-evels  in  the  char-ged  atmosphere — mui 
like  Silicon  Valley  in  the  eariy  days.  Wlrerever  there  are 
digital  frontier's  and  people  crossing  them,  Esther  Dysoiis 
likely  to  be  close  at  hand.  , 

By  Karen  Pennar  in  New  W 
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The  Principal®  and  Principal  Health  Care^"^  provide  an 
irresistible  variety  of  group  benefits,  including  traditional 
health,  life,  disability  and  dental  insurance.  Even  PPO 
networks  and  HMOs. 

Our  flexible  package  provides  employees  with  benefit 
choices.  Expect  excellent  reporting  capabilities,  timely 
claims  examination  and  payment,  as  well 
as  excellent  customer  service.  Plus,  our 
group  products  leave  out  one  common 
ingredient— administrative  headaches. 


the; 


savings.  Through  superior  medical  claims  management. 
The  Principal  saved  employers  and  employees  $2.27 
billion  in  1996  alone.  That's  38.7%  of  the  $6  billion 
submitted  to  us.* 

Start  with  one  product  and,  before  you  know  it,  you  start  cravi)| 
our  total  line  of  group  products  and  support  services,  backed  j4 
by  over  a  century  of  financial  expertise. 

For  more  information,  visit 
The  Principal  Financial  Group®  on  the 
Internet  at  www.principal.com  or 
call  1-800-986-EDGE. 


Financial 
Group 


Here's  something  more  to  savor — 

Life,  Health,  Dental  and  Disability  Insurance  •  Annuities  •  Mutual  Funds 
401  (k)  and  Pension  •  Securities  •  HMO/PPO  •  Home  Mortgages 

©1997  Pnncipal  Mutual  Life  Insurance  Company.  Des  Moines,  lA  50392.  'Figures  represent  all  1996  medical  claims  paid  by  Pnncipal  Mutual  Life  Insurance  Company. 
Products  and  services  offered  through  Principal  Mutual  Life  Insurance  Company  (The  Principal)  and  its  subsidianes.  Mutual  funds  distributed  through  Princor  Financial  Services  Corporal 
(member  SIPC).  Securities  through  Principal  Financial  Securities.  Inc.  Securities  and  health  care  products  not  available  in  all  states. 


velopments  to  Watch 


ED  BY  CATHERINE  ARNST 


M  SMART 
PONS  TO 
0-GADDIES 


fEARS,   ISRAELI  MILI- 

;ontractors  have  used 
al  navigation  systems 
ide  planes  and  smart 
)ns.  These  dead-reck- 
systems,  which  are 
Ticted  from  gyi'oscopes, 
irometers,  and  chips, 
;rack  of  where  they  are 
ut  the  need  for  any 
il  beacons  or  markers 
;  ground. 

w,  Friendly  Systems 
n  Even  Yehuda,  some 
les  north  of  T^l  Aviv, 


has  adapted  the  technology 
for  civilian  use.  Early  next 
year,  it  will  introduce  two 
products:  a  $1,500  robotic 
lawn  mower  called  RoboMow 
that  can  dodge  trees  and 
shrubs,  and  a  $1,000  golf 
caddy  dubbed  RoboTroll  that 
will  follow  its  owner  along  a 
golf  course  without  getting 
lost.  "We've  been  able  to  re- 
duce the  cost  since  the  envi- 
ronment we  are  targeting  is 
substantially  smaller  than 
the  military  arena,"  says  Udi 
Peless,  founder  and  president 
of  the  company. 

A  third  product,  which  is 
slated  to  be  launched  in  ear- 
ly 1999,  is  called  RoboVac. 
It  will  move  independently 
along  carpets  in  a  house, 
vacuuming  them  on  specific 
days  at  appointed  times. 
Further  down  the  road,  Pe- 
less is  planning  robotic  snow- 
blowers  and  floor-polishers. 
Can  RoboNannies  be  far 
behind?  Neal  Sandler 


(NING  OUT  A  MAJOR  SIDE  EFFECT 

ANTIBIOTICS  KNOWN  AS  AMINOGLYCOSIDES  ARE 

ctive,  inexpensive,  and  rarely  produce  allergic 
:tions.  They're  among  the  most  widely  used  drugs 
le  world.  But  they  have  one  serious  side  effect: 
y  can  combine  with  iron  in  the  bloodstream  to  trig- 
the  production  of  free-radical  molecules.  These  rip 
rt  tiny  hair  cells  in  the  inner  ear,  causing  irre- 
dble  hearing  loss.  In  China,  where  aminoglycosides 
available  without  prescription,  studies  found  that 
-thirds  of  all  cases  of  deafness  occurring  after  birth 
e  caused  by  the  drugs. 

.  team  of  scientists  fi'om  the  University  of  Michigan 
inn  Arbor  might  have  discovered  a  way  to  prevent 
I  damage.  Writing  in  the  Journal  of  Pharmacology 
Experimental  Therapeutics,  they  report  that  iron 
ators — medications  that  soak  up  excess  ii-on  in  the 
d — protected  guinea  pigs  exposed  to  aminoglyco- 
s  from  hearing  damage.  The  treatment  did  not  com- 
nise  the  effects  of  the  antibiotics,  says  research 
er  Jochen  Schacht,  a  professor  of  biological  chem- 
f  at  the  school.  □ 


I  SENSE  THE  BODY  ELECTRIC 


THE  PUMPING  OF  THE 

heart  is  controlled  by 
electrical  signals,  which 
doctors  measure  when 
they  take  an  electrocar- 
diogram. These  signals 
also  generate  an  irregu- 
lar, ultralow-frequency 
electric  field  that  extends 
in  a  circle  around  the 
body.  The  field  is  faint. 
However,  unlike  the  high- 
er-frequency signals 
transmitted  by  radio,  TV, 
and  cell  phones,  it  can 
pass  through  almost  any 
physical  obstruction. 

Scientists  and  military 
engineers  at  Dielectro- 
Kinetic  Laboratories  LLC,  a 
Washington  (D.C.)  startup, 
have  exploited  this  field  to 
develop  a  handheld  sensing 
device  to  help  rescuers  find 
survivors  buried  under 
landshdes  or  collapsed 
buildings.  The  dkl  Life- 
guard could  also  help  sol- 
diers locate  enemies  hiding 
in  an  urban  battlefield. 

The  patented  Lifeguard 
draws  on  50  years  of  re- 
search on  behavior  of  ob- 
jects in  "nonuniform"  elec- 
tric fields — an  area  of 
study  that's  already  yield- 


SEARCHING:  Blast  site 

ed  pollution  sensors  and 
drug-dehveiy  systems. 
The  Lifeguard,  however,  is 
the  first  product  to  sense 
the  body's  field  at  a  dis- 
tance, says  dkl's  chief  ex- 
ecutive manager,  Howard 
Sidman.  The  high-end, 
$14,000  model  works  at  a 
range  of  540  yards  and  is 
unaffected  by  higher-fre- 
quency radio  signals.  In 
tests,  the  Lifeguard's  digi- 
tal filters  distinguished  hu- 
mans from  other  animals 
with  100%  accui-acy,  says 
Sidman.  Neil  Gross 


INNOVATIONS 


■  To  get  a  tender  texture, 
meat  processors  today  assault 
theu-  product  with  chemicals, 
enzymes,  blades,  and  electric 
pulses.  But  now  scientists  at 
the  U.  S.  Agriculture  Dept. 
and  at  a  small  company  called 
Hydrodyne  Inc.  in  San  Juan, 
Puerto  Rico,  may  have  dis- 
covered a  better  way:  They 
suspend  vacuum-sealed  meat 
in  a  stainless  steel  tank  of 
water  and  detonate  a  small 
explosive  charge.  A  super- 
sonic pressure  wave  travel- 
ing at  20,000  feet  per  second 
then  tears  fibers  in  the  meat, 
softening  it.  This  technique 


may  also  kill  dangerous  mi- 
ci-obes,  the  scientists  say. 
■  What  makes  good  soil  dif- 
ferent from  ordinary  dirt? 
The  answer  may  be  a  newly 
discovered  protein,  glomalin, 
that  is  secreted  by  fungi  and 
acts  as  a  glue  to  hold  soil 
particles  together  Discovered 
and  named  by  microbiologist 
Sara  E.  Wright  of  the  Agi-i- 
cultural  Research  Service  in 
Beltsville,  Md.,  the  protein 
helps  air  and  water  pass 
through  the  soil.  Wright's  dis- 
covery provides  fresh  insights 
into  why  tilling  encourages 
soil  erosion:  The  more  you 
till,  Wright  found,  the  lower 
the  glomahn  levels. 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwoct@businessweek.com 


of  course.  As  one  of  the 
world's  largest  software  companies, 
we're  developing  software  that's  changing 
le  way  business  works.  For  instance,  our  group 
ductivity  software,  TeamWARE''^  is  helping  people 
Dmpanies  around  the  world  communicate,  share 
mation  and  work  together  better.  cP  Our  object- 
ited  database  engine  and  tools  are  driving  new 
imedia  and  Internet  applications  that  bring  people 
information  together.  And  WebWorld,  our  website 
hnology,  brings  companies  and  their  customers 
together  in  lively  interactive  virtual  worlds, 
f   CP  So  we  suggest  you  look  into  Fujitsu 
^         software.  It's  where  everything 
comes  together. 


FUJITSU 
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People 


DYNASTIES 


THE  WALLENBERGS' 
NEW  BLOOD 

A  younger  generation  speeds  the  pace  at  Sweden's  Goliath 


In  the  executive  suites  of  Europe' 
nancial  powers,  last  week's  surp: 
takeover  bid  by  Sweden's 
Banken  for  the  country's  secol- 
largest  insurer  caused  a  buzz.  Founf 
in  1856,  S-E-Banken  is  the  orig:id 
building  block  of  the  massive  glcal 
business  empire  controlled  by  the  mi5»> 
talked-about  but  stubbornly  mysteriB 
Wallenberg  family.  The '$2.2  bili 
merger  catapults  S-E-Banken  into  k 
big  leagues  of  asset  management  ;jd 
could  have  ripple  effects  far  bey^ 
Sweden's  borders.  What,  wondered  tfe 
rivals  and  colleagues,  were  the  Wallj- 
bergs  up  to? 

The  Wallenbergs'  web  of  holding  ot 
panies,  businesses,  and  family-picid 
executives  is  a  self-styled  "Westn 
keiretsir  that  has  long  been  known  <r 
fai"sighted  strategy  and  deliberate  mo^i. 
But  the  bank  deal  is  one  of  several  i-. 
cent  signs  that  the  Wallenbergs  are  'i- 
nificantly  stepping  up  the  pace.  In  S> 
den,  the  family  is  looking  for  fast-groih 
businesses  to  complement  its  world-lel- 
ing  industrial  companies.  Meanwhfe, 
through  their  huge  holding  company,  b 
vestor,  they  plan  to  test  the  wats 
abroad,  targeting  areas  such  as  hejh 
care  and  infonnation  technology. 
"SLOW  TO  THE  PUNCH."  The  result,  e 
Wallenbergs  hope,  will  be  a  historic  c- 
porate  Goliath  updated  for  the  new  il- 
lennium.  From  Electrolux  vacujr 
cleaners  to  Zanussi  dishwashers,  frff 
Scania  tnicks  to  Astra's  top-selling  ulr 
pills,  from  Ericsson  mobile  phoneso 
Saab  fighter  planes,  Wallenberg  comi- 
ny  products  already  have  a  potent  pi^ 
ence  in  global  markets.  They  hse 
helped  make  Sweden  a  far  bigger  pi  - 
er on  the  world  stage  than  its  8.5  ri- 
lion  population  would  seem  to  justiP 

The  next  few  years  will  be  eruiilt 
for  the  family.  Their  companies  face 
creasing  rivahy  from,  other  global  pl'- 
ers  and  from  upstarts  in  develop? 
countries.  The  Wallenbergs  will  ao 
come  under  heightened  scrutiny  frfi 
nonfamily  investors  such  as  the  aggt- 
sive  American  fund  manager  Michael'". 
Price,  who  has  taken  a  7%  stake  in  r 
vestor.  "They  ai'e  entering  an  interest? 
phase,"  says  a  Swedish  financier  vp 
knows  the  family  well.  "The  pressie 
on  their  CEOs  wiW  increase;  underp*- 
forming  companies  will  be  scrutini'd 
as  never  before." 

Some  critics  charge  that  in  an  agaf 

  savvy  fund  manag'S 

ROLES:  /aco5  who  excel  at  spott  i 
may  be  the  businesses  with  h;ft 
"ambassador"  returns,  the  WalL- 
and  Marcus  bergs'  managemft 
the  insider       style  is  obsolete.  Tly 
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Fujitsu  PC  Corporation 
Separates  Itself  from  the  Pack 


The  LifeBook  Family  responds  to  user  demand 
with  an  expanded  line  of  comfort-engineered 
notebook  computers. 


Fujfrsu 

FUJITSU  PC  CORPORATION 
Built    for    H  u  m  a  n 


i 


otebook  computers  have 
me  of  age.  And  in  response  to 
eir  near  ubiquit\'  in  what  has 
come  a  pant)'  market,  the  top 
ands  are  staking  out  increas- 
jly  specialized  niches.  Fujitsu 
Z  Corporation,  for  instance,  is 
tting  itself  apart  with  a  line  ot 
liquely  comfort-engineered 
odels  designed  to  provide  flex- 
le  solutions  compan_y-\\ade. 

1994,  with  the  backing  of  S36 
llion  Fujitsu  Ltd.,  Fujitsu  PC 
arporation  embarked  on  an 
itiative  to  develop  a  new  ap- 
oach  to  product  de\'elopment. 
Jter  billions  spent  on  R&D, 
is  new  philosophy'  resulted  in 


the  LiteBook'^^'  Series— a  family 
of  "Built  for  Huinaiu^ "  notebooks 
that  has  brought  a  new  level  of 
flexibilit}',  modularity',  and 
ergonomic  comlort  to  the  held. 
Based  on  initial  success,  the 
company  is  now  introducing 
new  power  and  features  to  fur- 
ther address  the  needs  of  users, 
as  well  as  two  new  LifeBook 
Series  designed  with  on-the-go 
professionals  in  mind. 


Human  Touches  Make 
Business  Travel  Comfortable 
and  Productive 

The  LifeBook  Family  consists 
ot  several  comtort-engineered 


The  LifeBook  Family's 
unique  "human  touches" 
make  for  a  user 
experience  that  is 
productive  and 
comfortable. 


lines-the  500,  600,  700  and  900 
Series.  Across  the  Family,  fea- 
tures such  as  an  on-board  Power 
Center  to  manage  power  con- 
sumption and  conserve  battery 
life,  and  Multi-function  bays 
that  allow  users  to  easily  config- 
ure their  LifeBooks  with  second 
batteries  or  other  devices  make 
for  unprecedented  flexibility  and 
control.  The  brand-new  700  and 
900  Series  offer  even  more  flexi- 
bility' with  two  Alulti-function 
bays  that  let  users  run  CD- 
ROM  and  floppy  disk  drives 
simultaneously. 

Fujitsu  PC  Corporation  has 
placed  great  emphasis  on  mak- 


•S  P  [  C  I  A  L  •  A  D  V  E  R  T  I  S  I  N  G  •  S  E  C  T  I  0  N  • 


ing  the  Lil^eBook  the  easiest 
notebook  to  use.  Each  Series 
features  large,  bright  XGA  or 
SVGA  displays  that  minimize 
eye  strain  and  tull-sized  key- 
boards with  a  traditional, 
"no-learning"  layout  and  widely 


Designing  the 

Ultimate 
Road  Warrior 


spaced  keys.  Additional  human- 
touch  features  mclude  comfort- 
able, rounded  corners,  wide 
palm  rests,  easy  open  hinges, 
an  eye-pleasing  midnight-blue 
color,  and  an  ErgoTrac  pointing 
device  tor  superior  cursor  con- 
trol." To  assure  that  the 
latest  technologies  are 
continuously  incorp- 
orated into  the  line, 
Fujitsu  has  dedicated 
a  robust  $5  billion 
annual  R&D  budget. 


When  the  engineers  at  Fujitsu  PC 
Corporation  set  out  to  create  the  ultimate 
road  warrior,  they  faced  the  challenge  of  strik- 
ing a  perfect  balance  between  functionality  and 
portability.  Rather  than  compromise,  they 
opted  for  modularity  and  developed  the 
LifeBook  600  Series  of  fully  featured,  light- 
weight notebooks. 

Weighing  in  at  under  five  pounds  "stripped 
down,"  the  LifeBook  600  is  among  the  indus- 
try's lightest.  In  its  base  configuration,  it  boasts 
all  the  mobile  computing  essentials,  including  a 
choice  of  high-speed  Pentium  processors  with 
MMX  technology,  a  12.1  display,  long-lasting 
Lithium  ion  batteries,  and  built-in  33.6  or  56K^ 
modems.  As  such,  it  is  the  ideal  travel  compan- 
ion for  baggage-laden  executives. 

But  for  those  looking  fo 
featured  desktop  system,  the 
Series  also  includes  a  portabli 
snap-in  LAN  Enhancement 
Unit  that  turns  this  mobile 
featherweight  into  a  robust 
desktop  replacement. 
With  a  1 6  or  20X  max' 
CD-ROM,  3.5  floppy  disk 
drive,  stereo  speakers,  a  fast 
Ethernet  port  and  built-in 
port  replicator,  the  unique 
LAN  Enhancement 
Unit  offers  mobile  professionals  the  choice  of 
using  their  LifeBook  as  a  full-featured,  standard 
weight  notebook  or  as  an  ultra-light  powerhouse 
So  much  for  compromise. 


The  ultra-flexible 
LifeBook  600 
Series 


Powerful  Core 
Technologies  Enhance 
Mobile  Presentations 
and  Seamless 
Communications 
The  LifeBook 
Family's  comfort  fea- 
tures are  overlaid  upon 
core  technologies  con- 
sisting of  Intel  Pentium  '' 
processors  with 
MMX™  technology 
(upto  233MHz),  PCI 
and  CardBus  architec- 
tures, high-resolution 
dual-scan  or  active- 
matrix  screens,  and 
speedy,  built-in 
modems— including 
several  models  with 
the  latest  56K 
technology. 

To  make  away-from- 
the-office  computing  as 
familiar  as  the  desktop, 
most  models  come  with 
a  broad  selection  of 
pre-installed  Internet 
and  productivivy  soft- 
ware. And  for  ad- 
vanced multimedia  to 
enliven  mobile 


presentations,  they  incorporate 
MPEG-I®  full-motion  video 
support  and  zoomed  video  accel- 
eration, as  well  as  high-speed 
CD-ROMs  (mostly  20X  max) 
and  built-in  speakers  with  16-bif 
Sound  Blaster^ stereo  sound. 
The  LifeBook  Family  also  pro- 
vides a  complete  set  of  I/O  con- 
nections for  enhanced  flexibility 
in  tapping  into  the  Internet  and 
communicating  with  the  office. 


High-Performance  Flexibility 

The  LifeBook  Family 
provides  the  performance  and 
flexibility  demanded  in  today's 
go-anywhere  business  environ- 
ment. A  truly  distinguishing 
feature  is  their  abilitj'  to  share 
across  the  Series  a  broad 
selection  of  common  peripherals 
such  as  memory,  storage,  bat- 
tery, CD-ROAl,  and  docking 
options.  Which  means  that  users 
can  swap  and  share  devices 
according  to  their  travel  needs. 
And  also  that  companies  benefit 
from  halving  a  common  set  of 
devices  at  their  disposal— all  mak- 
ing for  a  lower  cost  of  ownership 


Built  for  Humans-But  Kind 
to  the  Bottom  Line,  Too 

Fujitsu  PC  Corporation's 
rigorous  quality  control  delivers 
products  whose  durability  and 
reliability'  are  second  to  none. 
Each  model  is  run  through  a 
gamut  of  tests,  including  expo- 
sure to  condensation,  ultraviolet, 
and  temperature  extremes. 
Keyboards  are  tested  for  plianc\' 
and  durability,  and  hinges 
endure  18,000  robotic  open-and- 
close  cycles  to  guarantee  that 
they  'll  stand  up  to  the  rigors  of 
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sharp,  easy-to- 
read  text,  rich 
graphics,  and 
nger  screen  life.  These  quality 
surances,  as  well  as  PC  card 
)t  locks  for  security  and  a  pre- 
irchase  product  evaluation 
ogram,  are  drawing  the  atten- 
)n  of  a  growing  number  ol  IT 
cision-makers. 


Service  and  Support  Also 
Delivered  with  a  Human  Touch 

To  complement  the  human 
orientation  oi  its  products, 
Fujitsu  PC  Corporation  has 
placed  convenience  at  the  center 
of  its  support  operations.  The 
Fujitsu  PC  Corporation  Call 
Center  sets  a  standard  with  an 
average  "wait  time"  of  less  than 
two  minutes  tor  calls,  compared 
to  the  industiy's  average  of  13. 
More  significantly,  more  than  90 
percent  of  queries  are  resolved 
on  the  first  call  by  a  staff 
equipped  with  remote  diagnostic 
tools  and  case  histories  for  each 
individual  unit. 

The  LifeBook  Family  is  backed 
by  a  standard  three-year  limited 
warranty  ",  including  toll-free 
7  X  24  phone  support.  Addition- 
ally,  the  service  and  support 
Web  site  is  automated,  allowing 
users  to  conduct  remote  diag- 
nostics and  repairs.  So  on-the- 
road  professionals  can  do  their 
own  troubleshooting  and 
prevent  potential  downtime  by 
downloading  the  software 
drivers  they  need. 


Another  indication  of  a  philoso- 
phy that  puts  the  needs  of  the 
user  first  is  a  three-tiered  sup- 
port program  with  Business 
Class  and  Executive  Class 
options  to  provide  supplemental 
service— up  to  and  including 
overnight  repairs  and  shipping. 


Discover  More 
About  the  First 
Notebook  Computers 
Expressly 
"Built  for  Humans" 

With  so  many  human 
touches  built  into  a  LifeBook 
notebook  computer,  it  may  be 
just  the  right  touch  for  you  and 
other  professionals  in  your 
organization.  To  find  out  more 
about  what  a  notebook  "Biiilt  for 
Hu/tiaiij  "  can  deliver,  visit  a 
dealer  nearby,  or  contact  Fujitsu 
PC  Corporation  today. 

•  Call  1-888-4-ON-THE-GO,  ext.  CDOl 

•  Get  a  QuikFacts  Fax  at  1-800-936-5209 

•  Visit  www.fujitsu-pc.com 

t  On  select  models  only, 
tt  One-year  for  the  735  Dx. 


"The  workplace  has  changed  dramatically,"  observes  Fujitsu  PC  Corporation  President,  George  Everhart.  "People  are 
no  longer  at  their  desks.  They're  at  branch  offices,  client  sites,  home,  or  on  the  road."  But  while  new  technologies-the 
Internet,  notebooks,  and  cell  phones-have  created  a  more  flexible  and  unfettered  business  environment,  they  have 
also  forced  users  to  conform  to  a  variety  of  devices. 

"Technology  has  changed  the  way  we  work,"  says  Everhart.  "Now  it's  time  for  the  way  people  work  to  change 
technology."  This  is  the  thinking  that  led  to  Fujitsu  PC  Corporation's  "Built  for  Humans"  philosophy.  And  the  reason 
the  company  has  committed  itself  to  go  beyond  the  requisite  notebook  features  to  develop  the  most  comfortable 
models  in  the  industry.  "By  addressing  human  needs,  we're  creating  solutions  that  seamlessly  integrate  into  the  user's 
life  and  make  mobile  computing  more  comfortable  and  productive,"  says  Everhart. 


People 


have  been  slow  to  reallocate  their  port- 
folio into  gi-Qwth  industries,  and  though 
Investor  shares  have  shown  a  veiy  re- 
spectable gain  in  recent  years,  much  of 
that  has  come  from  a  meteoric  rise  in 
Astra  stock.  "The  products  they  develop 
are  high-caliber,  but  they  have  not  op- 
erated in  gTowth  businesses,"  says  one 
major  shareholder.  "They  have  been 
slow  to  the  punch." 

But  that  judgment  may  be  overly 
harsh.  Supporters  argue  that  the  Wal- 
lenbergs' hands-on  management  style 
and  the  stioicture  of  their  empire  both 
create  value.  They  point  to  the  fami-  ■ 
ly's  long  track  record,  the  synergies 
among  its  companies,  and  the  Wal- 
lenbergs' willingness  to  bring  in  new 
blood  to  shake  things  up  if  necessaiy. 

As  a  new  generation  begins  to  take 
control,  change  could  come  faster  to 
the  empire  founded  in  the  mid- 19th 
century  by  A.  0.  Wallenberg,  a  sailor 
turned  entrepreneur.  Peter  Wallen- 
berg, at  71  the  latest  in  a  series  of 
strong-minded  patriarchs  who  have 
guided  the  gi"oup,  is  moving  into  the 
backgi'ound.  His  41-yeai-old  son  Jacob, 
and  his  nephew  Marcus,  also  41,  are 
gi'adually  assuming  leadership. 

And  for  the  fii'st  time  in  decades, 
the  Wallenbergs  have  named  a  non- 
family  member  as  chairman  of  In- 
vestor: Percy  Bamevik,  who  succeed- 
ed   Peter    Wallenberg    in  April. 
Barnevik  made  his  inteniational  rep- 
utation running  engineering  dynamo 
ABB,  one  of  the  Wallenbergs'  premier 
companies.  He  brings  a  global  view 
and  a  restless,  unsentimental  appi'oach 
to  the  hallowed  organization.  "When 
he  is  around,  the  steam  pressure  ris- 
es," says  a  key  Wallenberg  executive. 
"VERY  SMALL  PLACE."  Bamevik  will 
turn  up  the  heat  on  Wallenberg  com- 
pany managers  and  push  them  to  in- 
vest in  emerging  markets.  Some  big  re- 
structurings may  be  in  the  offing,  too. 
Barnevik  may  help  find  merger  part- 
ners for  longtime  holdings,  such  as  for- 
est products  giant  stora  and  roller- 
bearings  powerhouse  skf.  But  investors 
say  the  Wallenbergs  should  time  such 
moves  carefully.  "We  want  them  to 
bring  up  the  value  of  theii-  holdings  ra- 
tionally," says  Rob  Friedman,  senior 
vice-president  of  Price's  Franklin  Mutu- 
al Advisers  in  Short  Hills,  N.J. 

Even  before  Bamevik  took  over,  the 
family  was  modemizing  its  operations, 
which  have  their  offices  behind  a  modest, 
gingerbread  facade  on  a  cobblestoned 
squai'e  up  a  MU  from  Stockhohn's  harbor 
They  have  started  small  venture-capital 
and  leveraged  buyout  arms  and  have 
opened  offices  in  Hong  Kong,  London, 


and  New  York  to  scout  for  opportuni- 
ties. They  now,  have  just  over  1%  of 
their  assets  invested  in  Asia,  with  small 
stakes  in  about  a  dozen  companies.  "Swe- 
den is  a  veiy  small  place,"  Peter  Wallen- 
berg said  earher  this  year.  "There  are  a 
lot  of  opportimities  in  the  world  outside." 

Jacob  and  Marcus  are  well  trained 
to  exploit  them.  Jacob  has  an  mba  from 
the  University  of  Pennsylvania's  Whar- 
ton School  and  worked  at  J.  P.  Morgan 
&  Co.  in  New  York  and  Hambros  Bank 
in  London.  Marcus  got  his  undergradu- 
ate degi'ee  at  Georgetown  LIniversity 

The  Wallenbergs' 
$100  Billion  Empire 

ASTRA  Drugmaker  with  the  world's 
largest-selling  drug,  anti-ulcer  Losec 

Sales:  $5  billion 

ERICSSON  Leading  maker  of  mobile 
phones  Sales:  $16  billion 

ABB  Power-equipment  company  that  has 
been  a  model  for  corporate  restructuring 

Sales:  $34  billion 

ELECTROLUX  A  shakeup  at  the  global 
home-appliance  maker  is  under  way 

Sales:  $14  billion 

SAAB  AUTO  Money-loser  is  banking  on 
new  model  Sales:  $2.6  billion 

SAS  Scandinavian  airline  has  promising 
alliance  with  United  Airlines  and 
Lufthansa  Sales:  $4.6  billion 

S-E-BANKEN  First  building  block  of 
family  empire  and  Sweden's  third-largest 
bank  Revenues:  $5.16  billion 

and  worked  in  marketing  at  Wallenberg 
paper  giant  STORA  in  Germany.  The  two 
share  Peter's  almost  missionary  zeal  to 
continue  the  family  tradition  of  presiding 
over  a  stable  of  companies. 

Indeed,  Barnevik,  the  younger  Wal- 
lenbergs, and  Investor  President  Claes 
Dahlback  indicate  that  the  family  is  like- 
ly to  refine  rather  than  scrap  its  tradi- 
tional, long-term  management  approach. 
Barnevik  says  he  has  been  studying 
Japan's  keiretsu  to  see  how  the  Wallen- 
berg companies  can  reap  more  benefits 
from  being  part  of  a  gi'oup.  For  exam- 
ple, he  wants  them  to  share  their  ex- 
pertise in  penetrating  the  Chinese  mar- 
ket. "We  have  tremendous  experience 
and  knowledge  among  hunffreds  of  thou- 
sands of  employees,"  says  Barnevik. 
"Strengthening  the  exploitation  of  that 
knowhow  is  a  key  concem  I  have." 

As  the  royal  family  of  Swedish  busi- 


ness,  the   Wallenbergs   are  closiy 
watched  in  everything  they  do.  For  t- 
ample,  S-E-Banken's  offer  for  insuir 
Tiygg-Hansa  set  off  speculation  ab^ 
power  plays  within  the  empire.  St- 
Banken  has  been  floundering  in  [e 
1990s,    and    some    observers  t 
Bamevik  may  have  made  sure  to  pi 
protege  of  his  own  into  the  ceo  s1o4' 
the  newly  merged  company.  That  \i 
will  go  to  Trygg-Hansa's  chief  execu 
Lars  Thunell,  who  is  knovra  as  a  ci 
cutter  and  dealmaker.  Jacob  will  bea 
chairman  but  remain  closely  involvei 
■  the  finance  company's  operation. 
It  has  become  the  conventional 
dom  that  Jacob  will  handle  the  fi: 
cial  businesses,  with  Marcus  looks 
after  industrial  companies.  But  Jafc 
points  out  that  Mai'cus  already  sers 
on  S-E-Banken's  board.  Indeed,  sdt 
observers  think  Jacob  will  assise 
more  of  his  father's  ambassadoi! 
role,  while  Marcus  will  be  more  ok. 
inside  player,  evaluating  new  d^,-- 
and  keeping  a  close  watch  on  the  i\i 
ily  companies.  I 
HEAVY  BURDEN?  Much  as  observjj. 
and  investors  love  to  tear  them  apt 
the  Wallenbergs  don't  flaunt  the  k';; 
of  ostentatious  v/ealth  that  ma|: 
many  international  tycoons  so  unpi 
ular.  Most  of  their  holdings  are  loc{a 
up  in  nonprofit  foundations  set  uplv 
the  family  decades  ago  and  devotee^' 
pursuits  such  as  scientific  reseai' 
In  1996,  Peter  Wallenberg  repor  j 
an  income  of  $2.98  million  and  a  t 
worth  of  $22.2  million.  The  combiid 
net  worth  of  Marcus  and  Jacob  vs 
reported  at  less  than  $12  miUion.  Tly 
live  relatively  quiet  lives,  enjoy^: 
sailing,  gi'ouse-hunting,  and  other  p- 
ular  Swedish  pastimes. 
Besides  Marcus  and  Jacob,  the 
other  Wallenberg  involved  in  the  fanV 
business  is  Jacob's  younger  brother,  |- 
ter,  who  manages  Stockholm's  sump[- 
ous  Grand  Hotel,  an  Investor  propeik 
Other  relatives  may  have  opted  out  V 
cause  the  heritage  can  prove  opprj 
sive.  Mai'cus'  father,  also  named  Marcs, 
killed  himself  in  1971.  It  is  said  tj 
the  worry  that  he  was  not  living  up 
the  family's  expectations  played  a  rd. 

Jacob  seems  to  wear  the  bare 
lightly.  He  insists  he  doesn't  feel  m(j 
pressure  to  succeed  than  the  next 
But  he  knows  the  world  is  watch:^ 
the  Wallenbergs  tinker  with  their  fr 
midable  assets.  With  Percy  Barnek 
calling  more  of  the  shots  and  invests 
clamoinng  for  results,  the  buzz  aroti 
the  family  isn't  about  to  go  away. 

By  Stanley  Reed,  with  Ariane  Sai>, 
in  Stockholm 
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CHOOSING  THE  RIGHT  401(k) 


Lv-high  performance  from  a  tower  of  strength. 


ou  want  a  401  (k)  plan  that  delivers 
high  performance.  Transanierica  s 
orniance  towers  above  the  rest. 
;  Transamericas  equity  fund  - 
a  one-year  return  over  78%  and  a 
ber-one  ranking  from  PIPER  lor 
,  three-  and  five-year  returns.  Ami 


Transamerica 
Equity  Fiinrl 

78.63% 

1-Year  Return 

42.03% 

3-Year  Return  (annualized) 

32.45% 

5-Year  Return  (annualized) 

Call  l-888-401k  TAM 


that's  just  one  of  our  top-peiforming 
investment  o|)tions.  Build  a  high-per- 
forming 401  (k)  |)lan  for  your  company. 
Talk  to  your  Transamerica  re|)resenta- 
tive,  call  us  toll-lree  or  visit  us  at 
www.TA-Retirement.com 

Transamerica 

THE  I'EDFLE  l\  THE  I')  K  1  MID  \HE  11  ()l<kl\(,  EOll  1  Dir" 


LEASING 


EINSURANCE  •  ASSET      MANAGEMENT  •  LENDING 

5te  accounts  underwritten  by  Transamerica  Life  Insurance  and  Annuity  Company  Performance  indicates  total  returns  as  of  7/31/97,  net  of  aggregated 
nd  charges  which  vary  by  account  size  Other  contract  charges  may  apply.  Past  performance  is  not  a  guarantee  of  future  results,  Transamerica's  Equity 
anked  number  one  in  the  PIPER  Growth/Large  Capitalization  Equity  Universe  as  of  June  30,  1  997, 
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Digital  Economy  Conference 
December  2-3,  1997 
San  Francisco 


In  the  new  digital  age,  a  company  s  success  depends  on  its  abiUty  to  continuously 
strategize  and  plan  in  the  face  of  rapid  technological  advances. 

Business  Week's  1997  Digital  Economy  Conference  wiU  gather  senior 
executives  from  major  companies  across  America  to  explore  die  dynamic  interacrion 
between  information  technology,  business  strategy  and  real-world  results. 

Building  on  die  ideas  and  energy  generated  by  last  years  highly  successfril 
symposium,  the  Conference  is  an  interactive  forum  focused  on  finding  the 
^ght  answers  to  the  strategic  quesrions  raised  by  today  s  technology-driven 

"^^f"  competing 
/>2    digiml  era 


registration  information, 

recall  800.821.1329 

visit  our  web  site  at  www.businessweek.com/execprog/digital 
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CABLEVISION  LOSES 
ITS  TUNNEL  VISION 

The  Dolans  see  the  future,  and  it's  in  key  alliances.  Wall  Street  applauds 


Last  fall,  Charles  F.  and  James  L. 
Dolan,  the  father-son  duo  who  iiin 
Cable  vision  Systems  Corp.,  faced 
angry  institutional  shareholders 
in  a  series  of  tense,  unpleasant  meet- 
ings. "Investors  were  just  fed  up,"  says 
one.  "This  company  was  ridiculously  un- 
dervalued, staying  overleveraged,  and 
doing  stupid  deals  when  the  market  re- 
ality of  cable  had  changed." 

It  was  bad  enough  that  the  Dolans' 
Long  Island-based  cable  empire  was 
widely  thought  to  have  rebuffed  over- 
tures in  recent  years  by  two  telephone 
companies  offering  around  $100  a  share. 
At  about  25  last  fall,  Cablevision's  stock 
was  way  off  a  1993  high  of  72  and  em- 
barrassingly near  its  1986  initial  public 
offering  price  of  $14.50.  Debt  at  the 


sLxth-largest  cable  company  was  so  high 
that  "just  for  the  equity  to  be  worth 
something,  it  had  to  trade  at  the  highest 
multiple  in  the  cable  business,"  says 
Menill  Lynch  &  Co.  analyst  Jessica  Reif 
Cohen.  Tme,  Cablevision  had  gi'eat  as- 
sets— Machson  Squai'e  Gaixlen,  the  high- 
est revenue-per-subscriber  numbers  in 
the  industry,  and  the  biggest  cable  sys- 
tem in  the  New  York  market.  But  the 
Dolans  seemed  cavalier  about  their  in- 
vestors' concerns  (the  Dolans'  super- 
voting  shares  make  their  control  unas- 
sailable) and  about  the  partnering 
efforts  of  their  cable-industry  peers. 
"They  marched  to  their  owti  dnmimer," 
says  Reif  Cohen. 

Nowadays,  the  Dolans  are  stepping 
to  quite  a  different  beat.  And  Wall 


Street  is  applauding,  as  Cablevisic 
stock  has  surged  by  168%  since  thi 
tense  meetings  last  fall.  A  cheei 
Mario  Gabelli,  whose  funds'  largi 
holding  is  4.3  million  CablevisI 
shares,  says  that  he  expects  Calf 
\ision's  assets  to  be  worth  $230  a  sha 
in  1999.  Says  Gabelli:  "Everj'thing  Is 
come  together." 

Wliat  brought  the  Dolans  in  from  e 
cold?  Analysts  and  investors  say  e 
Dolans  grew  to  realize  that  the  com<- 
ny's  assets  could  be  far  more  valuablf 
they  relinquished  some  of  their  l- 

endary  autonomy.  

That  led  to  three  FATHER  AND  Sife 
deals   this   year  James  is  seen 
(table,  page  108)  being  less  hart 
that  gave  Tele-Com-  edged  than  dai 
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Where  the  world's  information  goes. 


ttorageTek 


Delivery  Man. 

"I'll  never  forget  the  day  the  CIO  came  into  my  office 
and  told  me  we  needed  a  better  storage  solution.  One 
that  would  let  us  access  and  secure  information  from 
any  department,  anywhere  in  the  organization.  It  had 
to  be  fast,  reliable  and  work  with  our  UNIX,'  NT'  and 
NetWare®  platforms.  I  crossed  my  fingers  and  said  I'd 
do  it.  Then  I  called  StorageTek.  And  today  I  delivered 
on  that  promise  —  on  time  and  on  budget."  Call 
StorageTek  at  1  800  786-7835.  Or  visit  us  on  the 
Web.  After  all,  when  you've  got  the  experts  on  your 
side,  establishing  a  long-term^ 
storage  solution  isn't  a  questio| 
of  luck,  just  a  matter  of  deliver 


7 


f, 


www.storagetek.com/denvery 


Media 


mimications  Inc.  Chairman  John  C.  Mal- 
one  and  President  Leo  J.  Hindery 
greater  influence  with  the  company. 
Also,  the  naming  of  James  Dolan,  now 
41,  as  chief  executive  in  late  1995  was 
significant,  since  the  younger  Dolan  is 
seen  to  be  more  conciliatory  than  his 
hard-bargaining  father. 

Once  a  deal  announced  in  Jime  closes, 
TCI  will  be  Cablevision's  largest  share- 
holder and  Malone  and  Hindery  will 
have  seats  on  Cablevision's  board.  But 
already,  the  positive  developments  at 
Cablevision  reflect  "the  influence  of  John 
and  Leo,"  says  an  institutional  investor 
Cablevision  would  not  comment  for  this 
story,  but  the  addition  of  Malone  and 
Hindery  to  Cablevision's  board  may 
wean  the  company  a  bit  from  spending 
huge  sums  to  support  business  ■■■■ 
ventures  tied  to  various  members 
of  the  Dolan  clan.  In  the  latest 
proxy,  for  example,  the  company 
disclosed  it  made  payments  of 
nearly  .$200  million  to  Dolan  fami- 
ly interests — ventures  ranging 


CRITICAL  MASS 


As  Cablevision  acquires  th 
cable  rights  to  New  York's  treasure  trove  of 
professional  sports  teams,  it  can  spread  the 
costs  out  across  2.5  million  customers 


Cablevision  was  able  to  wTest  such 
attractive  terms  largely  because  the 
company  dominates  cable  everywhere 
in  the  key  New  York  market  except 
Manhattan,  which  is  the  turf  of  Time 
Warner  Inc.  Any  high-speed  Internet 
service  badly  needs  those  metro  New 
York  customers,  and  Cablevision  was 
able  to  use  its  geographic  advantage 
to  get  very  advantageous  teiTns.  "New 

Dolans'  Deals 


For  Chuck  Dolan,  Cablevision's 
septuagenarian  chairman,  and  son  James 
Dolan,  1997  has  been  a  busy  year  of  dealmaking 


York  is  a  very  important  marke 
the  At  Home  strategy,"  says  Hindtl. 
"It's  the  premium,  premier  marke  ri 
the  U.  S." 

Indeed,  as  the  cable  industry  reco  c- 
fi'om  competitive  threats  posed  in  re  ii 
years  by  telephone  companies  andji 
rect-broadcast  satellite  companies,  j». 
focus  is  now  to  cluster  huge  system  r 
discrete  markets  rather  than  asserle 
■■■■  a  hodgepodge  of  small  syst|t 
across  several  states.  With  its 
terns  clustered  in  the  New 
market,  Boston,  and  Cleveli 
Cablevision  is  perhaps  the  besi 
uated  major  player  in  this  regi 
What's  more,  the  large 


from  a  T\'  progi-amming  guide  to  a    York-area  clustering  allows 


wireless  project.  Meanwhile,  the 
company's  entire  cash  flow  from 
operations  in  1996  was  just  $200 
million,  and  net  losses  were  more 
than  .$330  milUon. 
NET  GAME.  Malone  and  Hindery 
will  perhaps  have  less  patience  foi- 
Dolan  family  transactions  of  such 


MARCH  Cablevision 
buys  out  partner  ITT 
Corp.  for  $650  million, 
for  control  of  Madison 
Square  Garden,  the 
Knicks,  the  Rangers, 
and  the  MSG  cable 
network. 


blevision  a  tremendous  advanto 
as  it  collects  the  cable-TV  rig,' 
for  the  New  York  Yankees, 
Mets,  the  Islanders,  the  Nets, 
Devils,  and  the  two  teams  Ca' 
vision  owns  outright,  the  Knir 
and  the  Rangers.  Cablevision  li. 
spread  the  cost  of  acquiiing  tit 


scale.  After  all,  Cablevision's  busi-   '   rights  across  what  will  be,  ai 


ness  practices  are  now  of  intense 
interest  to  TCl:  In  June,  TCi 
swapped  the  cable  systems  it  had 
in  subui'ban  New  York  for  about  a 
third  of  Cablevision's  equity.  On 
the  heels  of  that  deal  came  anoth- 
er with  TCi's  Liberty  Media  unit 
and  News  Corp.  that  enabled  Ca- 
blevision to  pocket  $850  milUon  as 
the  company  folded  a  ragtag  as- 
sortment of  regional  sports  chan- 
nels into  Fox  Sports  Net. 

Then,  on  Oct.  2,  the  Dolans 
agreed  to  join  the  At  Home  Net- 
work, a  high-speed  Internet  ser- 
vice founded  by  TCi,  Comcast, 
Cox  Communications,  and  other 
cable  companies.  In  the  deal,  Ca 


JUNE  Cablevision  acquires 
820,000  TCI  subscribers  in  the 
New  York  area,  achieving  a  cable 
monopoly  on  Long  Island.  TCI 
becomes  Cablevision's  largest  sin- 
gle shareholder,  though  the  Dolans 
still  control  the  voting  stock.  TCi's 
John  Malone  and  Leo  Hindery  will  join  Cable- 
vision's  board. 


mi 


JUNE  In  an  $850  million  deal, 
Cablevision  folds  its  regional 
sports  channels  into  Fox  Sports 
Net.  Cablevision  has  a  40% 
stake  in  the  ESPN  challenger,  in 
partnership  with  News  Corp.  and  TCi's  Liberty 
Media  unit. 


the  TCI  deal  closes,  2.5  million^' 
ble  customers. 
HOLLYWOOD  PARTNER?   For  |t! 

Dolans'  next  big  deal,  investiM 
ai'e  hoping  for  a  spin-off  or  sd( 
sort  of  transaction  for  Rainljw 
Media  Holdings  Inc.,  the  Ca 
vision  unit  that  holds  Madi 
Square  Garden,  the  sports  te 
the  MSG  Network,  and  ente 
ment-oriented  cable  networks 
as  .^MC,  Bravo,  the  Independ 
Film  Channel,  and  Romance 
.sics.  NBC  Inc.  holds  a  25%  stak 
Rainbow;  Men-ill's  Reif  Cohen  «■ 
timates  that  Cablevision's  shar(^: 
Rainbow's  entertainment  asseti 
worth  about  .$700  m.ilUon.  A 


blevision  was  given  the  right  to   1   partner  for  those  assets  would 


buy  about  10%  of  publicly  traded 
At  Home  for  $5.5  million — the 
same  terms  enjoyed  by  the  found- 
ing partners.  On  paper,  Cable- 
vision's  At  Home  stake  is  already 
worth  $318  million.  These 
arrangements  were  all  the  more 
remarkable  for  managing  to  turn 
the  Dolans  into  team  players  af- 
ter they  had  been  industry  mav- 
ericks for  so  long. 


^  Home  Network. 


OCTOBER  Cable 
vision  jump-starts 
its  cable-modem  efforts  in  a  deal  with  At  Home, 
a  high-speed  Internet  service  partnership  of  TCI, 
Comcast,  and  Cox.  Cablevision  gets  warrants  for 
about  10%  of  publicly  traded  At  Home  for  $5.5 
million;  that  stake  already  has  a  market  value  of 
$318  million. 

DATA:  COMPANY  REPORTS,  BLOOMBERG  FINANCIAL  MARKETS 


a  Hollywood  studio  without  s 
stantial  cable  distribution  of 
owTi,  such  as  Sony  Corp.  or  MC 
That's  a  lot  of  partners  for 
onetime  lone  wolf  of  the  ca 
business.  But  as  the  Dolans 
lately  come  to  realize,  it's  con 
erably  more  rewarding  to  i 
with  the  pack. 

By  Elizabeth  Lei 
in  New  Yv} 
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You're  In  Business  To 
Outrun  Comnetition 
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Mojsx  4.  Scott  -~ 


So  Ride  With  A  Winner. 

You're  In  Business. " 


Your  world  revolves,  around  succeeding.  So  surround  yourself 
with  the  world-class  technology  and  reliability  ot  Toshiba.  Then, 
you'll  know  you've  got  what  it  takes  -  including  the  Toshiba  Quality 
Commitment  -  a  guarantee  that  says  the  best  will  be  there  for  you, 
come  what  may.  With  Toshiba  Copiers  and  Fax,  you're  in  business. 
Connect  with  the  Toshiba  authorized  dealer  nearest  you.  Call 
1-800-GO-TOSHlBA  or  visit  our  Website:  http://copier.toshiba.com 
or  http;//fax. toshiha.com 

In  Touch  'With  Tomorrow 

TOSHIBA 

COPIERS  ♦  FAX 
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about  power  and  money,  people  and  passion.  CNBC's  BUSINESS 
CENTER  looks  at  the  handshakes  behind  the  headlines,  the  motives  that 
move  the  deals  and  the  electricity  that  charges  the  game. 
Hosted  by  Maria  Bartiromo,  CNBC's  Wall  Street  correspondent  and 
Tyler  Mathisen,  from  A^oney  magazine  and  Good  Morning  America, 
BUSINESS  CENT|g  has  the  expertise  to  tell  the  stories  from  the  inside  out. 


PREMtlRING  TUESDAY 
CKTOBER  14th 


AT  7pm/eT  WEEKNIGHTS 


)vernment 


SENATE 


cCAIN 

i  THE  RECORD 

campaign-finance  fight,  telecom  reform,  and  tobacco 


mservative  Republican  John  Mc- 
"Jain  of  Anzona  has  been  a  mav- 
erick throughout  his  two  terms 
'n  the  Senate.  But  never  more  so 
'is  fall,  when  he  defied  his  party's 

in  an  uphill  quest  for  campaign  - 
!  reform..  The  former  Navy  pilot, 
mit  more  than  five  years  as  a 
?r  of  war  in  Viet- 
ilso  went  it  alone 

only  Senate  Re- 
in to  oppose  the 
nmunications  Re- 
\ct  of  1996.  Now 
lan  of  the  Senate 
erce  Committee, 
n,  61,  has  strong 
ice  over  issues 
g  fro-m  telecommii- 
ms  to  tobacco,  hi 
.  6  interview  with 
ISS  WEEK  Corre- 
yit  Amy  Borrus  in 
nate  hideaway — 

a  follow-up  chat 
;.  8— Senator  Mc- 
talked  about  his 
live  goals  and  his 
ential  aspirations 
0. 


tective  of  all  the  interests  that  are  in- 
volved in  the  telecommunications  busi- 
ness with  the  exception  of  the  con- 
sumer. That's  why  we  are  seeing 
increasing  phone  rates,  increasing  cable 
rates,  consolidations  and  mergers,  and 
little  if  any  increase  in  competition. 
You've  got  to . . .  decrease  the  enonnous 


npaign-finance  re- 
appears all  but 
s  it? 

).  The  American 
want  change, 
will  be  more  and 
icandals  and  reve- 
,  so  it's  inevitable 
)oner  or  later,  the 
'ss  will  have  to  respond 


44The  American  people  want  [cam- 
paign reform] .  There  will  be  more  scan 
dais  and  revelations,  so  it's  inevitable 
that...  Congress  will  have  to  respond 


A:  It  depends  on  pubUc  dissatisfaction. 
It  wouldn't  surprise  me  if  there  were  a 
manifestation  of  that  next  year 

Q:  Would  you  oppose  WorldCom's  take- 
over of  MCI? 

A:  I  haven't  had  a  chance  to  examine  it. 
But  whenever  you  see  major  consolida- 
tion, it  is  a  matter  of  concern.  The  deal 
is  another  example  of  the  failure  of  the 
telecom  bill.  We  made  it  easier  for  com- 
panies to  merge  rather  than  compete 
with  each  other. 

Q:  What  should  the  new  commissioners 
at  the  FCC  tackle  first? 
A:  I'd  like  them  to  take  a  whole  new 
look  at  the  Telecommunications  Act.  I 
also  want  them  to  review  the  licenses  of 
affiliates  of  nbc  for  failure  to  imjjlement 
the  new  rating  system  [for  television 
progi'amming],  see  whether  they're  act- 
ing in  the  public  interest. 
I  would  like  to  see  con- 
tinuance of  spectmm  auc- 
tions and  a  review  of  the 
process  of  transition  to 

HDTV. 


Q:  Do  you  approve  of  the 
megasettlement  with  the 
tobacco  industry? 
A:  Congress  needs  to 
play  a  role.  The  question 
is,  does  Congress  focus 
on  the  most  compelling 
aspect  of  tobacco — kids 
smoking — oi"  do  we  tiy  to 
deal  with  a  comprehen- 
sive settlement?  Congi-ess 
doesn't  handle  [multifac- 
eted  issues]  very  well. 
But  I  am  of  the  inclina- 
tion to  see  if  we  can't 
come  up  with  an  overall 
solution,  and  if  not,  at 
least  address  teenage 
smoking.  I  don't  want  the 
perfect  to  be  the  enemy 
of  the  good. 


n't  the  public  blame  the  GOP  for 
nng  reform? 

'gi'et  to  say  that  this  could  harm 
licans  in  the  long  run  if  we 
ct. 

5  the  Telecommunications  Act  of 
dfilled  its  promise? 
■  act  is  fundamentally  flawed  be- 
lt is  not  deregulatory.  It  is  pro- 


power  that  has  been  given  to  the  Fed- 
eral Communications  Commission.  I 
would  like  to  see  most  of  the  focus  on 
antitnist  and  antimonopolistic  pi'actices. 
That  means  taking  away  most  of  the 
Fcc's  authority  and  letting  the  Justice 
Dept.  intervene  where  necessary. 
Othei'wise,  let  'em  [telecommunications 
companies]  compete. 

Q:  Will  we  see  a  new  telecommunica- 
tions bill  in  '9S? 


Q:  What  would  a  limited 
hill  include? 

A:  Enhancing  the  Food 
&  Drug  Administration's  authority, 
[cm-bing]  advertising,  [eannai-king]  mon- 
ey for  an  antismoking  crusade,  deter- 
mining the  amount  of  tax  on  cigai'ettes 
that  would  serve  as  a  deterrent  to  kids 
smoking.  Things  like  product  liability 
and  immunity . . .  that  could  be  done  lat- 
er, if  necessary. 

Q:  There's  great  strife  among  Republi- 
cans at  a  time  wfwn  President  Clinton  is 
embracing  much  of  tfie  gop  agenda.  Wliy 


INCOME  STOCKS 
FOR  LOWER  RISK 


HOW  $10,000  INVESTED  6/30/87 
WOULD  HAVE  GROWN 


T.  Rowe  Price  Equity  Income  Fund,  one  of  our  most  con- 
servative stock  funds,  seeks  substantial  income  and  capital 
growth  over  time  vs^ith  reduced  risk.  The  fund  invests  in  divi- 
dend-paying stocks  of  established  companies.  This  dividend 
emphasis  offers  investors  three  important  advantages: 
reduced  volatility,  relatively  steady  income,  and  enhanced 
total  return  through 
the  reinvesting  and  com- 
pounding o{  dividends.  ' 

A  strategy  that  has  out- 
performed Lipper  and 
earned  Morningstar's 
highest  rating.  The 

fund  has  consistently 
outperformed  its  Lipper 
Category  Average.  And,  it 

was  awarded  a  five-star  (*****)  rating  for  its  overall  risk- 
adjusted  performance  by  Morningstar.  The  fund  was  rated 
among  2,073;  1, 160;  and  626  domestic  equity  funds  for  the 
3-,  S-,  and  10-year  periods  ended  8/31/97,  respectively. 

If  you  want  the  return  potential  of  stocks  but  would  like  to 
reduce  your  exposure  to  the  ups  and  downs  of  the  market,  this 
fund  may  be  an  appropriate  addition  to  your  portfolio.  Past  per- 
formance cannot  guarantee  future  results.  $2,500  minimum 
($1,000  for  IRAs).  No  sales  charges. 


Call  24  hours  for  a  free  information  kit 
including  a  prospectus 

1-800-541-8341 

www.  trowepnce.  com 


Invest  Willi  Confideiu 

TRowePrice 


27.72%,  18.58%,  and  14.36%  aru  llu'  liind  s  averane  annual  total  rfiui  ns  for  the  and  lO-year  periods 
t  niied  6/,-)0/97,  respectively.  I'iiiiires  include  changes  in  principal  \alue,  reinvested  dividends,  and  capital  gain 
disti  ibutions.  Investment  return  and  principal  value  will  vary,  and  shares  may  he  wortli  more  or  less  at  redemption  than  at 
ori;,;;:ial  purcha.se, 

'  '  ,V1  -ningstar  proprietary  ratings  rellect  historical  risk-adjusted  performance  as  of  8/.-5IA)7.  These  ratings  may  change 
month'  and  are  calculated  from  the  fund's  >.  and  10-year  average  annual  returns  in  excess  of  9()-day  Treasury  bill 
return^  vith  appropriate  fee  adjustments  and  a  risk  factor  that  relleds  fund  performance  below  ')()-day  Treasury  bill 
returns,  i'he  huid  received  S  stars  for  the  .V,  and  lO-year  jieriods.  Ten  percent  of  the  funds  in  an  investment  category 
receive  S  stars 

Read  the  pro.speclus  carefully  before  investing  T.  Kovve  I'rice  Investment  .Services,  Inc.,  Distributor  i  iniiKj^i 


Government 


can't  you  take  "yes"  for  an  anm] 
A:  It  has  to  do  to  some  degree  'ih 
the  fact  that  House  Republicans  \re 
wandering  in  the  wilderness  of  mincy 
status  for  42  yeai's.  It  is  difficult  to  ;e. 
I  understand  the  disappointment  of  o- 
pie  who  were  in  the  minority  for  a  ig 
time  [who  want]  everything  to  \^<ii 
out  exactly.  The  cold  war  was  a  unif  w 
factor  for  us,  and  now,  that  is  gone.  \\ 
I'm  very  optimistic  about  the  futur.i; 
the  Republican  Party.  Look,  at  lisi 
we're  fighting  over  ideas.  The  De  m 
crats  have  no  position  on  anything.  \' 

Q:  One  of  those  big  ideas  now  is9 
overhaul  of  the  tax  code.  Where  do  ^. 
come  out  on  that? 
A:  Ideally,  I  would  like  to  see  tv;o 
brackets  with  two  deductions — for  cjr- 
itable  donations  and  interest  on  ht 
mortgages.  But  I  would  be  satisfied  p- 
any  tax  system  that  lets  me  fill  out 
tax  return  on  a  postcard. 


Q:  Will  we  soon  resolve  the  staletl 
over  curbs  on  software  encryption? 
A:  I  don't  think  we're  at  a  resolut- 
but  I  believe  early  next  year  we 
reach  one.  It's  too  important  not  to 


Q:  Are  we  going  to  see  a  comprt 
on  product-liability  reform  this  y& 
A:  I'm  urging  the  majority  leade: 
take  up  the  issue  early  next  y| 
whether  we  have  an  agreement  or 
What  the  White  House  is  propoi 
now  is  simply  too  weak. 

Q:  What  would  you  have  to  offer  cji 
Presidential  candidate  in  2000? 
A:  A  record  of  advocacy  for  reforr 
I'ecord  of  advocacy  for  a  strong  deft 
and  ft-ee  trade,  rejection  of  isolatio 
and  protectionism,  and  [a  person] 
makes  decisions  on  the  basis  of  the 
its  as  I  see  them  as  opposed  to  tb 
fluence  of  party  politics. 

Q:  Being  a  senator  hasn't  been  a  gif 
launching  pad  for  the  Presidency, 
that  a  factor  as  yon  weigh  whethei 
seek  the  gop  nomination? 
A:  People  who  shape  their  actions 
policies  around  aspirations  for  hig 
office  usually  end  up  destroying  thi 
selves.  Two  things  would  have  to  Ij 
pen  if  I  would  have  any  chance:  On 
continue  to  compile  a  record  of  legi' 
five  achievements.  The  second  is  t 
the  American  people — and  the  Repu  | 
can  Party  first — would  have  to  w|fe 
someone  who  is  rather  different  fi 
the  average  politician,  more  indep 
dent  and  more  reform-minded.  I  h 
no  indication  that  would  be  the  case 


Watch  the  Shark 

stalk  the  Tiger! 

We  have  30  great  reasons  for  you  to  tune-in. 

Join  the  TOP  30  MONEY  WINNERS  Irom  ihe  1997  PGA  TOUR  season  on 
a  challenging  championship  course.  The  winner  takes  home  $720,000  from 
.  the  $4  milhon  purse.  Need  we  say  more? 

P^'"  j  It's  THE  TOUR  Championship. 

Presented  hy 


Micheloh  and  Mercedes-Benz. 


Ml 

A  TOUR  Event 


October  27  -November  2,  1997 
Houston,  Texas 
For  information  call:  1-800-250-5747 

Tiine-in  at  these  times  (Eastern) 

Thursday,  October  30   3:00-6:00  PM  

Friday,  October  31    3:00-6:00  PM  

Saturday,  November  1   1:00-3:30  PM  

Sunday,  November  2  2:00-6:00  PM  


Presented  by: 
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When  choosing  a   PC  for  your  company,  remember 


the    lesson    of    the    Titanic.    Hifih  PC  management 


r 


costs  aren't  just  bad  in  themselves;  they 


also  translate  into  lost  productivity.  Worse, 


they  suggest  a  PC  environment  barely 


HP  vectra  VE  uudcr  coutrol.  But  at  HP,  we  don't  just  make 

for  Business  from $992 

Intel®  Pentium''  processor-based  PCs  that  you  can  manage. 


We  make  PCs  that  help  you  manage.  Between  our  hardware 


and  software  features  such  as  Top  TOOLS  and  Op  en  View, 


we  offer  a  host  of  n  on -  proprietary,  DMl-standards-based 


management   solutions.  You   can   remotely   upgrade  the 


BIOS  of  multiple  PCs,  monitor  every  PC  in  your  network,* 


t  r  0  u  b  1  e  s  h  0  0 1  problems  and,   in  general,  minimize  costs. 


The  iceberg  will  still  be  out  there,  of  course.  But  it  won't 


be  one  you'll  founder  on.  iviuiv.hp.coiyi/go/vectracommercial 


Better  products,  better  productivity. 


HEWLETT' 
PACKARD 
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Earlier  this  year,  Kodak  ChaiiTnan  George  M. C.  Fisher 
looked  unstoppable.  The  man  who  gained  near  myth- 
ic stature  as  ceo  of  Motorola  Inc.  wi-ote  in  the  annual 
report  that  1996  marked  a  "watershed"  in  his  efforts 
to  turn  around  one  of  America's  most  troubled  brand 
names.  "The  picture  at  Kodak  is  clearly  changing,"  an  ebul- 
hent  Fisher  told  shareholders. 

Or  so  it  seemed.  After  a  series  of  cutbacks,  layoffs,  and  re- 
structurings going  back  to  the  start  of  the  decade,  Eastman 
Kodak  Co.  finally  had  some  good  news.  The  photography  gi- 
ant had  gained  market  share  in  eight  of  its  nine  major  busi- 
nesses, and  sales  had  gi'own  7% — a  strong  performance,  by 
Kodak  standards — to  $16  billion.  Earnings  for  the  year 
reached  $1.29  billion,  more  than  double  the  level  of  1994, 
Fisher's  fii-st  yeai'.  That  peifonnance 
had  powei'ed  the  stock  to  a  record 
high  of  94  in  January,  a  gain  of 
nearly  80%  since  Fisher's  arrival. 
But  suddenly.  Fisher  and  Kodak 
are  in  deep  trouble.  On  Oct.  14,  Kodak  will  announce  thii'd- 
quarter  results  that  can  only  be  described  as  shocking,  in- 
eluding  an  expected  25%  drop  in  operating  profits  for  the  year 
and  a  fi-ee  fall  of  40%  to  45%-  for  the  quarter.  And  far  more 
painful  bloodletting  is  certain  on  Nov.  11,  when  Fisher  will 
meet  with  analysts  to  unveil  a  major  restiiicturing. 

The  next  few  weeks,  as  Fisher  and  his  team  hammei-  out 
the  details  of  that  plan,  will  be  among  the  most  critical  in  Ko- 
dak's 118-year  histoiy.  With  pressure  rising  on  Wall  Street — 
the  stock  has  since  tumbled  33%,  to  63 — the  pitfalls  are 
many.  Inside  the  company,  Fisher  needs  to  rally  troops  weaiy 
of  bad  news  and  feaiful  of  layoffs  that  never  seem  to  fix  Ko- 
dak's fundamental  problems.  But  to  have  any  credibility  with 
investors,  the  steps  Fisher  out-  ^^^^^^^^^^^^^^ 

on  Nov.  11  must  be 
sive  and  substantial.  "This  is  a 
critical  point,"  Fisher  concedes. 

Problem  is.  Fisher  still  seems 
to  have  been  taken  by  surpi'ise 
by  the  depth  of  the  company's 
problems.  The  issues  that  have 
dogged  it — confused  marketing, 
a  bloated  cost  structure,  inten- 
sifying competition  from  Fuji 
Photo  Film  Co.,  a  strong  dol- 
lar— have  either  been  around 
for  a  while  or  could  have  been 
anticipated.  And  although  Ko- 
dak has  raised  expectations 
about  its  mid-November  an- 
nouncement. Fisher  told  busi- 
ness WEEK  that  he  doesn't  "ex- 
pect to  lay  out  the  whole  thing 
in  November"  (page  119). 

LOTS  OF  FAT.  For  the  past  few  weeks,  Fisher  says  he  and  his 
staff  have  been  fiuiously  devising  a  plan  to  "significantly  i-e- 
vamp  our  cost  stnicture."  He  is  seeking  to  cut  both  Kodak's 
manufacturing  costs  and  to  accelerate  a  five-year  plan  to 
slash  overhead  and  administrative  costs,  which  now  stand  at 
27%  of  sales.  He  also  needs  to  cut  the  payi-oll.  Fuji's  sales  per 
employee,  for  example,  are  twice  those  of  Kodak.  In  recent 
months.  Fisher  pushed  out  two  of  his  top  lieutenants,  in- 
cluding the  heads  of  the  core  consumer  products  and  digital 
imaging  units.  And  on  Oct.  6,  he  cut  loose  200  of  the  compa- 
ny's most  senior  1,000  executives.  Simultaneously,  Fisher  is 
vowing  to  take  action  to  slow  the  loss  of  market  share  in  the 
core  color-film  business  to  Fuji. 

Yet  even  now.  Fisher,  who  has  long  been  averse  to  deep 
cost-cutting,  seems  reluctant  to  wield  the  ax.  Asked  about  the 
cries  on  Wall  Street  that  he  cut  Kodak's  ranks  by  10%  to 


Kodak  may  start 
to  outsource  the 
manufacturing  of 
video  cameras  and 
other  digital  gear 


20%.  he  says,  "I  don't  know  how  many  of  these  people  have 
ever  mn  a  company."  But  Kodak- watchei*s  insist  there's  plen- 
ty of  fat  to  cut.  Wall  Street  is  pressing  Fisher  to  lay  off  as 
many  as  20,000  of  Kodak's  94.800  employees  and  cut  SI  billion 
from  its  $4.5  billion  in  annual  e.xpenses.  Fisher  says  he  will 
closely  look  at  cutting  expenses  elsewhere,  possibly  by  out- 
soui'cing  photo  equipment  now  manufactm-ed  in-house,  such  as 
digital  cameras  and  cd-roms.  He  may  also  exit  stagnant 
  businesses  such  as  mi- 
crofiche, microfilm,  and 


Cover^ry 


copiers. 

WTien  Fisher  joined 
Kodak  four  yeai-s  ago,  no  one  could  have  imagined  he  would 
be  facing  such  serious  problems  tliis  fai-  into  his  teniu-e.  After 
building  Motorola  into  one  of  the  countiy's  most  successful 
high-tech  companies.  Coiporate  .\merica  venerated  him.  In  a 
comment  that  reflected  the  reverential  attitude  of  the  Kodak 
board,  director  and  Coca-Cola  Co.  Chairman  Roberto  C. 
Goizueta  said:  "When  we  began  this  seai'ch.  our  No.  1  candi- 
date was  God,  and  we  stepped  dowTi  from  that." 
"DISTRESSING."  But  critics  say  Fisher  has  been  slow  to  ad- 
dress Kodak's  basic  internal  problems:  a  corpor; 
culture  mh'ed  in  a  mind-set  left  over  fi'om 
an  earlier  manufacturing  age. 
and  excessive  costs.  Rath- 
er than  announcing  a  new  , 
era  with  tough  layoffs  foui' 
yeai-s  ago  and  biinging  in  a 
new  team  to  oversee  the 
photo  business,  he  decided  tu 
minimize  cost-cutting  in  Ko- 
dak's traditional  film  business 
in  the  hope  that  digital  rev- 
enues would  grow  enough  to 
support  it.  "Everything  that 
could  go  wTong  has  gone  wTong." 
says  one  institutional  investor 
with  a  big  Kodak  stake.  "It's 
shocking  and  distressing." 

In  pubhc,  Fisher  remains  up- 
beat. "We  are  about  halfway 
through  where  we  need  to  be  in 
the  restructuring  and  turn- 
around of  Kodak,"  says  Fisher. 

In  his  first  three  years.  Fisher  sold  off  $8.9  billion  in  non- 
core  assets,  including  Eastman  Chemical  Co.  and  a  copier 
business.  That  helped  reduce  the  total  head  count  by  14.000 
and  slashed  Kodak's  debt  to  §1.5  biUion  from  S7.5  billion. 

It  will  take  stronger  medicine  than  that,  however,  to 
restore  Kodak  to  health.  Despite  Fisher's  efforts,  Kodak's 
overhead  expenses,  at  27.6%  of  sales,  remain  higher  than 
those  of  most  competitors.  Meanwhile,  the  number  of  em- 


^         ^  Kodak  has  poured  $50( 

million  into  digital    HE  I 
— imaging,  with  little  to  ^ 
show  for  it.  Questions  remain  abott 
whether  it  will  ever  pan  out  i, 


STOCK  IN  TRADE 


bread  and  butter,  but 
rivals  such  as  Fuji  are 
taking  a  big  bite  out  of 
the  business 


ployees  at  continuing  operations  has  climbed  by  3,1 
At  the  same  time,  the  company  is  being  battered  o* 
fi"onts  by  yoimger,  more  nimble  competitoi's.  From  long  bff- 
Fisher's  iinival,  the  company's  di'eam  has  been  to  use  cash  f  - 
the  matiu'e  film  businesses  to  fund  an  entiy  into  a  new,  fei  ■  ^ 
gi'owing  arena.  In  the  1980s,  the  company  looked  to  everytl" 
from  drugs  to  copiers.  None  pro\ided  the  giwrth  engine  K^!; 
needs.  Fisher  has  pinned  his  hopes  on  digital  imaging,  w|- 
he's  pouiing  some  SoOO  million  a  year  intci 
search  and  product  development.  So  far.p 
payoff  has  been  elusive.  This  year  alone.i" 
digital  business  will  lose  an  estimated  S200?- 
lion.  And  wiiile  Fisher  is  still  stniggUn;' 
reinvent  Kodak  as  a  digital  company,  sert^ 
questions  remain  about  whether  that  ti" 
ness — and  Kodak's  approach  to  it — can  I 
pan  out.  "To  win  at  this  game  will  req< 
speed  and  flexibility — and  that's  not  wh*- 
think  of  when  I  think  of  Kodak,"  says  Rot- 
I.  Kiinsk>'.  principal  at  IdeaScope.  a  Ci 
bridge  consulting  fuTn  that  counts  HP  among  its  clienCt. 
The  trouble  is,  Kodak  faces  ferocious  competition  fj- 
Japanese  companies  such  as  Sony  and  Canon,  as  welf; 
Hewiett-Packard  and  other  U.S.  rivals  more  accustome-t-' 
the  bhstering  pace  of  change  in  digital  technology-.  And  it 
dominant  formats  for  things  Uke  image  compression  and  ll 
cost  photo-quality  printers  still  emerging,  building  the 
ness  requii'es  nei-ves  of  steel  and  a  wilhngness  to  cl 
course  fast.  Even  as  Fisher  makes  the  attempt,  Fuji 
been  aggressively  slashing  film  prices  and  steahng  s! 
from  Kodak,  reducing  cash  flow  when  Fisher  needs  it  ml 
DOUBLE  TROUBLE.  Ti->ing  to  nuitiu'e  gi'owth  in  both  the 
log  and  digital  worlds  at  the  same  time  may  be  Kod 
gi'eatest  challenge.  "Can  Kodak  balance  the  needs  of  1 1 
revenue-  and  profit -generating  film  business  with  their  nev  v 
vestments  in  digital  technology?"  asks  Antonio  M.  Pet- 
head  of  the  consumer  gi-oup  at  Hewiett-Packai'd.  WTiile  ^a. 
known  for  letting  its  di\isions  compete  against  one  anothe 
produce  the  strongest  possible  competitor.  Kodak  has  tafc:r\ 
care  that  its  new  digital  products  encroach  as  Uttle  as  pc 
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Fisher's  Growth  Plan  Fizzles 


AS  KODAK'S  SALES  SLOW. 


.AND  EARNINGS  STALL. 


.INVESTORS  ARE  LOSING  FAITH 


SALES  FROM  CONTINUING  OPERATIONS 
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E  ARE  ABOUT  HALFWAY  THROUGH  WHERE  WE  NEED  TO  BE' 


iephone  from  Rochester,  N.  Y., 
leorge  Fisher  shared  his  per- 
ive  on  Kodak's  problems  and  its 
e  mth  correspondents  Geoffrey 
k  and  William  C.  Symonds. 

id  you  expect  Kodak  to  be  in 
trouble  noiv  when  you  took  this 
mr  years  ago? 

I  a  sense,  yes,  but  in  another 
1,  no.  We  are  about  halfway 

igh  where  we  need  to  be  

irst  half  of  this  thing  was  the 
part — restructuring  and  focus- 
n  some  fundamen- 
. .  In  that  sense,  we're 
y  much  on  track, 
vay  through  the 
—at  the  end  of  the 
id  quarter — our  return 
it  assets  is  lunning  at 
while  return  on  equity 
7v  and  aftertax  profit 
9%.  Those  are  not  bad 
ures  compared  to 
I  or  four  years  ago. 
it  [there  were]  two 
:s  that  we  didn't  prop- 
anticipate.  No.  1  was 
'ery  significant  and 
imely  aggressive  pric- 
ctions  taken  in  the 
marketplace  by  Fuji, 
e  were  more  aggres- 
than  we  had  expected 
ir.  That  is  putting  con- 
able  pressure  on  our 
ts. 

cond  is  the  strength  of 
lollar.  We  did  not  an- 
ite  that  the  dollar— 
;he  relative  values  of  the  yen, 
:,  and  pound — would  be  where 
are.  That  will  cost  us  $500  mil- 
n  sales  and  45?  [per  share]  in 
ngs. 

^hat  are  your  long-term  cosi- 
ng goals'? 

1  a  large  part  of  the  digital 
i,  you  need  to  run  sg&a  [selling, 
ral,  and  administrative  costs] 
nd  15%  [of  sales],  depending  on 
biTO  of  distribution.  Now  we're 
'%.  I  didn't  say  we  would  get 
vhole  company  down  to  15%. 
we  had  a  plan  to  r-educe  this  sig- 
intly  over  five  years.  What  the 
ts  of  this  summer  have  shown 
that  we  don't  have  that  time, 
^e  are  accelerating  all  our  plans, 
low  much?  [We'll]  probably . . .  ac- 
•ate  it  over  one  to  two  years. 


Q:  How  large  a  charge  will  you  take 
to  earnings? 

A:  We  haven't  even  decided  to  take 
a  charge  yet,  so  to  say  we  are  going 
to  take  one  would  be  misleading.  We 
are  looking  at  what  might  be  neces- 
sary in  the  way  of  a  charge.  We 
haven't  reached  any  conclusions. 

Q:  What  about  suggestions  you  lay 
off  10%  to  20%  of  the  workforce? 
A:  I  don't  know  how  many  of  these 
people  have  ever  lain  a  company. 
They  are  looking  at  numbers  and  not 


FACING  FACTS  i4Wewilldo 

whatever  we  have  to  do  to 
be  healthy 


~  GEORGE  FISHER 


looking  at  injnning  the  business.  We 
will  do  whatever  we  have  to  do  to  be 
healthy  and  still  have  a  healthy  fu- 
ture. We  are  very  mindful  of  the 
need  to  reduce  costs. 

Q:  Some  of  your  critics  say  your  problem 
is  youhv  too  much  of  a  nice  guy. 
A:  We  have  made  some  veiy  hard 
decisions.  I  don't  know  of  very  many 
companies  who  have  restructured  the 
way  we  have  and  sold  off  major 
chunks  of  the  business  and  taken  out 
15,000  people.  So  we  have  done  some 
awfully  hard  things,  and  the  employ- 
ees have  been  veiy  resilient.  Some 
people  lose  sight  of  what  we  have 
done.  Having  said  that,  I  am  a  nice 
guy  and  I  hope  I  remain  one. 

Q:  How  important  is  the  WTO  case? 
A:  In  the  long  term,  it  is  veiy  impor- 


tant. In  the  short  tenn,  it  probably 
won't  yield  that  much.  We  feel  confi- 
dent we  will  get  favorable  judgments 
on  major  parts  of  this  case.  But  the 
process  is  such  that  undoubtedly  the 
Japanese  will  appeal  this.  They  will 
drag  us  through  that,  and  then,  once 
they  get  the  final  decision,  they  have 
15  months  to  implement  it  before  we 
[the  U.S.]  can  take  unilateral  action. 
So  we  are  talking  about  a  couple  of 
years'  process  under  favorable  sce- 
narios. We  have  never  deluded  our- 
selves that  this  is  a  short-term  an- 
swer to  the  Japanese 
market. 

Q:  How  do  you  feel  about 
your  progress  in  attacking 
Kodak's  culture? 
A:  I  tlunk  we  could  always 
get  better.  We've  made  a  lot 

of  improvement  But  the 

ability  to  change  quickly  in 
hght  of  quickly  changing 
market  conditions  remains  a 
big  issue  for  this  company. 

Q:  What  are  your  growth 
goals  for  Kodak,  going 

forward? 

A:  It  depends  on  pricing 
pressiu-es  and  [the  dollar]. 
But  with  the  gi'owth  initia- 
tives we  now  have  under 
way,  I  think  long  tei-m  we 
can  meet  the  10%  annual 
eaiTiings  per-  share  gi'owth 
rate,  year  over  year.  That 
will  take  some  reasonable 
growth.  I'm  still  pretty  confi- 
dent we  can  get  there.  I  am  including 
this  year  in  that  average.  That  means 
we'll  have  some  good  years  and  bad 
years.  But  even  with  a  25%<  decline 
[this  year],  on  average  we'll  meet  our 
commitments  and  have  enough  rev- 
enue grovrth  to  have  10%  eps  growth. 

Q:  How  soo)i  will  digital  become 
profitable? 

A:  The  narrow  digital  business — digi- 
tal cameras,  cd-roms,  and  some  digi- 
tal printers — did  not  meet  the  end- 
of-year  target  as  a  result  of  a 
collapse  in  cd-rom  prices.  We  didn't 
expect  that  and  we  should  have. 
When  are  we  going  to  make  money? 
I'm  not  going  to  guess  at  that. 

For  a  complete  transcript  of  this 
interview,  go  to  www.businessweek.com 
or  America  Online:  Keyword:  BW. 
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ble  on  Its  film  business.  Dunald  W.  Slnekland,  presidenl  and 
CEO  of  PictureWorks  Technology  Inc.  and  Kodak's  former 
vice-president  for  software,  says  there's  no  doubt  about  the 
cjuality  of  Kodak's  technology.  But  he  says  that  "the  fear  of 
cannibalization  always  slowed  things  down." 

It's  now  clear  that  the  expectation  that  Fisher  could  some- 
how magically  transfer  his  successes  at  Motorola  to  Kodak 
was  naive.  The  two  companies  are  i-adically  different  organi- 
zations, at  far  diffei-ent  stages  of  development,  and  facing  far 
different  challenges.  Fisher  did  "a  terrific  job  of  keeping  Mo- 
torola on  the  leading  edge  of  technology,"  says  Robert  Dun- 
can, a  professor  at  Northwestern  University's  J.  L.  Kellogg 
(jraduate  School  of  Management.  Most  important,  he  pio- 
neered cellular  telephones  and 
jmgers,  tiuTiing  them  into  must-have 
products  for  millions. 

Fisher  had  hoped  for  a  similar  Wt 
at  Kodak.  "I'd  bet  we  have  at  least 
one  home  run  of  the  sort  Motorola 
hit  in  cellular  phones,"  he  told  busi- 
ness WEEK  in  January,  1995.  But  so 
far,  Fisher  has  nothing  more  than  a 
single  or  two — despite  an  invest- 
ment of  billions  in  product  develop- 
ment. In  part,  that's  because  Kodak 
is  operating  in  a  sharply  different 
marketplace.  Motorola  thrived  by 
developing  new  technology  that  pi'o- 
vided  clear,  significant  advantages 
ovei'  old  products — and  often  sold  it 
first  to  business,  where  price  was 
less  of  a  concern. 

CONFUSION.  But  Kodak  is  a  con- 
sumer mass-marketer  Comi)etition 
is  fiercer,  and  consumers  can  be 
more  finicky  about  adopting  pricey 
new  products.  And  despite  its  his- 
tory as  one  of  the  world's  best- 
known  brands,  Kodak  lately  seems 
increasingly  out  of  touch  with  its 
customers.  It  has  so  far  sunk  $500 
million  into  launching  a  film  and 
camera  system  known  as  Advantix. 
Manufacturing  glitches  left  retail- 
ers short  of  products,  while  a  con- 
fusing ad  campaign  nevei-  explained 
to  consumers  why  they  should  buy 
Advantix.  But  even  if  Kodak  had 
done  a  better  job  of  getting  the 


Getting  the  Focus  Back 

Wliat  the  experts  sail  Fisher  needs  to  do: 
FILM 

Protect  market  share  from  Fuji,  with 
smarter  promotions,  cross-marketing  in  the 
U.S.,  and  stepped-up  overseas  expansion 

DIGITAL  IMAGING 

Narrow  the  focus  to  simpler  products  for 
consumers 

ADVERTISING  WKKKKk 

Forget  the  warm-and-fuzzy  Kodak  moment 
for  new  products.  New  campaign  due  short- 
ly needs  to  give  reasons  to  choose  Kodak 

ACQUISITIONS 

Buy  a  brand-name  consumer-electronics 
company  to  help  smooth  the  transition  to 
digital 

Costs  remain  higher  than  rivals'.  Wall  Street 
wants  layoffs  of  up  to  20,000,  though  Fish- 
er may  announce  less  than  half  that 

MANUFACTURING 

Spin  orf  marginal  businesses  such  as 
microfiche  and  microfilm  and  outsource 
production  where  possible 

CORPORATE  CULTURE 


Instill  a  sense  of  urgency  and  mission  and 
slash  the  bureaucracy 


DOWNLOAD  IT  YOURS 
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shoppers  print  out  a 
manipulate  photos- 
but  rival  systems  all 
them  to  do  so  at  hon 


word  out,  the  sysl 
which  combines  old-f 
ioned  silver  haUde  film 
some  digital  featui-es,  rr 
still  be  a  bust.  Kodak 
APS  units  now  account 
20%  of  point-and  sh 
camera  sales.  But  reta 
say  its  potential  is  lira 
Photo  buffs  are  turnin 
digital  cameras,  while 
rest  of  the  market  seems  happy  with  35m.m. 

The  marketing  has  not  been  any  better  on  the  digital 
of  the  business.  There,  products  have  suffered  fi'om  "ani6 
sence  of  marketing"  rather  than  bad  marketing,  says  SHl; 
Lazarus,  ceo  of  Ogilvy  &  Mather  Worldwide  Inc.,  whicbe 
cently  won  most  Kodak  advertising.  It's  a  damning  o'T 
sight  for  a  brand-name  marketer  like  Kodak.  "We  don'te 
know  what  the  potential  is,"  says  Lazaius.  i 
CRUCIAL  CASE.  Fisher  is  also  deahng  with  a  far  more^ 
grained  and  bureaucratic  culture  at  Kodak  than  he  e| 
faced  during  his  days  at  Motorola.  Although  he  has  t; 
steps  to  shake  things  up — such  as  instituting  pay-for-pei|i 
mance  standards — the  old-line  manufacturing  culture  cor^ 
ues  to  impede  Fisher's  efforht 
turn  Kodak  into  a  high-tech  grot 
company.  "Fisher  has  been  ablt 
change  the  culture  at  the  very  t», 
says  one  industry  executive.  % 
he  hasn't  been  able  to  change 
huge  mass  of  middle  managers, 
they  just  don't  understand  this  [j 
ital]  world." 

Ti-ade  policy  is  an  area  in  w] 
Fisher's  Motorola  expertise  see) 
transferable.  At  Motorola,  he  |» 
cessftilly  lobbied  Washington  to  li 
open  up  the  market  for  Moton^' 
products  in  Japan,  while  combaji 
Japanese  dumping  here  at  hoji 
Soon  after  arriving  at  Kodak,*! 
laimched  a  similarly  aggi'essives 
fort  to  pry  open  the  $2.8  bill 
Japanese  market  for  film  and  pal 
where  Kodak  still  has  only  a  meiS 
10%  share,  vs.  70%.  for  Fuji.  Fii 
argues  Fuji's  dominance  has  enal 
it  to  treat  Japan  as  a  "pi'ofit  si 
aiy"  from  which  it  can  fimd  its 
sault  on  the  rest  of  the  world. 

Fisher  has  maneuvered  this 
pute  to  the  top  of  Washingtj 
trade  agenda.  At  his  urging,  i 
U.  S.  has  filed  a  case  before  j 
World  Trade  Oi-ganization  allea 
that  Japan  has  thrown  up  nur 
ous  hidden  barriers  to  the  sal« 
foreign  film,  even  while  cutting  I 
cial  duties  on  imports.  With  the  j 
decision  expected  in  early  NovE: 
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What  kind  of  staying  power  do  businesses 
ioolf  for  in  an  energy  company? 

At  Southern  Company,  our  strong  financial  foundation  lias  helped  us  become  one  of  the  20 
most  widely  held  stocks  in  corporate  America  and  earned  us  a  corporate  debt  rating  of  "A"  from 

Standard  &  Poor's.  So,  the  business  community  can  be  sure  we'll  stand  the  test  of  time.  a 

SOUTHERN/^ 
COMPANY 

1  Company  Energy  to  Serve  Your  World  ^ 


  No  endorsement  can  make  you  feel  comfortable  unless 

^  It  comes  from  a  credible  source.  And  with  one  major 


orporation  after  another  switching  to  Gateway  2000  \ 
that's  exacdy  what  you  get. 
Like  you.  other  corporate  IS/IT  managers  needed  business 
computers  specifically  designed  to  meet  their  needs  and 
exceed  their  expectations.  And  that's  exactly  what  we  gave  them. 

For  starters,  die  E-Senes  desktop  line  meets  manageability  head- 
on  with  features  like  stable  network-ready  platforms. 
DMI  compliance  and  LANDesk'  Client  Manager.  So  your 
company  can  grow  at  its  own  pace. 

And  no  one  in  the  industry  can  match  the  degree  of 
modulanty  offered  by  Gateway Solo '' portable  computers. 
Now,  not  only  can  you  switch  components  individually  with 
one  product,  you  can  also  switch  components  across  the  cunent 
Gatev/ay  Solo  line. 


We  also  have  a  full  line  of  servers  that  are  among  the  inc 
leaders  in  fault-tolerance  capabilities.  And  each  ser\ 
equipped  with  components  that  allow  for  easy  scaleabil 
memory  and  expansion  in  network  size.  So  if  your  coir 
grows  from  30  employees  to  3,000,  now  your  network  cai 

Of  course,  our  full  line  of  workstations  can  grow  with  y 
well.  Each  workstation  is  certified  with  Microsoft  Windou 
and  leading  application  software.  And  each  one  fe; 
industry-leading  graphic  power  which  provide  you 
uncompromising  perfo  nuance. 

The  way  we  see  it,  when  it  comes  to  business  comp 
we  won't  stop  until  we're  the  leader.  So  give  us  a  call  and 
put  you  in  touch  with  one  of  our  sales  representai 
They'll  be  happy  to  answer  all  your  questions.  Of  cct 
you  could  also  talk  to  our  friends  at  Umon  Pacific,  C 
Spray,  Hughes  Defense  Communication... 


E-1000  Low  Cost  Network-Ready  Desktop  ■  Intel'  166MHz  Pentium"  Processor  with  MMX'"  Technology,  16MB  SDRAM  ■  356K 
Pipelined  Burst  Cache  «  EV500 .28  Screen  Pitch  15"  Monitor  (13  9"  Viewable)  ■  Integrated  PCI  Video  with  2MB  DRAM  •  1,2GB  tIDE 
Hard  Dnve»3.5"  Diskette  Dnve"  16-Bit  Sound  Blaster'  Compadble  Business  Audio •  Integrated  10/100  Fast  Ediemet •  E-Senes  Low- 
Profile  Desktop  Case  •  104*  Keyboard  S;  Mouse  •  Miscrosoft"  Windows"  95  ■  Desktop  Management  Interface  (DMI)  1  1  Compliant  ■ 
Intel  LANDesk'  Client  Manager  3.01  $1099  Business  Lease  '$40/mo. 

E-3110SE  Mainstream  Network -Ready  Desktop  •  Intel  233MHz  Pentium"  II  Processor  with  MMX  Technology,  32MB  SDRAM 
Integrated  5 12K  Pipelined  Burst  Cache  •  EV700  28  Screen  Pitch  17"  Morutor  (15.9"  Viewable)  •  AccelCraphics  Permedia'"  2  32-Bit  ACP 
with  BMB  SCRAM  ■  3.2GB  Ultra  ATA  Hard  Dnve  •  12X  CD-ROM  Dnve  and  3.5"  Diskette  Dnve  ■  SCom'  Ethernet  Adapter  ■  E-Senes 
Md-Tower  Case  (shown  with  desktop  case  option)*  104' Keyboard  and  MS"  IntelliMouse'"  ■  MS  Windows  95«  (DMI)  1.1  Compliant 

■  Intel  LANDesk  Client  Manager  301"  Gateway  Gold''"'  Service  and  Support  for  E-Senes  PCs'  $1999  Business  Lease  ■$73/mo 

E-3I10XL  High  Performance  Network-Ready  Desktop  ■  Intel  300MHz  Pentium  II  Processor  with  512K  ECC  Cache,  64MB  SDRAM 

•  EV900  26  Screen  Pitch  19"  Monitor  (18"  Viewable)  'AccelCraphics  Pemiedia  2  33-Bit  ACP  widi  8MB  SCRAM •  6  4CB  Ultra  ATA 
Hard  Dnve  ■  12X  CD-ROM  Dnve  and  3  5"  Diskette  Dnve*  3Com  Ethernet  Adapter 'E-Senes  Mid-Tower  Case  ■  104'  Keyboard  and 
MS  IntelliMouse  ■  MS  Windows  95  ■  (DMI)  1  1  Compliant  ■  Intel  LANDesk  Client  Manager  3  01  ■  Gateway  Gold  Service  and  Support 
for  E-Senes  PCs"  S2999  Business  Lease  11 10/mo. 

E-5002  Standard  Technical  Workstation  •  Intel  300MHz  Pentium  II  Processor  (Dual-Processor  Ready)  •  128MB  ECC  SDRAM  ■ 
EV900  26  Screen  Pitch  19"  Monitor  (18"  viewable)  •  8MB  AccelCraphics  Permedia  2  AGP  Graphics  Card  ■  Seagate'  9GB  10,000  RPM 
Ultra  Wide  SCSI  Hard  Dnve  ■  3  5"  Diskette  Dnve  ■  12X  SCSI  CD-ROM  Dnve  •  3Com  10/100  PCI  Network  Card  ■  E-Sencs 
Workstation  Tower  Case  ■  104'*'  Keyboard  Zi  MS  IntelliMouse  ■  Intel  LANDesk  Client  Manager  3  01"  MS  Windows  NT'  4  0 
$4999  Business  Lease  '$183/mo  CDRS-03  32.42 

Gateway  Solo™  2300  Portable  ■  12.1"  SVGA,  TFT  or  DSTN  Color  Display  ■  Intel  PentiumProcessors  with  MMX  Technology  up  to 
233MHz  ■  SDRAM  Expandable  to  192MB  ■  256K  Pipelined  Burst  Cache  ■  128-Bit  Graphics  Accelerator  w/64K  Colors  ■  Up  to  4GB 
Hard  Dnve  ■  Modular  3.5"  Diskette  Dnve  ■  Modular  6X  min/llX  max  CD-Rom  Dnve  •  16-Bit  Wavetable  Sound  &  Stereo  Speakers 

■  NiMH  &  AC  Pack  or  12-Cell  Lithium  Ion  Battery  &  AC  Pack  ■  85-Key  MS"  Windows'"  95  Keyboard  ■  Canying  Case  ■  NTSC/PAL 
Video  Out  ■  USB  Ports  ii  Zoomed  Video  •  MS  Windows  95  or  MS  Windows  MT  4  0  ■  ^MS  Works  95  or  MS  Office  97,  Small  Business 
Edition  Plus  Encarta'  97  ■  LapLink'/or  Wmilom  95  &  McAfee"  VirasScan  ■  Gateway  Gold  Service  and  Support  for  Portable  PCs 
Prices  starting  at  S2099  Business  Lease  '$77/mo. 

Gateway  Solo™  9100  Portable  •  13.3"  XGA  TFT  Color  Display  (1024  X  768  resolution)  ■  Intel  Pentium  Processors  with  MMX 
Technology  via  Intel's  Mobile  Module  (l.M.M )  •  SDRAM  Expandable  to  192MB  ■  Up  to  512K  Cache  ■  4MB  EDO  Video  RAM  (12S0 
X  1024  external)  •  Up  to  5GB  Hard  Dnve  •  Removable  Combo  6X  min/1  IX  max  CD-ROM  &  3.5"  Diskette  Dnve  •  Premium  Sound 
System  w/16-Bit  Wavetable  Sound  &  Yamaha'  Stereo  Speakers  ■  12-Cell  Lithium  Ion  Battery  &  AC  Pack  ■  Full  88-Key  MS  Windows 
95  Keyboard  ■  Cartymg  Case  ■  NTSC/PAL  Video  Input  &  Output  ■  USB  Potts  £i  Zoomed  Video  ■  15-Pin  MIDI/Came  Port  ■  MS 
Windows  95  or  MS  Windows  NT4  0  •  MS  Works  95  or  MS  Office  97,  Small  Business  Edioon  Plus  Encarta  97  •  LapLink/w  Wiiuhwi 
95  !i  McAfee  VirosScan  ■  Gateway  Cold  Service  and  Supportfor  Portable  PCs  Prices  Starting  at  $3499  Business  Lease  'SnS/mo. 

NS-7002  Standard  Workgroup  Class  Server-  Intel  300MHz  Penaum  II  Processor  with  512K  Cache  (expandable  to  two  processors) 

■  Error-Checking  and  Correcting  Memory  Subsystem  with  64MB  RAM  ■  Several  RAID  Upgrades  available  ■  4CB  Ultia  Wide  SCSI 
Hard  Dnve  ■  12X  SCSI  CD-ROM  Dnve  and  3.5"  Diskette  Dnve  ■  3Com  10/100  Ethernet  Adapter  •  Seven-Bay  Server  Tower  Case  ■ 
325-Watt  Power  Supply  ■  104"  Keyboard  &  Microsoft  InteUiMouse*  InforManager'"  Server  Management  system  widi  ActiveCPR 
Processor  Protection  'Intel  Pentium  Pro'  models  available  $3299  Business  Lease  'SHl/mo 

NSflOOZ  Standard  Department  Class  Server  •  Intel  300MHz  Pennum  II  Processor  with  51 2K  Cache  (expandable  to  two  processors) 

•  Error-Checking  and  Correcting  Memory  Subsystem  widi  128MB  RAM  ■  Quick' Hot-Swap  (QHS)  RAID  Storage  System  widi  three 
channel  controller  •  (Three)  Hot-Swappable  4.2GB  SCA  Hard  Dnve  ■  12X  SCSI  CD-ROM  Dnve  and  3.5"  Diskette  Dnve  ■  3Com 
10/100  Ethernet  Adapter  ■  Thirteen  Bay  Server  Tower  Case  •  Dual  365-Watt  Redundant  Power  Supplies  with  Loadshare  Capability  ■ 
104'  Keyboard  &  MS  IntelliMouse  ■  InforManager  Server  Management  System  widi  ActiveCPR  Processor  Protection  'Intel  Pentium 
Pro  Models  available  S7999  Business  Lease  '$293/mo. 

NS-9006  Standard  Enterprise  Class  Server  -Two  Intel  200MHz  PenDumPro  Processors  with  512K  Cache  (expandable  to  six  proces- 
sors) ■  Enor-Checking  and  Correcting  Memory  Subsystem  with  128MB  RAM  ■  Quick  Hot-Swap  (QHS)  RAID  Storage  System  with 
Three  Channel  Controller  ■  (Three)  4  2CB  SCA  SCSI  Hard  Dnves  ■  12X  SCSI  CD-ROM  Dnve  and  35"  Diskette  Dnve  ■  3Com  10/100 
Ethemet  Adapter  ■  Double- Wide  Fourteen-Bay  Chassis  ■  N-i-1  Power  Supply  Susbsystem  widi  Two  Hot-Pluggable  350- Watt  Power 
Supplies  (upgradeable  to  four)  ■  104'  Keyboard  &  MS  IntelliMouse  ■  InforManager  Server  Management  system  with  ActiveCPR  proces- 
sor protection  $12,999  Business  Lease  '$476/mo 


>n  contract. 
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"YOU'VE  GOT  A  FRIEND  IN  THE  BUSINESS*' 
•  

CALL  1-888-888-0792  www.gateway.com 

Gateway  2000  Major  Accounts,  Ijnc. 


y  2000,  Inc.  Gateway  2000,  black-and-white  spot  design,  "G"  logo  and  "You've  got  a  friend  in  tiie  business"  slogan  are  registered  trademarks;  Gateway  and 
arc  trademarks;  and  Gateway  Gold  is  a  service  mark  of  Gateway  2000.  Inc  The  Intel  Inside  Logo,  Intel,  LANDesk  and  Pentium  are  registered  trademarks, 
trademark  of  Intel  Corporation.  Not  all  Gateway  E-Senes  PCs  and  NS-Senes  Servers  contain  the  Pentium  II  processor.  The  Gateway  Solo  PC  does  not 
ntium  II  processor.  All  other  brands  and  product  names  are  trademarks  or  registered  trademarks  of  their  respective  comparues.  Many  Gateway  2000 
istom  engineered  to  Gateway  2000  specifications  which  may  vary  from  the  retail  versions  of  the  software  and/or  hardware  in  functionality,  performance, 
y.  All  pnces  and  configurations  are  subject  to  change  without  notice  or  obligation.  Pnces  do  not  include  shipping  or  applicable  sales  tax  Gateway  2000 
s,  Inc  is  a  wholly  owned  subsidiary  of  Gateway  2000,  Inc.  'E-Senes  PCs  are  covered  by  a  three-year  hmited  warranty.  Length  and  type  of  service  varies 
all  or  write  for  a  free  copy  of  our  limited  warranty;  800-846-2000.  610  Gateway  Drive,  N.  Sioux  City,  SD  57049. 'Leasing  arranged  by  independent 


ber.  Kodak  is  optimistic  it  will  rule  in  its  favor — a  step  that 
could  help  Kod^  raise  its  share  of  the  world's  second-biggest 
film  market  to  as  much  as  SO'yi  says  Ira  \\ blf.  head  of  Kodak 
Japan.  He  also  says  that  a  fairer  fight  in  Japan  would  make 
for  a  faii-er  fight  not  only  in  the  U.  S..  but  also  in  critical  de- 
veloping mai"kets  such  as  China.  But  with  Fuji  on  the  verge 
of  opening  a  South  Cai-oUna  plant  that  will  produce  100  mil- 
lion roUs  of  color  film  a  yeai* — equal  to  about  14*^  of  the 
U.  S.  market — even  a  \"ictorj-  might  do  Uttle  to  reverse  the 
trend  on  Kodak's  home  turf. 

IiX)nic-ally,  given  his  background  at  Motorola,  Fishers  digital 
strategy"  has  been  one  of  the  biggest  di-ags  on  Kodak's  per- 
formance. He  has  devoted  substantial  energy  to  making  Kodak 
more  Uke  Motorola,  capable  of  producing  new  state-of-the-art 
products  even'  few  months.  Company  factories  are  chiu-ning 
out  an  impressive  aiTay  of  digital  camei-as.  scanners,  and  oth- 
er de\"ic-es  at  a  bi-eakneck  cUp.  And  sales  of  digital  products  last 
yeai* — ^the  most  recent  numbei-s  available — were  S1.5  billion,  up 
2o'~c.  Because  of  the  breadth  of  its  products.  Kodak  is  far 
ahead  of  any  other  company  in  digital  imaging  sales. 
MAGIC  TRICKS.  The  problem  is  that  competitors  such  as 
Hewlett-Packard,  Canon,  and  Epson  ai'e  rapidly  producing 
competing  products  at  ever  lower  prices,  and  Kodak  is  ha\ing 
trouble  developing  any  kind  of  technological  leadei-ship.  Fish- 
er acknowledged  in 
July  that  he  was  sur- 
prised at  how  aggres- 
sive  others  were  at 
following  Kodak  with  new  products,  paiticulaiiy  digital  cam- 
eras, and  at  slashing  prices.  As  recently  as  late  last  yeai\ 
Fisher  had  hoped  Kodak's  digital  business  would  be  profitable 
in  1997.  But  partly  because  of  aggi-essive  competition  that  has 
kept  its  camera  profit  margins  low,  losses  through  the  first 
half  climbed  to  -SlOO  million.  Analysts  estimate  that  the  loss- 
es gi-ew  to  •§1.50  million  in  the  thii-d  quaiter 

The  biggest  test  of  Fisher's  digital  strategy  comes  next 
year.  That's  when  hell  unveil  its  core  component — a  global 
network  of  digital  piinting  stations,  called  Image  Magic,  now 
being  installed  in  retail  stores  world^^ide.  Consumers  wOl  be 
able  to  use  the  de\ices  to  access  photos  they  store  on  the  In- 
ternet, manipulate  them  in  various  waj^s,  and  print  them  So  far. 
tens  of  thousands  of  Image  ]\Iagic  kiosks  have  been  installed. 


Cover  Story 


but  the  Internet  co 

Competitors 
and  industn"  con- 
sultants question 
if  Kodak's  kiosks 
vn]i  become  prof- 
itable before  al- 
ternative digital 
imaging  technolo- 
gy  becomes  wide- 
ly available,  hp. 
Canon,  Epson,  and 
others  are 
rapid- 


jn't  be  done  until  nex: 


BIG  PUSH 


he  was  surprised  at 
how  aggressively  rivah 
followed  Kodak  T\ith 
digital  cameras 


^  Fisher  has  no  interest  f 
a  price  war  with  Fuji 
but  says  Kodak  ^vill  1 
counterattack.  "We  don't  intend  t j 
continue  to  lose  share . . he  sayst 


ly  producing  lower-cost  photo-qualitj'  printers.  And  some  ok 
keting  experts  believe  that  consumers  will  prefer  these  devi 
which  they  can  use  at  home,  to  Fisher's  kiosks.  "Kodal 
tning  to  get  customer?  to  conform  to  their  old  business  n 
el.  but  consumers  are  likely  to  favor  a  more  direct  approa 
of  printing  pictui*es  at  home  and  placing  ■«ith  them  on  then 
says  James  F.  ]VIoore,  chairman  of  GeoPaitnei-s  Inc.  in  0 
bridge,  Mass..  a  sn-ategj-  consultant  who  has  worked  for  hp 
other  high-tech  giants. 

Kodak  executives  are  keenly  aware  that  a  low-cost,  ph 
quality  printer  is  a  crucial  weapon  missing  from  their 
arsenal.  Fisher  is  hoping  to  be  a  dominant  player  in  wbal 
\iews  as  two  distinct  markets:  the  home  digital  darkroom 
kiosk-based  digital  imaging  at  rotailers.  But  as  recentlj 
June,  Kodak  was  stiU  struggling  with  how  to  enter  the  hi 
market.  In  interviews  ^vith  business  vteek.  three  top  Ko 
executives  argued  for  three  different  approaches  to  the  ( 
sumer  printer  mai'ket.  Former  digital  imaging  chief  Robed 
Unterberger  wanted  to  wait  until  a  low-cost  piinter  tedi 
ogy  emerged  that  would  deUver  superior  picture  qna 
Robert  L.  LaPerle.  head  of  digital  consumer  products,  tlwi 
Kodak  should  immediately  begin  selling  inkjet  printers,  j 
Fisher  said  Kodak  would  begin  selling  inkjet  printer 
soon  as  consumer  demand  picked  up.  possibly  by  resel] 
units  made  by  another  supplier. 

Meanwhile.  Fisher  can't  afford  to  neglect  the  old 
business,  where  Kodak  is  being  hammered  by  Fuji  In  add 
to  steep  pric-e  cuts,  Fuji  has  significantly  stepped  up  mai^ei 
efforts  and  increased  its  U.  S.  ^isibility.  Its  green-and-\v|[ 
blimp  has  become  ubiquitous  at  sporting  events.  More 
-:ar.:i\  ely.  F;r:  last  yeai*  signed  an  exclusive  deal  for  WaH 
Stores  Inc.'s  photofinishing  business, 
lion's  lai-gest.  The  result:  Fuji's  U.  S. 
share  has  jumped  to  16*^.  up  from  IVi 
recently  as  last  year,  while  Kodak's 
di-opped  into  the  high  60s. 

Fisher  says  Kodak  has  been 
spending  "tactically"  to  Fuji's  ] 
cuts  all  year  mth  special 


Kodak 


Kodak  churns  out  an 
impressive  array  of 
digital  products  but 
hasn't  established  a 
technologv^  lead 


motions  of  its  own.  Bu 
appeal's  to  have  done 
good,  and  he's  now  plam 
a  counterattack,  which, 
cording  to  Kodak's 
agency,  will  include  a  ru 
new  campaign.  "We  do 
intend  to  continue  to  : 
share  at  the  rate  we 
over  the  summer  mont 
says  Fisher.  Although 
won't  disclose  details  of 
plans  for  Fuji,  he  add! 
won't  involve  a  price  w? 
for  an  ob\ious  reason.  Ev 
19c  cut  in  Kodak  film  pr 
results  in  roughly  a  I'^c  c 
in  earnings  per  share, 
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Stay  cool.  After  all,  where  is  it  written  that  distributed  systems 
have  the  right  to  make  you  crazy?  it  isn't.  They  don't.  And  they 
won't.  Not  while  we're  here.  Because  as  an  integrated  technology 
services  provider,  we  can  help  you  take  care  of  the  design, 
acquisition,  management  and  protection  of  your  corporation's 
technology  infrastructure. 

Centralized  or  decentralized.  Enterprise  Server  or  PC.  Client  to 
server.  LAN  to  WAN.  IBM  to  Hewlett  Packard  to  Sun  to  Compaq 
to  Dell  to  whoever  and  whatever  pops  up  next. 

No  inflexible  commitments.  No  regrets.  No  rocks  or  hard  places. 
Just  the  daily  confirmation  that  you  control  technology.  It  does 
not  control  you. 

And  you  thought  we  were  just  into  mainframes. 


NAGING       TECHNOLOGY       IN       THE        FACE        OF  CHANG 

T    MANAGEMENT     •     BUSINESS    CONTlNUfTY     •     NETWORK    SERVICES     •  LEA^^IN 


C#MDiSCO' 


A  TECHN0106Y  SEIVICES  COMPANY 


To  learn  more,  visit  www.comdisco.com  or  call  )-800-272-9792. 


C^lioosc  a  hotel  that  elevates  business  travel       aeeess  ehatges  for  credit  card  calls.  Of  course, 


to  ail  art.  Welcome  to  Hyatt. 


youll  also  find  a  data  port  for  your  laptop. 


At  Hyatt,  the  satisfaction  of  being       So  you  can  stay  in  your  network  even  when 


productive    is    enriched  by 


'xperiences  like  waking  up  to 


a  really  great  cup  of  coffee 


delivered  to  your  room.  Enjoying 


an  invigorating  workout  in  a 


well-equipped  fitness  center. 


Or  finding  interesting  regional 


specialties  and  other  nmovative 


cuisine,  right  in  the  hotel. 


fax 


you're  out  of  the  office. 

When  staying  at  Hyatt,  you 
can  earn  free  travel  on  one  oj 
our  12  global  airline  partners  or 


I      ;;;  Gold  Passport,  our  worhUvide 


frequent  traveler  program. 

Next  time  you  travel  on 
business,  choose  the  hotel  that 
brings  out  everyones  best  work. 


By  choosing  Hyatt  Business  Plan  ',  you  For  reser\'ations  call  Hyatt  at  l-SOO-233-1234, 
get  an  ample  desk,  continental  breakfast,       contact  your  travel  planner,  or  r/s/f  us  at 


free  local  calls,  and  waived 


H  YAT  T 


www.hvatt.coni. 


l  ed  ilic  Hviiii  loiicli 


villi  llic  .\mcncim  lixprcis  (.  .ard  and  ciijoy  Ctirdiiiciiihcr  pi  n'ilc\^cs  like .  \miicd  Rcici  valioii^  to  gihiriiiilcc  wiir  nniiii.  cwii  ij  von  iii  i  ivc  laic'  Willi 
.111  I,7()i)  I'nnvl  Sci  \'U'C  locatioih  in  owr  IM)  coiiiitrics,' '  the  Aiiicriuiii  ixpiva  wurlilwidc  iiclwvrk  aiii  also  assist  voii  ]vitli 
■riiii\^ciiiciils.  kttci  pick-up.  Ill  id .  \iiiciiciin  lixpicss  rnnvlcrs  (  'liccjncs.  It's  smart  business  /d  nnikc  llic  Aiiicrican  Hxpicss  ('aid 


islant  travel  coiiipniiioii.  I'o  nppiv  lor  the  Card,  call  I-Sltti-  I'l II  -(  '.      I  or  \'isit  ns  at  wwwAinicncaiiexprcss.coiii.' .\sk  vonr  B^sMfss 


hnner  for  details  " \'ot  all  services  available  at  all  Travel  Service  locations  and  arc  snbicct  to  local  laws  and  cash  availability.  I  ■■■  Cards 

is  and  Rfsorls  atu>nipiis>es  hutch  nuin.igeil.  fuuuhi^ai.  or  operated  by  two  separaie groups  of  companies  -  Hyatt  (  oipoiiitioii  and  )f>  afpluilc^  and  aftiUaics  of  Hyatt  International  (Corporation.    '1997  Hvatl  (  oip 


ui'es  Jonathan  Rosenzweig,  an  analyst  at  Salomon  Brothei-s  Inc. 
The  best  Kodak  can  hope  for  is  to  slow,  but  probably  not 
stop,  Fuji's  gain  in  U.  S.  mai'ket  share.  Fisher  concedes. 

Those  inroads  by  Fuji  are  steadily  eroding  Kodak's  profits. 
And  that's  the  key  reason  many  outsiders  are  arguing  that 

Fisher  needs  to  take 
drastic  action  to  re- 
duce Kodak's  costs. 
Cost-cutting  is  espe- 
cially critical  on  the  digital  side  of  the  business,  where  Kodak 
faces  a  horde  of  lean  and  mean  competitoi-s.  To  slim  down,  Fish- 
er is  considering  reducing  its  manufacturing  of  hardware  by 
outsoiu'cing  some  digital  photogi-aphy  equipment.  "Competing 
head-on  in  hardware  with  the  rest  of  the  world  is  pi'obably  not 


Cover  Story 


going  to  be  a  profitable  business  for  Kodak,"  says  Strick 
When  Fisher  arrived  in  Rochester  four  years  ago,  hel 
hailed  as  a  corporate  savior.  Kodak  employers  and  mana 
beheved  that  Fisher  would  magically  increase  profits, 
op  new  products,  and  restore  the  company's  prestige 
with  few  painful  cutbacks  or  changes  to  the  Kodak  mind 
Probably  no  one  could  have  lived  up  to  those  expectat 
and  tiying  to  do  so  has  cost  Fisher  precious  time.  KodakB 
still  be  made  into  a  much  more  profitable,  gi'owth-oriet 
company.  But  to  do  so,  George  Fisher  has  to  be  ao' 
tougher — and  faster.  j 
Bij  Geoffrey  Smith,  with  William  C.  Symonds  in  Boi^i 
Peter  Burrows  in  San  Francisco,  Ellen  Netiborne  in  ;> 
York,  Paul  C.  Judge  in  Rochester,  and  bureau  reports 
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COMMENTARY 


By  John  A.  Byrne 


THE  MANAGEMENT  LESSON  FROM  KODAK 


'W 


hat  does  Jack  Welch  know 
about  entertainment?" 
asked  John  R.  Walter  when 
he  emerged  as  the  dark-horse  winner 
of  the  race  to  be  president  of  AT&T. 
"What's  a  guy  from  a  cookie  company 
know  about  computers?"  he  added, 
referring  to  ibm  ceo 
Louis  V.  Gerstner  Jr., 
former  head  of  RJR 
Nabisco  Inc. 

Walter,  the  foiTner 
CEO  of  R.  R.  Donnelley 
&  Sons  Co.,  was  mak- 
ing the  case  for  why  he 
should  run  at&t  despite 
having  no  telecom  ex- 
perience. "I  know  man- 
agement," he  insisted. 
But  his  abiTipt  depar- 
ture suggests  that  the 
knowledge  needed  to 
nm  one  company  does 
not  always  travel  well. 

That's  a  lesson  George  M.  C.  Fisher, 
the  liighly  regarded  foiTner  ceo  of 
Motorola  Inc.  who  has  headed  East- 
man Kodak  Co.  since  1993,  is  learning. 
In  an  era  when  more  boards  are  look- 
ing to  top-level  recinits  to  shake  up 
stagnating  organizations,  even  the 
best  outsider  arrives  with  baggage. 
He  lacks  institutional  acumen,  person- 
al contacts,  and  a  feel  for  a  company's 
culture.  That  can  make  it  tough  for 
even  a  superstar  to  do  the  job. 
HURDLES.  But  as  Gerstner  and  Ray- 
mond V.  Gilmartin  have  proved  at  IBM 
and  Merck  &  Co.,  respectively,  they 
are  sunnountable  hurdles.  So  what  ac- 
counts for  the  difference  between  suc- 
cess and  failure?  It's  a  more  ephemei'- 
al  quality  than  marketing  expertise  or 
any  other  specific  skill.  An  outsider 
must  make  hard  decisions  while  offer- 
ing hope  for  better  days  ahead.  He 


has  to  know  when  to  respect  tradi- 
tions— and  when  to  scrap  them. 

At  IBM,  Gerstner  spent  much  of  his 
first  six  months  stroking  the  egos  of 
employees  by  extolling  ibm's  "world- 
class  technology  and  extraordinaiy 
people."  But  he  matched  the  praise 


LOU  GERSTNER 

IBM 

He  stroked 
workers'  egos, 
but  he  also  cut 
35,000  jobs 
and  $7  billion 
in  overhead 


with  tough  medicine,  slasliing  billions 
in  overhead  within  two  years  and  lay- 
ing off  an  extra  35,000.  At  Merck, 
Gilmartin  faced  a  different  problem:  a 
drought  of  big  new  dnigs  and  in- 
vestor worries  over  health-cai"e  re- 
fonn.  Unlike  IBM  and  Kodak,  it  was 
not  a  bloated  bureaucracy  ui  need  of 


ROY  GILMARTIN 

Merck 

Merck  needed 
new  drugs,  not 
layoffs-giving 
him  the  luxury 
of  a  gentler 
approach 


major  cuts.  That  gave  Gilmartin  the 
luxiuy  of  a  gentler  approach. 

Fisher  seems  to  have  followed 
Gilmartin's  approach  rather  than  I 
Gerstner's.  Fisher  arrived  at  Kodal) 
with  a  mandate  foi'  radical  change.  I 
That  should  have  been  an  opporturj 
ty.  But  though  Fisher  trimmed 
29,000  jobs  by  exiting  the  health- 
care and  most  of  the  copier  busi- 
ness, he  tried  to  get  by  without 
making  the  tough  calls  to  cut  jobs 
and  costs  in  Kodak's  ongoing  units.l 
Indeed,  rather  than  paring  the  pay| 
roll  in  the  core  imaging  units,  he 
has  upped  it.  At  the  end  of  last 
year,  Kodak  employees  in  continui) 
operations  numbered  94,800 — 3,000{ 
more  than  in  1994.  And  operating 
costs  as  a  percentage  of  sales  are 
still  27.6%,  about  what  they've  bee| 
throughout  Fisher's  tenure. 

Deep  cuts  would  have  reduced 
overhead,  allowing  Kodak  to  be 
more  aggressive  against  Fuji.  Mord 
over,  aggressive  cost-cutting  helps  [ 
to  rid  a  corporation  of  the  most 
egi-egious  manifestations  of  bureauj 
cracy:  worthless  paperwork,  exces- 
sive reports,  and  decision  paralysisj 
And  although  downsizing  saps 
morale  in  the  short  term,  the  envi-l 
ronment  of  crisis  can  galvanize| 
survivors. 

Sadly,  Fisher's  stumble  may  1! 
the  result  of  wanting  to  be  Mr. 
Nice  Guy.  But  the  unfortunate 
lesson  for  every  outsider  who 
arrives  at  an  ailing,  biu'eaucrati 
company  is  to  quickly  dispense 
the  hard-to-swallow  medicine  to^ 
ensui'e  a  speedy  and  lasting  ^ 
recoveiy. 

Senior  Writer  Byrne  covers 
management  issues. 
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ie  New  Chrysler  Town  &  Country 

Vhat  a  penthouse  looks  like  on  the  ground  floor. 


le  new  Chrysler  Town  &  Country  LXi  offers  a  whole  new  level  of  luxury.  To  begin  with,  it  was  designed  to  pamper  seven, 
side,  you'll  find  such  luxurious  amenities  as  leather-trimmed  seating.  Dual  Zone  Temperature  Controls,  an  acoustically 
ilored  10-speaker  audio  system  and  available  personalized  heated  front  seats.  All  this,  plus  an  even  more  refined  design, 
akes  the  new  Chrysler  Town  &  Country  a  most  uncommon  lux- 
y  address.  To  find  out  more,  call  1.800.CHRYSLER  or  visit  www. 
iryslercars.com.  We  d  be  happy  to  give  you  a  walk-through 

ENGINEERED      TO      BE      GREAT  CARS 


|[e; 
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The  biggest  tRm! 


YOU  CARRY  INK 


ought  to  be  your  ideas. 


isijce 
iflski 


si  lb 


PC 


Introducing  the  first  true  personal  projector.  Call  us,  we'll 
bring  you  a  demo:  i>8oO'294'6zjoo  orwww.infocus.com/bw 

Now  there's  a  projector  that  makes  you  look  brilliant, 
yet  fits  in  the  same  bag  as  your  notebook  computer.  The  new  personal 
In  Focus"  LP420.  It  packs  big-projector  image  quality  into  a  /-pound  wonder 
the  size  of  a  3-ring  binder.  So  now,  not  only  are  In  Focus  projectors  the 
world's  most  popular,  they're  also  the  easiest  to  carry. 


Inftcus 

makes  it  easy. 


IflC' 

iMk 
media 

Moill, 
I)' nay 

lii'loi 

toils 


Phone  (S03)  68';-8888  Fax  (-^03)  68^-8631  In  Europe  Phone  (31}  23  5^40300  Fax  (31)  23  5624388.  BW  C)iq97  In  Focus  Systems,  Inc  In  Focus  is  a  regislered  trademack  of  In  Focus  Systems,  Inc 
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Professional 
Presentations 


ringing 
resentations 
I  Life 

vord  multimedia  means  exactly 
nany  different  types  of  media.  Not 
;xt  and  images,  but  also  animation, 
and  sound.  And  yet,  even  today, 
ajority  of  corporate  presentations 
nonomedia,"  not  "multimedia," 
s,  relying  almost  exclusively  on 
text  and  pedestrian  clip  art.  It's 
.  It's  easy.  And  unfortunately,  it's 
jry  effective. 

new  technology  allows  business 
jsionals  to  make  and  deliver  exciting 
lotion  presentations  almost  as  easily 
tic  ones,  remarks  Stuart  Cohen, 
)resident  of  Worldwide  Marketing 
Focus,  a  world  leader  in  manufac- 
;  projection  products.  "In  fact,  the 
nedia  projection  market  has  grown 

since  1995.  As  today's  projection 
cts  become  increasingly  easy  to  use, 
people  will  use  them  to  enhance 
next  presentation." 

d  they  should.  A  study  by  the 
Tsity  of  Arizona  found  that  presen- 
s  with  animation  and  transitions 
judged  to  be  40%  more  professional, 
nore  persuasive  and  1 0%  clearer 
iresentations  without  visuals.  When 
italic  slides  were  used,  the  improve- 
were  much  smaller,  only  10%,  18% 
Mo,  respectively.  In  fact,  presenters 
static  slides  were  actually  rated 
in  some  key  speaking  respects  than 
presenters  using  no  visuals  at  all. 

ng  Motion  To  Your  Message 
high-end  multimedia  programs  like 
)media  Director,  speakers  can  readily 
otion  to  their  presentations  in  three 
ry  ways.  The  simplest  is  the  use  of 
ions,  or  animated  changeovers,  from 
ide  to  another,  like  the  screen  wipes 
ssolves  employed  in  many  television 
programs.  A  second  technique  is  to 
te  individual  elements  of  slides.  For 
ce,  having  bullet  points  glide  into 
or  having  the  arrows  on  a  flowchart 
Finally,  presenters  can  add  computer- 


DLP 
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A  MAS  INSTRUMEMTS  TECHNOLOGY 


EVEN  THE 
CHEAP  SEATS  ARE 
GOOD  SEATS. 


Make  sure  your  entire  audience  sees 
everything  everyone  in  the  good  seats 
is  seeing.  How?  It's  called  Digital  Light 
Processing'"  (DLP'")  technology  by 
Texas  Instruments.  The  world's  first 
all-digital  display  technology.  Look  for 
DLP*"  inside  state-of-the-art  projection 
systems.  It  will  change  the  way  you  see 
things.  From  any  seat  in  the  house. 

1-888-DLP-BY-TI,  ext.  2902, 
or  www.ti.com/dlp/ 


Show  your  audience  every  detail 
of  every  business  presentation. 


'  Tradeniai-k  ofTi- 


14-6369D 
-<  l     &  1987  Tl 


Picture  the  beautv  of  digital  light. 
The  dramatic  digital  technology  from  Texas  Instruments. 

Texas 
Instruments 

animated  models  such  as  rotating  views  of 
a  product  or  video  clips  to  their  slides. 

Whatever  approach  is  employed,  however, 
one  overriding  rule  applies:  the  motion 
should  serve  a  specific  purpose.  "Motion 
can  be  used  to  clarify,  to  emphasize  or  to 
add  interest,"  notes  Sean  Moser,  multimedia 
director  for  Inspired  Arts  of  San  Diego, 
who  has  prepared  presentations  for  delivery 
in  such  far-flung  locales  as  London,  Tokyo 
and  Singapore. 

But  if  the  motion  doesn't  have  a  well- 
defmed  purpose,  it  can  hurt  rather  than 
help  a  presentation. 

Animating  Yourself 

The  effectiveness  of  motion  as  a  presenta- 
tion tool  applies  not  just  to  slides  but  to 
the  speaker's  body  language  as  well.  Use 


body  language  to  punctuate  your  presen- 
tation, advises  Proxima  Corporation's 
online  "Presenter's  University" 
(www.presentersuniversity.com).  Consider 
your  moves  as  punctuation  points. 

But  body  language,  too,  should  serve  a 
purpose.  "Don't  start  your  presentation  by 
pacing  around  like  a  caged  animal"  just 
for  the  sake  of  adding  motion,  cautions 
Fast  Company's  Eric  Matson.  Being  sta- 
tionary, almost  rigid,  at  the  outset  shows 
people  that  you're  in  command.  And  just 
as  important,  it  accentuates  whatever 
motion  may  lie  ahead. 


Next  week:  Using  text  eflectively. 

Kevin  R.  Hopkins  is  vice-president  for  Communications 

at  Inspired  Arts  Digital  Medio  Group  (www.insplreddrts  com) 
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COMMENTARY 


By  Leah  Nathans  Spiro 


WORLDCOM:  PAPER  TIGER? 


"The  simple  matJiematical  fact  is  that 
anytime  a  company  with  a  high  multi- 
ple buys  one  with  a  lower  multiple,  a 
kind  of  magic  comes  into  play.  Earn- 
ings per  share  of  the  new,  merged  com- 
pany in  the  first  year  of  its  life  come 
out  higher  than  those  of  the  acquiriyig 
company  iti  the  previoxis  year,  even 
though  neither  company  does  any  more 
business  than  before.  There  is  an  ap- 
parent growth  in  earnings  that  is  en- 
tirely an  optical  illusion." 

The  Go-Go  Years,  by  John  Brooks, 
1973 


T 

I; 


|he  stock  market  is  in  love  with 
WorldCom  and  its  gutsy  bid  for 
Mf'i.  By  Oct.  3,  two  days  after 
WorldCom  Inc.  announced  its  $30 
bilHon  hostile  tender  for  MCI  Communi- 
cations Corp.,  WorldCom  stock  had 
jumped  11%.  Never  mind  that  a  minnow 
with  $8  billion  in  revenues  is  trying  to 
swallow  a  whale  with  $28  billion  in  rev- 
enues. Or  that  the  minnow  was  not  pay- 
ing with  cold  cash  but  with  levitated 
stock.  The  httle  fish  can  chase  the 
leviathan  because  of  the  gaping  dispari- 
ty between  WorldCom's  expected  price- 
earnings  ratio  of  115  and  MCl's 
p-e  of  22,  which  would  automatically 
increase  the  combined  company's  earn- 
ings per  share.  WorldCom  plans  to  issue 
about  $30  billion  worth  of  new  stock  to 
buy  out  MCI  shareholders,  even  though 
WorldCom's  market  capitaliza- 
tion is  only  $33  billion. 

What's  going  on  here?  In  a 
word,  euphoria.  Most  analysts 
and  investment  bankers  chose 
not  to  see  the  through-lhe- 
looking-glass  quality  of  World- 
Com's bid.  In  their  excitement, 
they  are  liuying  into  World- 
Com Chief  Executive  Bernard 
J.  Ebbers'  story:  that  Woi'ld- 
Com  plus  MCI  is  far  more  valu- 
able than  MCI  plus  British 
Telecommunications  PLC,  which 


Com.  And,  implicitly,  that  the 
minnow  could  do  a  lot  better 
job  of  managing  the  whale. 

But  a  few  Wall  Street  veter- 
ans have  a  more  downbeat 


view.  They  believe  the  WorldCom  deal 
is  a  sign  that  the  stock  market  has 
gone  over  the  top  in  its  love  affair  with 
high-p-e  growth  stocks.  WorldCom's 
stock  has  soared  because  of  its  fast- 
gi'owing  earnings,  which  have  been 
fueled  by  acquiring  companies  largely 
with  stock.  The  euphoria  is  so  complete 
that  "nobody  is  even  thinking  about  the 
risk  and  the  downside,"  says  one  top  in- 
vestment banker.  In  his  view,  the  mar 
ket's  "next  great  train  wi'eck  is 
deals  where  equity  is  issued  at 
very  high  prices  and 
where  the  management 
of  the  new  entity  (^CJt 
can't  manage." 

The  skeptics'  ad- 
vice: Approach  the 
WorldCom  deal 
with  caution.  If  you 
think  WorldCom 
can  keep  acquiring 
companies  forever 
to  maintain  its  fab- 
ulous growth  rate, 
think  again.  History 

shows  that  empires  built  this  way  even- 
tually slow  down,  as  do  theii-  high-flying 
stocks.  If  you'r-e  an  MCi  shar-eholder, 
think  twice  befor-e  voting  in  favor  of  ac- 
cepting WorldCom  paper.  "Ultimately,  it 
comes  to  tears,  because  companies  can- 
not gTow  their  earTiings  str-eam  forever- 
through  acquisitions.  And  eventually  the 

Stock  Swaps:  Less  Than 
Meets  the  Eye? 

When  a  high-multiple,  high-growth  company  buys  a 
low-multiple,  lower-growth  company,  earnings  per 
share  automatically  increase — even  though  there  is 
no  increase  in  the  combined  company's  value.  Here's 
how  a  WorldCom/MCI  combination  might  look. 


COMPANY 

STOCK 
PRICE* 

P-E 

NUMBER  OF 
SHARES 

EARNINGS 
PER  SHARE 

WORLDCOM 

36'X6 

115 

900  million 

$0.32 

MCI 

22 

800  million 

1.60 

COMBINED 

N/A 

50 

1.8  billion 

0.70 

*As  of  Oct.  8,1937 

DATA:  S&P  RATINGS  SERVICES.  BLOOMBERG  FINANCIAL  MARKETS 

core  earnings  rat 
through,"  says  Gerar-d  L.  Smit  ir 
ing  director  at  iiBS  Secmities 

The  acquisition  technique  iliif 
WorldCom  is  not  new:  financeBX" 
call  it  the  "bootstrap"  game. 
I'un  result  will  be  slower  grov 
depressed  pr-ice-eamings  ratic  x, 
the  short  run  earnings  per  sh 
ci'ease  dramatically, 
to  Fundamsntals  of  C  o 
Finance,  by  Richard 
Stewar-t  C.  Myer's,  an( 
Marcus. 

Here's  how  Frank  1 
ley,  an  analyst  with  s<S 
Services,  estimates  it 
work  with  Woi'ldCom 
(char-t).  Wor'ldCom,  wi  a 
115,  has  1997  earnings 
per  share,  which  is  its 
quarter  earTiings  annu 
and  900  million  shares 
Wor-ldCom  to  MCi,  whi  1 
much  lower  p-e  of  22 
ings  of  $1.60  per  share 
MCI  shar-es  for  about 
in  new  WorldCom  shai^j 
you  have  a  company  m  if^ 


ii 
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stock  market  is  showing  the 
same  kind  of  craziness  now  that 
the  banks  and  high-yiekl  markets 
showed  in  the  late  1980s,"  says  the  in- 
vestment banker. 

Some  skeptics  also  point  to  the  ex- 
cesses of  the  late  1960s,  which  were 
even  more  similar  to  the  late  1990s. 
Conglomerates  such  as  Gulf  &  Western 


great  fanfare  and  built  empires  with 
stock-financed  acquisitions.  H.  Wayne 
Huizenga,  the  head  of  Republic  Indus- 
tries Inc.,  built  his  empire  by  buying 
companies  with  stock.  In  recent  months, 
his  stock  has  di'ifted  down  as  some  in- 
vestors wonder  whether  his  build-up 
strategy  is  working.  "People  used  to  be 
happy  to  take  Huizenga's  stock,"  says 
one  takeover  adviser.  "It's  great  until 
it's  not." 

Two  finance  professors  at  the  Univer- 
sity of  Iowa,  Timothy  J.  Loughran  and 
Anand  M.  Vijh,  don't  think  that  such 
disasters  came  about  by  coincidence. 
They  studied  947  companies  between 
1970  and  1989  and  looked  at  the  perfor- 
mance of  their  stocks  five  years  after 
the  acquisitions.  They  found  that  com- 
panies that  did  stock-for-stock  deals 
sank  25%,  while  companies  that  used 
cash  appreciated  62%. 

What  explains  such  a  huge  discrepan- 
cy? One  reason  has  to  do  with  what  aca- 
demics call  "asymmetric  information" — 
the  assumption  that  company  officials 
know  more  about  their  company  than 
the  market  does.  "It's  a  negative  signal 
that  WorldCom  wants  to  do  the  deal  in 
stock,"  says  Iowa's  Lougliran.  "Say  the 
stock  is  trading  at  37.  Yet  imagine 
£Sr---    the  chief  executive  knows  it  is 

only  worth  15.  Why  not  spend 
their  stock?"  But  if  the  CEO 
thought  his  stock  was  ac- 


next  great  train  wreck  is  deals  where  equity  is  issued  at  high  prices 
diere  management  of  the  new  entity  can't  manage" 


12  annualized  earnings  of  70(Z 

ain  in  per-share  earnings  would 
d  not  by  "capital  investment, 
mpi'ovement,  or  increased  op- 
fficiency,"  as  Fundamentals 
by  revaluing  the  earnings  of 
i-e  acquisition  at  the  higher  p-e 
j|uirer.  "WorldCom's  high  p-e 
high  earnings  doubles  the 
I  annual  eai-nings  of  World- 
)ck  from  32(2  to  70?  per  share," 
nley. 

ment  bankers  have  seen  it  all 
\  the  late  1980s,  the  ftmny 
1  jour  was  not  high-altitude 
.  junk  bonds  and  easy  bank 
^er  commei'cial  bankei's  and 
1  buyers  didn't  look  too  closely 
laneial  statements.  The  crest  of 
e  was  Robert  Campeau's  pur- 
Federated  Department  Stores 
everaged  buyout  of  R.  H.  Macy 
ith  deals  went  belly-up.  "The 


were  assembled  by  entrepreneurs  buy- 
ing low-multiple  companies  with  high- 
multiple  stock.  By  1969,  the  market 
cratered,  along  with  many  of  the  deals. 
MERGER  COWBOYS.  The  major  diffei-- 
ence  between  the  cuirent  acquisition 
binge  and  earlier  eras  is  that  most  of 
today's  acquirers,  such  as  banks  and 
telecom  companies,  are  buying  entities 
in  similar  industries,  not  creating  con- 
fusing Sixties-style  hodgepodges.  These 
days,  the  buzzwords  are  restnicturing 
and  consolidation — in  other  words,  cut- 
ting costs  and  improving  revenues.  But 
just  hke  the  1960s,  stock  swaps  are  all 
the  rage.  In  the  fh'st  thi'ee  quarters  of 
1997,  a  stunning  73%  of  mergers  and 
acquisitions — $424  billion  worth  of 
deals — was  consummated  with  more 
than  50%  stock,  according  to  Seciu'ities 
Data  Corp.  That  compares  with  an  av- 
erage of  40%  between  1988  and  1996. 

But  consider  other  entrepreneurial 
cowboys  who  burst  on  the  scene  with 


tually  worth  50,  "the  last  thing  they 
would  do  would  be  giving  away  stock  to 
pay  for  an  acquisition.  They  would  pay 
in  cash,"  says  Loughi'an. 

Of  course,  some  stock  deals  have 
worked  out.  And  the  prevailing  view  is 
still  that  Ebbers  will  be  able  to  add  1 
and  1  and  come  up  with  3. 

But  MCI  shareholders  should  think 
twice  before  voting  in  favor  of  accept- 
ing the  WorldCom  deal.  It's  far  from 
clear  that  Ebbers  and  his  managers 
will  be  able  to  offset  slower  gi-owth 
with  real  efficiencies  and  synergies.  If 
Ebbers  can't,  the  market  will  eventual- 
ly realize  that  WorldCom  doesn't  de- 
serve its  vaulted  p-e,  and  its  stock  will 
pay  the  price. 

In  the  short  term,  though,  it  will  be 
easy  for  the  stock-for-stock  players  to 
ride  the  acquisition  game  with  the 
fruits  of  a  euphoric  stock  market. 

Spiro  covers  investment  hanking. 
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REAL  ESTATE 


REITs  ARE  MOVING 
AWAY  FROM  HOME 

But  their  spin-offs  could  o\'ertax  management 


Baby  Ci'escent  came  fii'st.  Then  plans 
for  Baby  Reckson  were  announced, 
followed  by  whispers  about  a  son  of 
Kimco.  Lately,  there's  a  buzz  going 
around  about  a  Baby  Vomado. 

What  is  this  coi-porate  baby  boom  all 
about?  Real  estate  investment  tnists 
(REITS),  headed  by  some  of  the  most 
aggressive  and  financially  innovative  ex- 
ecutives aiTjund.  ai-e  creating  companies 
to  operate  related — and  uni'elated — ^Hnes 
of  business.  Most  of  these  new  compa- 
nies are  regular  corporations  that  will 
be  fully  taxed,  reits.  by  conti-ast.  were 
designed  as  pas.«ive  investments  and 
are  exempt  from  coiporate  taxation  if 
they  pay  out  95<~c  of  taxable  income  in 
di\idends.  earn  income  piimaiily  fi'om 
leasing,  and  follow  other  strict  guide- 
lines limiting  their  flexibility.  "The  stock 
mai-ket  loves  gro^\"th  and  a  reit  can't 
deliver  it  in  a  very  significant  way 
through  internally  generated  soui'ces. 
50  it  needs  to  grow  extenially."  says 
Robert  A.  Frank,  director  of  research 
for  Lege  Mason  Wood  Walker  Inc. 
BLOW-UPS?  It  sounds  hke  a  good  idea. 
.Such  entities  could  add  1  to  4  percent- 
age points  to  a  reits  gi-OAsth  rate,  says 
Prtidential  .Securities"  Louis  Taylor.  But 
some  analysts  fear  that  reits.  if  they're 
not  careful,  may  be  headed  for  trouble. 
REIT  management  may  imder.?tand  real 
estate  but  not  know  much  about  some 
of  the  spin-offs'  nev\-  businesses.  And 
they  may  inn  into  tax  issues.  To  lessen 
taxable  income  of  a  spin-off.  a  reit 
might  be  tempted  to  ratchet  up  the 
spin-offs  ex]>enses.  such  as  its  paA-ments 
for  various  senices  to  the  REIT.  Taylor 
worries  that  "if  we  get  too  many  of 


these  things  and  they 
get  too  aggi'essive  in 
trying  to  minimize  tax- 
es, they  could  draw 
the  attention  of  Con- 
gi-ess  and  others." 
Says  .Jonathan  Litt  of 
PaineWebber  Group 
Inc.:  "In  the  right 
hands — Crescent.  Vor- 
nado.  Reckson — the 
structure  can  be  veiy 
powerful.  I  wony  that 
it  could  blow  up  in  the 
^\Tong  hands." 

Investor  interest  in  the  new  babies 
will  be  strong,  if  the  market's  reception 
of  Crescent  Operating  Inc..  a  spin-off 
of  Crescent  Real  Estate  Equities  Co..  is 
any  guide.  It  debuted  in  June  at  8  and 
now  trades  at  Its  holdings  include  a 
.50*^  stake  in  an  operator  of  psychiatric 
hospitals  and  100%  of  a  fiiTn  that  sells, 
leases,  and  senices  constiiiction  equip- 
ment. "^Mth  the  operating  company,  we 
have  the  opportunity  to  look  at  deals 
that  the  REIT  might  not  nonnally  look 
at"  and  put  the  real  estate  into  the  reit 
and  the  operating  side  into  Baby  Cres- 
cent, says  Gerald  W.  Haddock,  the 
REIT's  chief  executive.  Because  of  shared 
business  opportunities,  management,  and 
boards,  such  spin-offs  are  said  to  be 
"paper-clipped"  to  the  reit,  which  tends 
to  own  a  chunk  of  the  spin-off. 

The  next  paper-clip  stock  due  out  is 
from  Reckson  Associates  Realty  Col^^.. 
an  owner  of  ofSce  and  industrial  proper- 
ties headed  up  by  Donald  Rechler.  "The 
spin-off  is  almost  like  an  eai"ly-stage  real 
estate  venture  fund."  savs  Scott  Rechler 


THE  RECHLERS:  Can  Scott  and 
Donahl  manage  I-way  ventures? 


the  REIT's  president.  It  ^^iU  be 
ei-al  partner  and  have  a  one-thinJ  ij 
est  in  a  fund  that  will  buy  private] 
estate  operating  companies.  It's  nej 
ating  to  buy  a  company  pro\iding  [ 
and  long-distance  telephone  ser\ica 
temet  access,  and  \ideo  teleconfei 
ing.  and  may  alsoj 
an    executive  q 
suites  firm.  It 
same  manageme 
the  REIT,  save  f 
chief  investment 
cer.  and  will  ha 
similai'  board 

After  Vomado 
ty  Trtist.  which 
cused  on  shoppin 
ters  and  office 
erties.  teamed  up 
Crescent  in  a  refr 
ated  warehouse 
speculation  grew 
a  Baby  \'omado 
the  works.  'Thej'' 
\iewing  it,"  says 
"If  they  do  it.  it 
be  a  big  success."  The  entity  could 
Vomado's  60%  of  the  wai-ehouse 
and  operate  businesses  related  to 
dential  or  commercial  development. 

Kimco  Realty  Coi-p.  is  taking  an 
tack.  After  turning  around  a  sho 
center  and  signing  tenants  to  long- 
leases,  it  wants  to  borrow  agains 
leases — which  could  mean  taking 
higher  level  of  debt  than  a  r 
agency  might  like.  Kimco's  plan 
bon'owing  against  a  lease,  spin  o 
leveraged  property  to  a  separate 
aimed  at  rield-oriented  investoi-s 
vrA\  own  40%  of  the  new  REIT. 

Most  of  these  ventui-es  will  have  1 
er  lisk  profiles  than  their  progeni 
"If  you're  confident  of  management, 
theii-  ability  to  be  more  fonvai-d-thin 
and  think  outside  the  reit  frame\ 
may  be  to  your  benefit."  says  Ms 
Coiien  of  Coiien  &  Steei^  Realty  Sh 
If  you're  not  confident  in  managen 
plain-vardUa  reits  may  be  the  best 
By  Suzanne  WooUey  in  Xew  1 
tvith  Stepfmnie  Aiiderson  Forest  in  R 


BRANGHilfilOUT 

Some  leading  real 
estate  investment 
trusts  have  spun 
off,  or  plan  to 
spin  off,  a 
variety  ofi 
ing  businesses. 


CRESCENT  OPERATING 


Crescent  Real  Estate 
Equities  spun  out  this 
company  in  June. 
Holdings  include 
50%  of  a  behavioral 
health-care  company 
and  a  minority  inter- 
est in  a  private  ven- 
ture-capital fund. 


RECKSON  STRATEGIC 


Reckson  Associates 
plans  to  spin  out  a 
company  to  operate, 
in  part,  as  a  real  estate 
venture-capital  fund. 
Its  first  purchase:  an 
Austin  (Tex.)  company 
that  privatizes  student 
housing. 


VORNADO  REALTY 


Analysts  say  Vornado 
may  do  a  spin-off, 
perhaps  to  operate  its 
interest  in  a  refriger- 
ated warehouse  deal, 
as  well  as  opportuni- 
ties stemming  from 
development  of  the 
REIT's  properties. 


KIMCO  REALTY 


Kimco  plans  to  put 
long-term  leases  inl 
a  new  bondlike  REI 
that  offers  investo" 
higher  yield  than  t 
parent  company.  Kl 
CO  doesn't  rule  out 
other  spin-offs. 


RAYTHEON  AIRCRAFT,  THE  WORLD'S  LARGEST 

BUSINESS  AIRCRAFT  MANUFACTURER, 

NOW  HAS  YOUR  COMPLETE  TRANSPORTATION  SOLUTION. 

The  advantages  of  aircraft  ownership  at  a  fraction  of  the  cost. 


You've  always  known  you'd  work  much  more  efficiently  and  comfortably  if  you  owned  your  own  aircraft.  Well,  now  you 

can  afford  to.  With  Raytheon's  new  nationwide  Travel  Air  fractional  ownership  program,  you  can  use  your  brand  new  aircraft 

to  fly  anywhere  from  anywhere,  whenever  you  need  to,  with  only  one  call.  It's  incredibly  easy.  You'll  pay  just  a  fraction 

of  the  cost  of  a  new  plane,  too,  without  any  of  the  overhead.  We  also  offer  the  world's  widest  selection  of  aircraft, 

from  turboprops  (available  on  a  regional  basis)  to  mid-sizejets,  giving  you  maximum  mission  flexibility  and  additional  cost 

savings.  Plus,  we  have  the  largest  service  base  in  the  industry.  To  find  out  more,  call  1-888-TA-GO  FLY  (888-824-6359).  ^iJ^i  eJ  l22 

A  Wholly  Owned  Subsidiary  of  Raytheon  Aircraft 


Raytheon  Aircraft 
Beecif 


Hawker 
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Finance 


BONDS 


ONE  MORE  NAIL 
IN  INFLATION'S 


COFFIN? 

Sagging  indexed  bonds  show  the  market  expects  stable  prices 


When  the  Treasuiy  Dept.  staged 
its  first  auction  of  "inflation-in- 
dexed" bonds  last  January,  the 
new  instruments  were  hailed  by  Wall 
Street's  giizzled  veterans  as  the  perfect 
hedge  against  a  repeat  of  1970s-style 
inflation.  The  rollout  was  also  cheered 
by  Federal  Reserve  policymakers,  who 
were  convinced  that  indexed  bonds 
could  give  them  new  insights  into  the 
market's  outlook  on  future  inflation. 

For  investors,  Ti'easury's  Inflation 
Protection  Securities  (tips)  have  been  a 
disappointment.  Not  only  has  the  value 
of  those  bonds  fallen  below  par,  but 
the  combined  interest  rate  and  infla- 
tion payment  is  far  below  the  6.7% 
year-to-date  total  return  on  the  tradi- 
tional government  bond.  But,  as  a 
barometer  of  future  prices,  tips  are 
sending  a  powerful  signal:  The  explo- 
sive drop  in  interest  rates  in  recent 
months  isn't  based  on  fears  of  an  eco- 
nomic slowdown,  but  reflects  the  mar- 
ket's growing  belief  that  inflation  sim- 
ply isn't  much  of  a  long-term  threat. 
"There's  a  definite  lessening  of  infla- 
tion expectations,"  concludes  Mickey 
D.  Levy,  chief  economist  for  Nations- 
Banc  Capital  Markets  Inc. 
TIPS  SHEETS.  Here's  how  this  new  ciys- 
tal  ball  works:  Economists  track  the  dif- 
ference— or  spread — between  yields  on 
conventional  and  indexed  bonds  with 
the  same  matui'ities.  Interest  rates  on 
indexed  bonds  ai'e  lower  because  hold- 
ers receive  a  separate  payment  equal 
to  the  prevailing  inflation  rate  (table). 
By  contrast,  conventional  bonds  offer 
no  such  hedge.  Investors  are  willinjj  to 
accept  a  lower  rate  on  indexed  bon 's 
for  the  inflation  protection.  By  sul 
tracting  the  interest  rate  on  indexed 
bonds  from  the  return  on  conventional 
bonds,  economists  come  up  with  the  in- 
flation rate  that  investors  anticipate  over 
the  life  of  the  five-  and  10-year  tips. 

This  spread  should  narrow  when  in- 
flation fears  recede.  And  indeed,  that's 
just  what  has  been  happening  in  recent 
months:  When  the  10-year  bonds  were 
first  offered  in  Januaiy,  the  government 
set  the  interest  rate  at  3.44%,  vs.  the 
6.6.%  for  the  non-indexed  bond.  So  the 


inflation  expectation  at  that  time  comes 
to  3.16%.  Following  a  spate  of  favor- 
able news  on  the  inflation  ft'ont,  yields 
on  10-yeai'  Ti-easmies  have  fallen  as  low 
as  5.95%,  while  at  the  same  time,  the  in- 
terest rate  on  10-year  indexed  bonds 
has  risen  only  slightly,  to  3.53%.  Thus, 
according  to  this  new  tips  sheet,  prices 
are  expected  to  climb  only  2.42%  annu- 
ally over  the  next  decade  (chait).  Wliat's 
more,  indexed  bonds  issued  in  Britain, 
Australia,  and  Canada  show  the  same 


THE  INFUTION  GAP  NARROWS 


3.50 


2.25 


THE  YIELD  SPREAD  BETWEEN 
INDEXED  AND  NON-INDEXED 
10-YEAR  TREASURY  BONDS 


JAN. '97 
▲  PERCENT 


DATA:  GRIFFIN.  KUBIK,  STEPHENS  &  THOMPSON  INC 


HOW  INDEXED  BONDS  WORK 

INFLATION  PAYMENT  Every  six  months, 
the  principal  is  adjusted  by  an  amount  equal 
to  the  CPI,  payable  only  when  the  bond  is 
sold  or  matures. 

INTEREST  PAYMENT  Bondholders  receive 
a  check  twice  a  year  for  an  amount  equal  to 
the  prmcipal  multiplied  by  the  interest  rate. 

EXAMPLE 

On  a  $1,000  bond,  if  the  interest  rate  is  3% 
and  inflation  is  1%  after  six  months,  the 
principal  is  adjusted  to  $1,010.  The  investor 
then  receives  a  semiannual  interest  payment 
of  $15.15.  If  inflation  rises  to  3%  by 
yearend,  the  principal  is  adjusted  to 
$1,030.  The  investor  also  receives  another 
interest  payment  of  $15.45.  Assuming  simi- 
lar inflation  over  10  years,  the  investor  will 
receive  $351.54  in  interest  payments  while 
the  prmcipal  will  have  risen  to  $1,343.92. 


pattern — declining  inflation  prem: 
Ti-acking  these  inflation  expect; 
isn't  just  an  academic  exercise.  E 
mists  say  this  new  indicator  pro 
not  only  a  good  gauge  of  how  the 
ket  perceives  the  risks  of  higher 
tion,  "but  what  the  market  t' 
about  current  Fed  pohcy,"  notes  '. 
S.  Wesbury,  chief  economist  for  G: 
Kubik,  Stephens  &  Thompson  Im 
Despite  the  current  bond  rallj 
"real,"  or  inflation-adjusted,  int 
rates  remain  high.  That,  coupled 
the  drop  in  inflation  expectations, 
give  the  Fed  more  confidence  to 
pat  even  in  the  face  of  steady  gr( 
Interestingly,  while  Fed  Chairman 
Greenspan  expressed  his  concer: 
Congi"ess  on  Oct.  8  about  the  near- 
risk  posed  by  tight  labor  markets 
marks  that  spooked  the  stock  mar 
he  also  acknowledged  that  "infl 
premiums,  embodied  in  long-ten 
terest  rates,  still  are  significan 
There  is,  thus,  doubtless 
of  catching  up  to  do."  By 
he  meant  that  the  inflatio 
pectations  built  into  the 
market  are  still  too  higl 
some  Fed  watchers,  the  i 
cation  is  that,  despite 
short-term  concei"ns,  the 
chief  thinks  long-term  int 
rates  could  come  down  fa 
over  time. 

To  be  sure,  some  ec 
mists — and  even  a  few  Fe 
ficials — warn  against  tre 
the  new  indexed  bonds  as 
writ.  Their  argTiment:  Trs 
in  these  complex  securitie 
mains  relatively  light 
economists  don't  yet  hav( 
benefit  of  looking  across 
full  specti'um  of  maturitie 
cause  the  government  has 
issued  .5-  and  10-year  b( 
"Considerable  analysis 
still  be  done  before  we  car 
readings  of  inflation  exp 
tions  and  inflation  risk 
market  prices,"  says  Fed 
ernor  Laurence  H.  Meyei 

But  believers  such  as 
say  skeptics  just  don't  wai 
admit  they've  misjudged 
ongoing  drop  in  inflation- 
thus  refuse  to  believe  it 
remain  low.  What's  more, 
dearth  of  demand  for  indi 
bonds  in  itself  may  be  a 
siu'e  of  how  little  investors 
that  prices  will  accelerate 
of  control. 

By  Dean  F\ 
in  Washini 


li 


OCT.  6 


pentium*][ 


Introducing  HP's  new  Kayak  PC  Workstations. 
They  have  enough  processing  power  to  redesign  anything. 
Including  the  workstation  industry. 

It  isn't  niprely  fast.  It  has  linn'  the  graphics  performaiu  !■  of  Sun's  llltra'"2 
UNIX'  Workstation.  (Al  nearly  half  the  pi'iee.)  Ami  Iwire  the  graiihirs 
performance  of  any  Intel-|}ase(l  niacluni-.  In  fact,  Kayak  is  a  whole  family 
of  PC  Workslal  n)ris,  starting  at  under  $:^()l)0.*  They  have  fcalures  yon 


won't  tiiid 


more  expensive 


machines.  Like  A(iP  graphics  and    ^^jngi— ;■- 

lunjak  XA 


Kuyak  XI' 

FaslRAID  Sf'SI  accelerators.  Imagine  rendering  3.4  million  25-pixeI  triangles 


per  second.  Imagine  getting  home  on  time  for  a  change.  But  we'r("  not  just  a 


leader  in  speed;  we're  the  leader  in  Windows'  NT  PC  Workstations.  And  don't 


forget  our  NT/UNIX  intcroperaliility  backed  by  f)ur  strung  UNIX  heritage. 


All  told,  it's  little  wonder  the  workstation  industry  will  never  be  the  same 


again.  For  a  (|uick  Kayak  jireview,  visit  u'lvivJi pvpsou  rcccoiii/kii  ijnk 


HEWLETT 
PACKARD 


suggested  retail  price.  tOn  select  models  only  HP  FastRAID  is  based  on  Adaptec  RAIDport  technology.  Intel  Pentium  ll-based  PC  Workstation.  Sun  and  Ultra  are  trademarks  of  Sun  Microsystems, 
le  U  S.  and  other  countries,  UNIX  is  a  registered  trademark  in  the  U.S.  and  other  countries,  licensed  exclusively  through  X/Open  Co,  Ltd.  The  Intel  Inside  loqo  and  Pentium  are  reqistered  trademarks  and 


Inside  Wall  Street 


25 


15 


BEST  BUY 
STOCK  PRICE 

WEEKLY  CLOSE 


APR  7,  '97 
A  DOLLARS 


OCT  7 


BY  GENE  G.  MARCIAL 

BEST  BUY  IS 

A  BEnER  BUY  NOW 

In  the  summer  of  1996,  the  short-sell- 
ers were  all  over  the  shares  of  Best 
Buy  (BBV),  a  major  retailer  of  personal 
computers  and  other  consumer  elec- 
tronic (products.  They  had  sniffed  out 
that  earnings  would  be  under  tremen- 
dous pressure  because  of  weakened 
demand  for  such 
EVEN  THE  SHORTS    appliances.  New 
TURNED  BULLISH     York  money  man- 
_       _  ager    Bill  Har- 

I  nisch  was  among 

those  who  made  a 
bundle  by  short- 
ing the  shares — 
as  they  tumbled 
from  26  in  mid- 
June  last  year  to 
aVi  by  mid-Febra- 
ary  this  year.  But 
guess  who  has 
turned  bullish 
lately?  Harnisch 
himself,  who,  as 
the  president  of 
Fortsmann-Leff  Associates,  manages  a 
portfolio  of  $4.5  billion. 

Tlie  dive  was  so  steep,  he  says,  that 
he  felt  Best  Buy  had  to  be  cheap  at  8 
to  10.  And  when  he  saw  how  well  the 
management  responded  to  misfortime — 
slashing  inventones  and  installing  cost 
controls — Harnisch  went  on  a  buying 
binge:  He  has  accumulated  about  10% 
of  the  stock. 

He's  convinced  that  the  company, 
which  generated  sales  of  $7.7  billion 
in  fiscal  1997  ending  Feb.  28,  is  on  the 
way  toward  a  strong  recovery.  "Man- 
agement got  rid  of  nonmoving  prod- 
ucts, cleaned  up  the  balance  sheet,  and 
improved  the  income  statement,"  says 
Harnisch.  He  points  out  that,  while 
management  was  tightening  invento- 
ries, the  store's  sales  have  steadied 
and  improved. 

The  stock  has  also  rebounded  lately, 
scooting  up  to  24  by  Oct.  7.  Harnisch 
thinks  it  could  hit  40  by  the  middle  of 
next  year.  The  stock  has  also  been 
helped  by  a  change  of  heart  among 
several  analysts,  including  Gok man 
Sachs'  David  Bolotsky  and  everen  Se- 
curities' Beth  Richard.  They  argue  that 
the  company's  new  stress  on  profitabil- 
ity, as  demonstrated  by  a  slowdown  in 
expansion  moves  and  better  inventory 


DATA  BLOOMBERG  FINANCIAL  MARKETS 


management  have  substantially  im- 
proved the  prpfit  outlook. 

Analysts  figiu'e  that  Best  Buy,  wliich 
posted  earnings  of  4e  a  share  in  fiscal 
1997  (vs.  $1.10  in  1996),  will  make  72e 
in  1998  and  99g  in  1999.  But  Harnisch 
is  more  optimistic:  He  is  counting  on 
$1.28  and  $1.59,  respectively 

LOANS  NO  OTHER 
BANK  WILL  MAKE 

Every  day,  money  manager  Graham 
Tanaka  sizes  up  four  to  five  new 
stocks  for  his  portfoho,  which  he  be- 
lieves "teeps  him  on  top  of  fresh  ideas" 
and  lets  him  jettison  nonperformers. 
The  method  works  for  Tanaka  Capital 
Management:  Its  $315  milhon  portfolio 
has  grown  49.7%  this  year  through 
Sept.  30,  outpacing  the  29.6%  gain  of 
the  Standard  &  Poor's  500-stock  index. 

Among  Tanaka's  finds  is  FirstPlus 
Financial  Group  (fpfi",),  which  special- 
izes in  home-improvement  and  debt- 
consohdation  loans.  Its  stock  rocketed 
from  19  last  December  to  57  on  Oct.  7. 
After  such  a  tear,  how  much  more  up- 
side swing  does  the  stock  have? 

Tanaka  is  convinced  that  FirstPlus 
will  reach  80.  "It's  a  company  trading 
at  a  price-earnings  ratio  that  doesn't 
reflect  its  fast  earnings  gi'owth,"  says 
Tanaka.  The  company  (formerly  rac 
Financial),  wiiich  earned  28c  a  share  in 
fiscal  1995  ended  Sept.  30,  made  $1.35 
in  1996.  In  1997,  Tanaka  expects  earn- 
ings of  $3.50  and  nearly  $5  in  1998. 

Sales  gi'owth  has  been  just  as  ex- 
plosive. Bear  Steams  analysts  Michael 
Diana  and  Craig  Peckham  figiu'e  fiscal 
1997  will  generate  i-evenues  of  $534 
million,  and  $912 
million  for  1998, 
up  from  last 
year's  $293  mil- 
lion. Some  critics 
say  FirstPlus  op- 
erates in  a  high- 
risk  business.  But 
the  analysts  say 
the  boiTowers  ai-e 
not  bad  risks 
but  simply  fall 
short  of  bank 
requirements. 

Demand  for 
such  loans  is  soar- 
ing, they  say,  because  many  homeowm- 
ers  have  so  little  equity  in  their*  houses 
that  they  are  ineligible  for  loans  from 
commercial  banks.  A  ty[3ical  FirstPlus 
loan  consolidates  existing  credit-card. 


TANAKA:  FirstPlus 
has  a  ivideniiig 
pool  of  borrowers 


automobile,  and  other  obligations  jt 
one  long-temi  loan  with  a  lower  mo|i- 
ly  payment,  and  is  tax  deductible.  | 

HOMEBASE  SITS  0^ 
A  FIRM  FOUNDATIOi 

No,  HomeBase  (hbi)  has  nothing: 
do  with  baseball.  Known  as  Wa 
before  it  spun  off  its  b.j's  'VSHiolej 
Club  to  shai'eholdei-s  on  July  28,  Hc 
Base  generates  sales  of  $1.5  bill 
fi^om  84  home-improvement  supei-stJ 
it  nms,  mainly  in  CalifoiTiia.  To  Jos^} 
Cornell,  equity  research  directoi|i 
Chicago's  High  Yield  Analytics,  Hi>|- 
Base  is  "one  of  the  most  imdervaluti- 
and  ignored — stocks  in  the  industi " 
Although  the  shares  have  dim 
from  6  to  9  so  fai'  this  year,  they  t' 
below  their  book  value  of  $10,  n 
Cornell.  He  thinks  HomeBase  dese 
to  trade  at  a  premium  to  its  book 
ue,  because  cash  flow^  and  eaming-s  1 
been  growing  strongly.  Comell  n 
that  industry  rivals  have  much  hi; 
p-e  ratios.  Home  Depot,  for  insta 
has  a  p-e  of  around  30,  vs.  HomeB 
12,  based  on  a 


Ur- 
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1998  eaiTiings  es  THE  STOCK  HEAl 
timate  of  75c  a      FOR  THE  ROOlt 

share. 

Cornell  figures 
the  stock  is  worth 
13,  based  on  a  {>e 
of  18.  "HomeBase 
is  a  sleeper  in  the 
industry,"  says 
Comell,  one  that's 
just  starting  to 
get  attention.  The 
spin-off  of  rt's,  he 
adds,  gave  Home- 
Base  a  new  man- 
agement that  fo- 
cuses on  the  core 
business.  "Its  rising  revenues,  p; 
itability,  and  depressed  p-e  m 
HomeBase  a  natiu-al  takeover  targ 
says  Cornell.  "I  wouldn't  be  surpri 
if  it  gets  swallowed  up  in  the  n 
year." 

Analyst  Allan  Roness  of  J  W  Cha 
Financial  Services,  says  HomeBaS' 
the  largest  or  second-lai-gest  buildi 
supply  store  in  nearly  all  the  marl 
it  serves.  It  usually  competes  dirC' 
with  Home  Depot,  notes  Ron* 
HomeBase,  he  assures,  "can  defini' 
hold  its  owTi  against  Home  Depot."  ' 
strengthening  economy  and  fast-gr 
ing  population  in  Califomia,  he  at 
will  help  HomeBase  immensely. 


It  starts  at  $2900. 
It  sorts  automatically. 
It  can  staple  in  three  places. 
Its  speed  is  52  pages  per  minute 
It's  from  Xerox. 


X 


Introducing  the 
Xerox  DocuPrint  N32  Networiy^^^ 

You  know  us  tor  copiers,  of  course.  You  probably  don't  know  tlial  oiu-  iielw(jrk  printers 
are  also  settinji  new  benchmarks.  Tlie  DocuPrint  N32  gives  you  blazing  speed  with 
copier-like  o|)tions  you've  never  expected  fi'oni  a  printer,  like  5-|3osition  stiii)ling*  and  a  10- 
bin  niaiibox.  hi  fact,  we've  combined  the  best  features  Ironi  both  sides  of  our  family  to 
give  you  a  new  way  to  think  about  all  your  network  printing.  Just  call  l-H()0-34-XKROX, 
exL  2993.  Or  visit  w\vw.xerox.networkprintcrs.com.  fl's  a  difftniil  line  aj  tlunking. 
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WHY  EDS  IS  HAVING 
TROUBLE  REBOOTING 

There's  lots  to  fix-and  its  deal  with  ex-owner  GM  won't  help 


When  Electronic  Data  Systems 
Corp.  officially  split  from  par- 
ent General  Motors  Corp.  on 
June  7,  1996,  buttoned-down 
EDS  employees  cast  aside  a  longstanding 
iiile  against  drinking  alcohol  during  the 
workday.  Employees  vividly  recall  the 
euphoi-ia  and  popi:)ing  champagne  corks 
that  mai'ked  the  end  of  12  years  of  own- 
ei'shij)  by  the  carmaker. 

The  party  siu-ely  stalled  too  soon.  In- 
stead of  soaiing,  the  $14  billion  computer- 
sei^vices  giant  has  been  stumbling.  Once 
one  of  Wall  Streets  high-tech  darlings, 
Eus  has  had  a  string  of  earnings  disap- 
pointments, sending  its  stock  diving  41%, 
to  $37%.  a  share,  from  a  high  of  more 
than  $68  last  October.  What's  more,  re- 
sults so  fai'  this  yeai'  have  raised  concern 
about  the  company's  financial  controls 
and  long-term  gi'owth  prospects:  Ana- 
lysts estimate  that  revenue  f(jr  1997  will 
gi'ow  an  anemic  :->%,  while  the  informa- 
tion-technology markets  that  EDS  serves 
grow  at  a  robust  14%.  Next  year,  ana- 
lysts project  revenue  up  9%,  still  lag- 
ging behind  the  industry. 


Now,  EDS  execs  are  racing  to  right 
more  than  a  year's  worth  of  wrongs 
with  a  top-to-bottom  overhaul  of  the 
company.  First  up:  cost-cutting,  to  the 
tune  of  some  $500  million  annually  by 
the  end  of  1998.  And  consulting  unit 
A.  T.  Kearney  is  helping  eds  rethink 
everything  from  the  way  the  company 
evaluates  prospective  contracts  to  how 
it  trains  employees.  "We  imderstand  oui' 
issues  and  our  challenges,"  says  ceo 
Lester  M.  Alherthal 
Jr.  "We  understand 
the  marketplace,  and 
we  beheve  we're  mak- 
ing the  appropriate 
changes." 

SLIM  MARGINS.  But  tU'e 
they  enough?  To  be 
sure,  EDS  is  starting  to 
win  some  big  outsourc- 
ing contracts  after  a 
yeai'long  thy  spell.  But 
investors  are  still  con- 
cerned that  profits 
from  those  deals  will 
be  slim  and  take  longer 
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CEO  Alberttial 
^left)  lias  been 

meeting^^^*^ 
employees  at 
all  levels  to  talK 

-and  listen 
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to  hit  the  bottoHi 
There  also  are 
ging  questions 
the   health  of| 
company's  $73 
backlog  of  busj 
and  whether  E 
ecutives  can 
these  big  vdnsi 
fat  profits,  "ed: 
n't  yet  seemed  t 
ure  out  the  foni 
says  R.  Gary  H( 
a  principal  at  Si 
View  Financial  ( 
in  Stamford, 
For  sharehol 
it  is  results 
count,  and 
don't  look  p: 
ing  for  a\j_ 
EDS  acki|i 
edged  in  Ai| 
after  se>^ 
quaiter  eaii 
fell  22%, 
profits  thij 
will  declir 
the  first  time  since 
Analyst  Stephen  T.  McClellan  of  M 
Lynch  &  Co.  estimates  that  eds  \nSih 
$931  million  for  1997,  excluding  ref 
tLU-ing  chai'ges,  down  7%  from  morei 
$1  billion  la.st  yeai:  And  that's  on  re'i 
of  $14.9  billion,  up  only  3%.  Next  ye^ 
figui'es  the  company  will  earn  $1.0l^ 
lion,  a  gain  of  11%,  on  revenue  grov 
9%,  to  $16.3  billion.  "You  have  to  cl 
this  company  around  fairly  materia 
get  them  off  on  a  new  track," 
McClellan. 

There  are  rumblings  that  soff| 
vestors  are  losing  patience.  So 
close  to  EDS  say  U.  S.  Tr-ust  Co.  o: 
ifomia,  the  independent  tnistee  o] 
EDS  holdings — 131  million  shares,  oi 
of  the  company — requested  an 
meeting  to  discuss  its  concerns 
eds'  outside  dii-ectors.  The  pension] 
has  seen  its  eds  stake  plunge  a 
$3.4  billion.  Ne| 
company  would 
ment  on  the  mei 
Alberthal,  a  lo)| 
Texan  known  f( 
collegial  style,  vo| 
jump-start  the  ci 
ny  he  joined  ne; 
years  ago.  His 
plan,  dubbed  F 
By  Design,  inc* 
an  improved  wa 
system  to  d 
problem  contract 
celerated  training: 
grams,  and  new  € : 
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^ive 

man  a  fish, 
e  eats  for 
I  DAY. 

Teach  a  man  to 
fish,  he  eats  for 
a  lifetime. 

enlighten 

him  further, 


he  owns  a 

chain  of 
seafood 
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to  get  his  message  across  to  the  troops. 

The  53-year-old  ceo  is  ah-eady  ti->ing 
to  cope  with  customer  dissatisfaction 
and  falhng  employee  morale.  This  year, 
for  instance,  he  started  tying  compen- 
sation and  bonuses  for 
managers     to  ^^^^^^^ofU 

Some  3,000 
people  ^ave 
been  laid  on, 


and  business 
unitsbavebeen 

consolidated 


customer  satis- 
faction and 
leadership  rat- 
ings,   not  just 
profit  and  sales 
results.  He  and 
his  lieutenants 
also  are  spending 
more  time  on  the 
road  listening  to 
employee  concerns. 
The  top  three  execs 
have  held  25  "town 
hall"  meetings  with 
employee  gi'oups  this 
year,  and  30  more 
are  planned  for  the 
next  two  months.  Al- 
berthal's  message: 
EDS  must  build  bet- 
ter relations  with  custoniei-; 
peifonnance  goals. 

PAYROLL  PURGE.  Executives  are  on  a 
jihad  to  lower  costs.  So  far,  the  compa- 
ny has  wiped  out  8,500  positions  and 
laid  off  3,000  people  from  ED.s'  100.000- 
person  workforce.  The  company  is  also 
consolidating  business  units  and  paring 
upper  management,  with  11  of  150  se- 
nior execs  already  gone  and  moi"e  likely 
to  depart.  Other  savings  will  come  fi'om 
reducing  the  number  of  vendors  eds 
uses  for  such  temporary  services  as 
clerical  and  technical  w'ork. 

But  the  biggest  change  may  be  the 
reengineering  of  how  eds  goes  after 
large  contracts.  This  year,  the  company 
created  special  eoi-jiorate  teams  to  land 
megadeals.  In  the  ])  tst.  some  50  indi- 
vidual business  units  wei'e  allow-ed  to 
pursue  their  own  coiiti-acts.  No  more. 
All  bids  must  now  go  hi-diigh  the  cor- 
porate team  to  allow  beti;  i  cmtrol  over 
pricing  and  profitability.  ;  I:  -  new  ap- 
proach is  getting  results,  :  :i  iiiding  a 
$i.8  billion  contract  with  Comiiit 'nwcalth 
Bank  of  Australia  in  September  ajid  a 
$3  billion  pact  with  BellSouth  Cot])., 
W'hich  is  not  yet  final. 

Moreover,  the  company  has  won  5  of 


the  10  largest  outsourcing  awards  so 
far  this  year,  says  McClellan,  pushing 
its  total  new'-cbntract  signings  to  about 
$12  biUion.  Analysts  expect  a  total  of 
$18  biUion  for  the  year  vs.  1995's  $10.1 
bilUon.  "That's  not  the  sign  of  a  faihng 
business,"  says  analyst  Richard  X.  Bove 
of  Raymond  James  &  Associates. 
Ti'ue.  But  the  trouble  is,  thesi-  deals 


ai'en't  Likely  to  show  up  on  the  bottom 
line  for  a  yeai-  or  more.  Up-fi'ont  costs 
are  considerable,  and  eds  has  adopted 
more  conservative  accounting  prac- 
tices: It  won't  book  profits  until  the 
heavy  lifting  on  a  deal  begins,  t.vpi- 
cally  six  months  to  a  year  into  the  con- 
tract. What's  more,  the  big  contracts, 
in  which  EDS  takes  over  a  customer's 
data-processing  centers  and  absorbs  the 
related  employees,  are  typically  less 
profitable  than  smaller  deals  for  con- 
sulting, applications  development,  and 
other  higher-margin  w^ork. 


Stiff  competition  fi"om  giants  su  0 
IBM  and  Computer  Sciences  Corp.  1  p'" 
mai'gins  on  megadeals  in  the  single  g 
its.  And  with  profits  on  the  gm  si 
ness  also  shiinking,  from  an  estin  ji  > 
12%  to  14%,  analysts  say  eds  w  9  I 
hard-pressed  to  maintain  the  12%  Q  . 
operating  mai'gins  it  enjoved  in  th( 
ly  l!»90s. 

"HARDER  AND  HARDER."  Even  wit 
business  coming  at  a  record  pace,] 
lysts  worry  that  the  gains  cou 
wiped  out  if  eds  runs  into  more  trjj 
on  existing  deals.  Investors  were 
in  August  by  an  $80  million  p: 
WTiteoff  for  thi-ee  problem  cont; 
EDS  also  noted  that  other  tro 
deals — the   company  won't  id' 
them — are  holding  down  eanaings 
pressed  down  harder  and  harder  0 
revenue  accelerator,"  says  Vice-C 
man  Gaiy  J.  Fernandes.  "I  know^fo 
led  us  to  some  bad  decisions. 

Nowhere  will  EDS  be  tested 
sorely  than  at  gm,  w^hich  still  acci 
for  .$4  biUion,  or  nearly  30%,  of 
revenue.  Under  the  teiTns  of  the 
off  agreement 
has  the  right  t( 
out  for  compel 
liids  up  to  $1 
worth  of  busine; 
2005.  GM  also  n( 
ated  retroactive 
cuts  for  ser 
Says  gm's  new 
information  of 
Ralph  Szyg' 
"There's  no 
our  goal  is 
ciency,  not  or 
GM.  but  in  th( 
relationship." 

With  the 
business  like! 
shrink,  EDS 
have  to  grov 
non-GM  busine; 
an  even  faster 
than  the  indi 
just  to  keep  up.  "I  think  ii  would 
mistake  to  underestimate  eds,"  v 
Femandes.  But  he'll  have  to  bac 
those  fighting  words  with  a  lot 
action.  In  the  meantime,  eds  wou 
well  to  keep  the  champagne  on  ic( 
By  Wendy  Zellner  in  Piano, 


c 


accounts  for 

f%  of  revenue, 
flas  negotiated 
^■etroactive 
P^jce  cuts 
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►  Slash  bloated 
bureaucracy  and 
costs.  EDS  has  tar- 
geted $500  mition 
in  annual  saving; 
by  1998,  in  part  jv 
cutting  8,500  jobs. 


►  Halt  years  of  rising 
turnover,  now  about 
16%,  up  from  10% 
in  1994.  Also,  recruit 
more  talent  in  such 
areas  as  the  Internet 
and  Year  2000. 


►  Improve  risk 
assessment  and 
controls  on  troubled 
contracts.  Adopt 
more  conservative 
accounting  policies 
for  risky  contracts. 


►  New  megadeal 
team  must  keep 
landing  big  contrac 
such  as  a  $3.8  bill 
outsourcing  agreenr 
with  Commonwealt 
Bank  of  Australia. 
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TEGiES 


JSTING  OFF 
fE  BRITAMNIGA 

N  owner  has  digital  dreams  for  the  august  encyclopedia 


imember  the  Encyclopaedia  Bri- 
aiinica,  that  venerable  leather- 
)ound  collection  that  took  up 
nost  of  the  family  bookshelf  when 
ire  a  kid?  Without  it,  generations 
ding  scholars  never  could  have 
ble  to  hand  in  then-  science  and 

papers  on  time.  But  those  were 
olden  days — before  cd-roms  and 
3t  became  the  study  tools  of 
for  many  kids.  So  it  seemed  al- 
nevitable  that  the  229-year-old 
ing  house  that  puts  out  the  32- 
eference  series  was  itself  des- 
3  fade  into  history, 
iks  to  Swiss-based  financier  Ja- 
ira,  however,  Encyclopaedia  Bri- 
i  Inc.  is  alive  and  starting  to 
ice  again.  With  no  publishing 
5nce,  the  secretive, 
y  Safra — a  nephew  of 
fled  global  banker  Ed- 
lafra — may  seem  an  un- 
avior  for  the  troubled  im- 
But  Safra  is  betting  he's 
n  to  usher  Britannica  into 
[ital  age.  A  real  estate  in- 
and  the  owner  of  California 
•ds,  Safra  paid  $135  million 

publishing  company  in  1996 
ticipates  sinking  at  least  an 
lal  $30  million  into  the  ven- 

an  attempt  to  revive  its 
I  performance. 
■O  HUSTLE.  In  just  a 
r  18  months,  a  new 

;ment  team  at  Bri-  

— led  by  chief  exec- 
Ion  Yannias,  a  longtime 
investment  adviser — has 

out  a  series  of  promising 
s.  They  include  a  revamped, 
graphics-intensive  cd-rom 
3,  a  complete  onhne  subscrip- 
irvice,  and  a  new  Internet 
engine.  "We  want  to  be  recog- 
s  a  publishing  company  in  the 
;t  sense,"  says  Paul  Hoffman,  the 
editor  of  Discover  magazine  who 
on  in  late  July  as  publisher.  "But 
1  be  true  to  our  heritage.  We 
ome  out  with  a  guide  to  the  50 


hottest  actors  or  the  10  top  sex  sites  on 
the  Web." 

Safra  and  his  team  will  need  to  move 
fast.  Since  1990,  the  privately  held  com- 
pany has  lost  money  in  almost  every 
year.  Estimated  sales  in  the  fiscal  year 
ended  Sept.  30  were  about  $325  million, 
just  half  their  level  at  the  1990  peak, 

CHANGING  TOMES 
Can  the  faltering  229-year-old 
imprint  hold  its  own 
against  snazzier  offerings 
such  as  Microsoft's  Encarta? 


with  any  profits  from  a  turnaround  sev- 
eral years  away  at  best.  Saft-a's  chal- 
lenge is  enormous.  As  book  sales  were 
falling — they're  down  83%  since  1990 — 
the  company's  cash-strapped  manage- 
ment was  slow  to  move  into  electronic 
media.  It  all  but  ceded  the  market  to 
aggressive  upstarts  such  as  Microsoft 
Corp.'s  Encarta.  While  the  software  gi- 
ant offered  cut-rate  deals  on  its  Encar- 
ta CD-ROM  or  gave  it  away  free  wdth 
personal  computers,  Britannica  contin- 
ued to  market  its  book  to  consumers 
for  about  $1,500  a  set — almost  as  much 
as  an  entire  personal  computer. 
HIPPER  AUDIENCE.  Now,  to  turn  it  all 
around,  Safra  is  betting  the  company 
on  the  belief  that  it  can  outmaneuver 
such  powerhouses  as  Microsoft  and  IBM 
with  a  range  of  cd-rom  and  Internet 
services  that  trade  on  Britannica's  fabled 
brand  name.  It's  a  high-risk  strategy 
that  will  test  Safi-a's  patient  capital.  He 
will  have  to  get  consumers  to  defy  the 
current  Internet  culture — where  most 
information  is  free — while  competing 
against  the  marketing  clout  of  Encarta 
and  IBM's  CD-ROM  joint  venture  with 
World  Book. 

Meanwhile,  Safi-a  is  hoping  to  attract 
a  wider,  hipper  audience  with 
the  Oct.  14  debut  of  the  Britan- 
nica Internet  search  engine  that 
will  compete  with  Yahoo!  Inc. 
and  others.  Sci-eened  by  a  staff 
of  30  Britannica  editors,  the  Bri- 
tannica InteiTiet  Guide  promises  to 
function  as  a  sort  of  Net  quality 
police:  When  a  queiy  is  entered, 
its  editors  will  filter  out  marginal 
Web  pages  and  offer  consumers 
what  they  think  are  useful  sites 
on  such  topics  as  geography,  his- 
tory, and  sports. 

Although  the  service  is  free 
to  its  users,  Britannica  hopes  to 
line  up  such  advertisers  as  East- 
man Kodak  Co.  and  General 
Electric  Co.  to  sponsor 
specific  sites.  It  will  also 
direct  users  to  the  fee- 
charging  Britannica  site  to 
pick  up  a  few  additional 
bucks.  And  to  lure  users,  the 
company  has  budgeted  a  multi- 
,,;;-f^     million-dollar  ad  campaign. 

It's  a  nifty  idea  in  theory,  but 
'  j^l^     several  other  editor-screened  search 
^         engines,  including  offerings  ft-om  Mi- 
crosoft  and  Excite,  have  been  scaled 
back  or  scrapped  in  the  face  of  con- 
sumer resistance  to  filtering  the  Net. 
Britannica  executives,  though,  are  con- 
vinced  they  are  offering  a  better  prod- 
W"-  uct.  "What  [the  others]  didn't  have  be- 
lund  them  was  the  brand  and  editorial 
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the  business  future  c„,. . 

dynamic  markets.  At  The  BusDiess  Future  of  the  Amerieas  conl"erence,  hnd  out  ho^ 
top  btisiuess  leaders  successfully  do  business  in  Latin  America  and  what  senic 
government  otficials  are  doing  to  change  the  international  trade  environment.  I| 
you  are  looking  to  start  or  expand  your  business  in  Latin  America,  don't  miss  ths 


premier  annual  gathering. 


of  the  americas 


PRESENTED  BY: 

The  Association  of"  American  Chambers  ot  Commerce 
in  Latin  America  (AACCLA) 

Business  Week  .  :■■ 

HOSTED  BY: 

The  American  Chamber  of  Commerce  in  Guatemala 

SPONSORED  BY. 

Baan  Company 

Hotel  El  Dorado 

Guatemala  Cit\'  Marriott  1 997 

Lotus  Development  Corporation 


WITH  THE  SUPPORT  O: 

AT&T 
Bancate 

Continental  Airlines 
GBM  Soluciones  Integradasi.j 
International  Bonded  Courie; 
Pepsi  ; ; 

The  Document  Company  j 
Xerox 


TURED  SPEAKERS  AT  BUSINESS  STRATEGIES  FOR  A  CHANGING  HEMISPHERE 


itured  Speakers 


ONORABLE 
m  ARZU 

r«?  of  Guatemala 


STEWART  E.  SUTIN 

Senior  Vice-President 
Mellon  Bank 


GERT  ROSENTHAL 

Executive  Secretary 
United  Nations  Economic 
Commission  on  Latin  America 


GARY  COWGER 

President 

General  Motors  of  Mexico 


neeting  of  importance: 


U.S.  Department  of  Commerce 

or  Commercial  Service- 

ual  meeting  will  coincide  with 

Business  Future  of  the  Americas 


Key  business  decision-makers 
from  the  23  American  Chambers 
of  Commerce  in  Latin  America 


SPECIAL-BONUS:  The  Ministers  of 
Economy  ot  Central  America  will  hold 
their  bi-annual  meeting  along  with 
TI.H'  Business  Future  of  the  Americas 


iSINESS 


er  by  mailing  or  faxing  this  coupon  to: 

Ms.  Alicia  MacLean 
Program  Coordinator 
-  AACCLA 
:   '    '  1615  H  Street,  NW 
---   Washington,  DC  20062-2000 
USA 

Fax:  +1  202-463-3126 
Phone:  +1  202-463-5485 
E-mail:  inbox@aaccla.org 

'S$550  for  full  program,  including  weekend  activities. 
■  my:    □  American  Express     ~l  MasterCard     ^  Visa 
it#_  J  L  Exp.  Date  


Name 
Tide  _ 


Company, 

Address  

Ciry 


Zip/Postal  Code  

Telephone  

E-mail  

Primary  Business  . 


State  

Country  _ 

Fax  


Company's  Annual  Revenue  (US$) 


m  the  Web!  Please  visit  us  at 
;uatenet.com/amcham/html/aaccla.htm  for  more 
latibn  on  conference  rates  for  both  AACCLA  and 
ACCLA  membets,  as  well  as  special  tours  and 
ies  lor  delegates  and  spouses. 
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AmCham 
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EXECUTIVE  PROGRAMS 


Beyond  news.  Intelligence. 


A  Division  of  TJw McGraw-Hill  Compa 


The  Corporation 
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quality,"  says  Joan  Julian,  vice-presi- 
dent for  online  sen-ices  at  Britannica. 

Despite  Britannica's  stellar  reputa- 
tion, however,  experts  say  the  odds  ai"e 
against  the  success  of  Safi-a's  strategy'. 
The  online  subscription  service  faces 
the  toughest  battle.  Safra  is  pitching 
the  service  to  universities  and  to  cor- 
porations fi-om  Hewlett-Packard  Co.  to 
Disney.  But  despite  recently  cutting  the 
annual  fee  from  .S150  to  S85.  the  senice 
has  only  11.000  pa\-ing  customei-s  so  fai'. 
While  Safra  vows  to  sign  up  100.000 
users  within  five  years,  millions  of  con- 
sumers are  ah-eady  using  Encarta  and 
Comptons  cd-rom  encyclopedias.  "Bri- 
tannica can  be  the  quahty  leader,  but 
there's  likely  to  be  a  long,  lean  peri-  ™ 
od  for  anyone  tning  to  sell  infor- 
mation." says  Bill  Doyle,  senior  ana- 
lyst at  Forrester  Research  Inc.  in 
Boston.  "The  problem  is  that  there 
ai-e  so  many  reasonable  and  fi-ee  oi> 
tions  that  are  good  enough." 

To  exploit  Britannica's  wealth 
of  information  more  fully.  Safra  is 
ordering  up  development  of  CD- 

ROMS     on     subjects    m    j  h  -  yi — m 

ranging  from  black 
history   to  Shake- 
speare while  eyeing 
specialized  cable-TV 
programming.  And 
for  those  who  still 
like  to  crack  open  a 
big.    heavy  tome. 
Safra  has  cut  deals 
with  300  bookstores 
and   super  chains, 
which  are  stocking  the  books  at  a 
still-pricey  Sl,500. 
altruism'.  Why  should  Jacob  Safra 
care  about  the  plight  of  a  floundering 
encyclopedia  company?  Although  Safi'a. 
a  gi'aduate  of  the  University  of  Penn- 
sylvania, isn't  talking,  those  close  to  him 
say  his  motivation  seems  to  be  as  much 
altiuistic  as  financial.  Members  of  his 
management  team  describe  Safi-a's  stew- 
ardship as  a  quest  to  pres^n  e  what  he 
considei-s  a  ctiltiu-al  treasiu-e.  whose  ear- 
ly contributors  included  John  Locke  and 
Benjamin  f^rankhn.  For  most  of  its  lus- 
toiy.  the  Encydopaedia  Britannica  has 
been  an  august  repositoiy  of  serious  in- 
formation. Packed  inside  its  volumes, 
stretching  four  feet  on  a  bookshelf,  is 
waiting  from  80  Nobel  lam-eates.  There 
are  a  staggering  300  entries  between 
Mozail  and  mussels. 


As  a  yotith.  Safi-a  often  lost  himself  in 
the  musty  pages  of  the  family  Britan- 
nica. according  to  fiiends.  He  wants  fu- 
ture generations  to  have  access  to  the 
same  intellectual  univei-se  at  the  click  of 
a  mouse.  "WTien  the  opporttmity  to  own 
Britannica  came  up,  it  was  almost  a 
dream  come  tnie,"  says  ceo  Yannias,  a 
longtime  Safi'a  confident.  "Making  mon- 
ey wasn't  the  sole  driving  force."  j 
A  good  thing,  too.  When  Safi-a  took  I 
control  of  Britannica.  he  fotmd  an  ossi- 
fied management  ctilttu'e,  dominated  by 
book  salesmen.  The  company  had  re- 
peatedly botched  its  new-product  de- 
velopment. For  nearly  a  decade,  senior 
managers,  editors,  and  owners  squab- 

BRITANNICA'S 
BLUEPRINT  FOR  SURVIVAL 

BOOKS  With  an  83%  sales  drop  since 
1990 — partly  due  to  ending  its  direct  home 
sales — Encyclopaedia  Britannica  is  pushing 
distribution  in  300  bookshops  and  super- 
store chains.  Plans  a  revised  kids'  edition. 
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ONLINE  Has  cut 

annual  encyclopedia 
subscription  prices 
from  $150  to  $85.  On 
Oct.  14,  it  will  launch 
a  free  search  engine 
with  sites  screened  by 
Britannica  editors. 

CD-ROMS  Britannica's 
new  $125  disk  set 
offers  full  encyclopedia 
Is  developing  CDs  on 


text  plus  a  dictionary, 
topics  from  Shakespeare  to  black  history. 

bled  over  countless  strategies.  One  big 
misstep:  selHng  the  company's  Comp- 
ton  unit,  a  CD-ROM  pioneer,  for  S57  mil- 
lion in  1993.  Britannica  also  made  a  mis- 
guided and  unprofitable  diversification 
into  after-school  reading  centers.  So 
powei-ful  was  the  hold  of  Britannica's 
old  direct-to-home  sales  force  on  the 
culttire  that  when  the  fii'st  Britannica 
CD-ROM  was  finally  introduced  in  1994.  it 
was  priced  at  a  staggeiing  Si. 200.  more 
than  foui-  times  Enearta's  sticker  price. 

Within  months  of  buying  the  com- 
pany. Safra  slashed  the  price  to  S300. 
And  he  sacked  the  entire  500-person 
book  sales  force.  The  move  meant  book 
sales  plummeted  even  more  dramati- 
cally than  before.  But  it  also  opened  up 


the  company  to  new-product  posij 
ties.  Then,  Safra  aggressively  jrei 
away  top  talent  from  pubUshing,  j^fi 
ware,  and  packaged-goods  compjfe; 
From  Walt  Disney  Co.'s  Discover  kg 
azine.  he  tappeci  Hoffman,  w^hcAai 
boosted  the  science  magazine's  cfcu 
lation  by  50%,  to  1.2  miUion,  b;pp 
pealing  to  a  more  general  audieny 
MURKY  OUTLOOK.  Hoffman  and  thckt_ 
ers  will  have  their  work  cut  ov^j 
them.  Even  some  of  Britannica's  bij 
fans  wonder  whether  there  wi 
enough  mass  appeal  for  its  high-ei'i 
ferings.  "There  is  not  another  pr| 
like  Britannica.  It's  the  best  ther 
says  Nancy  P..  John,  libi^ary  mana 
"  the  University  of  Illinois  at  Ch 
"But  is  intellectual  content 
tiling  the  entertainment  societ; 
embrace"?"  Competitors  put  it 
succinctly.  Craig  S.  Bartholo 
Microsoft's  reference  group  ge 
manager,  says  drily:  "Many  a 
ness  model  has  run  into  the 
and  died." 

Indeed,  it  is  unclear  how 
will  actually  manage  to  btiild  a| 
ness  ai'ound  a  subscription-basq 
hne  infoiTnation  senice.  To  in 
brand  recognition,  he  is  almos 
ing  away  the  senice  to  unive" 
charging  just  50c  per  student 
despite  the  plethora  of  cheap 
teiTiatives.  he's  convinced  th 
Britannica  name  will  someho 
peal  to  consumei*s  as  an  altei 
to  all  the  clutter  on  the  Net 
few  subscribers  who  are  ah 
signed  up  cleaiiy  piize  their  B 
nica  subscriptions.  "There  ai-e 
sands  of  little  things  you  nee 
swers  to  when  you  ai'e  w^iting,"' 
Chere  Wood,  a  sci'eenwiiter  and  i 
tor  in  Bountiftil,  Utah. 

Still.  Safi-a  must  con\ince  many, 
more  consumers  awash  in  infom  i 
that  there's  a  real  store  of  value  i 
Britannica  legacy  and  that  its  new- 
of  editors  can  maintain  and  expa 
"Clearly,  we  don't  have  the  dolls 
Microsoft  or  IBM,"  reflects  Yannias 
our  tradition  and  trademark  ai-e 
more  than  that."  Yannias  and  his 
Safi-a.  had  better  be  right.  Othen^ii  i 
amount  of  money  will  keep  the 
that  Ben  Frankhn  helped  wiite  o 
shelves  and  in  the  hai'd  chives  of  4 
ican  consumers. 

By  Richard  A.  Melcher  in  Ch 


"We  will  be  true  to  our  heritage.  We  won't  come  out 
with  a  guide ...  to  the  10  top  sex  sites  on  the  Web" 


IT  chal lenges  are  expanding  faster  than  your  staff,  you  users  from  a  single  console,  and  manage  applications  and 

be  looking  at  Tivoli's  TM  E  10™  enterprise  management  events  on  an  enterprise  scale.  And  because  so  many  vendors  work 

■e.  It  controls  all  your  systems,  networks  and  applications  with  our  uniquely  open,  scalable,  cross-platform  framework,  you 

he  data  center  to  the  desktop.  So  you  can  increase  can  count  on  choosing  best-in-class  products.  Something  else  to 

;ivity  by  automating  routine  tasks  and  giving  a  leaner  IT  count  on:  As  an  IBM  company,  we  can  support  your  enterprise 

e  power  to  manage  anything,  anywhere.  You  can  enhance  wherever  you  do  business -no  matter  which  vendors  you  choose, 

ility  by  proactively  managing  distributed  systems.  You  To  see  how  we  can  help  you  better  leverage  IT  assets,  visit 

loy  software  like  SAP  R/3  or  Lotus  Notes  to  thousands  of  Tivoli  Systems  Inc.  at  www.tivoli.com  or  call  1  800  2TIV0LI. 


\EH  YOUR  "TO-DO"  LIST  GETS  BIGGER  THAN 
YOUR  IT  BUDGET,  IT'S  TIME  FOR  TIVOLI. 


THUNDERBIRD:  Key  to  the  World 


EXCELLENCE:  Key  to  Success 


An  average  of  250  companies  recruit  THUNDERBIRD  graduates  every  year. 
THUNDERBIRD  alumni  work  in  more  than  9000  organizations 
and  live  in  130  countries. 


*  The  Master  of  International  Management  degree  -  M.I.M. 

^  The  Executive  Master  of  International  Management  Program  -  E. M.I.M. 

#The  Post  M.B.A.  degree 

AACSB  Accredited 

Ranked  Number  One  for  International  Business  by  U.S.  NEWS  &  World  Report 

THUNDERBIRD 

Thk  Amerk  an  Gradi'ate  School 

OF  iNTtRNATION \I  MaN.\(.EMENT 

15249  North  59th  Avenue  •  Glendale,  AZ  85306-6003 

41  Admissions:  41  Corporate  Recruiting: 

Tel.  1-800-457-6940  '  Tel.602-978-7245 

Fax. 602-439-5432  Fax.602-978-1 41 0 

e-mail:  t-bird@t-bird.edu  •  http://www.t-bird.edu     e-mail:  careers@t-bird.edu 
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Professionals  who  are  serious  about 
moving  ahead  know  that  advanced 
eation  has  become  a  necessary  step 
on  the  corporate  ladder. 

he  annual  Business  Week  Executive 
Education  &  MBA  Directory  offers 
valuable  information  on  leading 
jcational  institutions  and  programs. 


formation  regarding  advertising  in 
The  1998  BusinessWeek 
Executive  Education  &  MBA  Directory 
please  call  312-464-0500 


Wharton 


Think  your  corporate 
strategy  is  ironclad? 


Think  again.  The  skills  and  knowledge  that  made  you  successfu;! 
in  an  age  ot  chivalry  may  only  slow  you  down  in  the  age  of  hyper-<  :i 
competition.  The  armor  that  was  an  advantage  is  now  a  burden.  In 
this  dynamic  time,  true  security  comes  from  learning  and  flexibilitji 


Wharton  Executive  Education  will  suit  you  up  to  win.  Each  year, 
more  than  10,000  executives  come  to  Wharton  to  discover  sharp  i 
new  tools  to  aid  their  companies  and  their  careers.  While  we 
take  you  to  the  Grail,  we  can  lead  you  to  some  of  the  latest  wisdo 
about  leadership,  management,  marketing  and  finance  so  you  can 
break  out  of  your  old  mindset.  With  a  mix  of  more  than  200  pro- 
grams, we'll  help  you  hone  your  skills  for  the  competitive  contests 
that  lie  ahead. 

Come  to  Wharton.  Chivalry  may  be  dead,  but  you  don't  have 
to  be. 

•  Mergers  and  Acquisitions 

January  11-16,  1998  •  May  31-June  5,  1998 

•  Leading  the  Effective  Sales  Force 

January  25-30,  1998 

•  International  Forum 

January  14-18,  1998  (Bruges)  •  May  13-17,  1998  (Kyoto) 
Spiriii/  Session:  December  2-6,  1997  (Bangkok) 

•  Creating  Value  Through  Financial  Management 

February  15-20, 1998 

•  Human  Resource  Business  School:  Aligning  Human 
Resources  to  Business  Strategy 

November  9-14,  1997  •  March  1-6,  1998 


Executive  Education 


Aresty  Institute  of 
Executive  Education 

T'hc  W  harton  Scliool 
University  of  Pennsylvania 


Secure  your  future. 


For  our  complete  catalog  of  executive  programs,  please  contact  Wharton  at 
1.800.255.EXEC  ext.  2062  (m  the  U.S.  &  Canada),  1.215.898.1776  ext.  2062  (worl^ 
wide),  1.215.386.4304  dept.  2062  (fax),  or  execedfgwharton. upenn.edu  (e-mail] 
Or  visit  our  web  site  at:  http://www.wharton.upenn.edu/execed. 


8    EXECUTIVE  PROGRAMS 

Business  School 


General 

Management  Programs 

Stanford  Executive  Program 

June  21  -  August  4, 1998 

Executive  Program  for 
Growing  Companies 

March  1-13, 
july  19 -July  31, 1998 

Stanford-N.U.S. 
Executive  Program 

August  9  -  28, 1998  (in  Singapore) 

MS  Degree  Program 

Stanford  Sloan  Program 

September  2,  1998  -July  7,1999 


For  more 
information  contact 

Office  of  Execjjtive  Education 
Stanford  Business  School 
Phone:  (650)  723-3341 
Fax:  (650)  723-3950 
Ask  for  Dept.  98B 

E-mail: 

Executive_Educations6SB.Stanford.edu 
Web  Site: 

http://www-gsb.stanford.edu/eep 


ipeciaiiied  Programs 

Advanced  Negotiation 
Program 

January  21  -  24,  1998 

Managing  Technology  and 
Strategic  Innovation  -  NEW 

February  15  -  20,  1998  * 

Market  and  Credit  Risk  for 
Financial  Institutions  -  NEW 

March  8  -  11,  1998  (in  London) 

Managing  in  Groups 
and  Teams 

March  22  -  27,  1998 


Negotiation  and 
Influence  Strategies 

April  19-24,  Nov.  1  -6, 1998 

Strategic  Uses  of 
Information  Technology 

May  3-8, 1998 

StoreWars:  Meeting 
Challenges  in  the  Packaged 
Goods  Industry  -  NEW 

May  14-19, 1998 

Leading  and 
Managing  Change 

June  21  -  July  3, 1998 

Product  Development  and 
Manufacturing  Strategy 

July  5-17,  1998 

Financial  Management 
Program 

July  5-17, 1998 

Executive  Program  in 
Strategy  and  Organization 

August  2  - 14, 1998 

Marketing  Management: 
A  Strategic  Perspective 

August  2  -  14, 1998 

Human  Resource 
Executive  Program 

September  13  -  18,  1998  | 


Invest  in  Futures. 
Yours. 

For  many  of  tke  most  respected  names  in 
business,  investing  in  tke  future  kegan  witk  a 
BaLson  MBA.  Our  One-Year,  Two-Year  and 
Evenmg  MBA  programs  feature  an  innovative 
urriculum  tkat  prepares  entrepreneurial  leaders  to 

succeed  in  a  changing  glokal  environment. 
BaLson  is  consistently  rated  #1  in  tire  nation  in 
intrepreneurial  studies.  For  information  on  MBA 
programs  or  our  Sckool  of  Executive  Education, 
call  toll-free  today.  Or  visit  our  wek  site  at 
kttp://\vww.kakson.edu. 

nam  an  MBA  rrom 
tke  entrepreneurial  leader. 

1-800-488-4512 

BAB  SON 


NOVER 

m 

omvES 

OHAVE 
►ANDED 

INESS 
)WLEDGE 

Rice 

SYEAR. 


RICE 

Executive  Education 


Rice  University's  innovative 
executive  education  programs 
have  helped  thousands  of 
executives  improve  their  perfor- 
mance and  enhance  their  career 

Programs  build  skills  in 
Leadei^hip,  Finance,  Accounting, 
Marketing,  Strategy.  Management 
and  more. 


For  more  infomiation: 

(713)527-6060 


www. rice.edu/txecdev 


What  About  Tomorrow? 


One  thing  is  certain. .  .tomorrow^ 
outcome  depeiiJs  upon  what  you  do 
tcuiay.  Another  certainty  is  that  you 
will  require  an  excellent  education  to 
succeed  in  an  increasingly  complex 
tomorrow. 

Earning  your  undergraduate  and  m 
advanced  degrees  are  important  steps 
toward  achieving  your  career  goals. 
And  the  time  to  start  is  now. 

Recognized  as  an  innovative 
leader  in  management  education  for 
husiness  professionals,  Pepperdine 
University  will  provide  you  with  the 
knowledge  and  credentials  to  reach 
your  career  potential. 

Call  1-800-488-8616,  ext.  100 
for  further  information  about  our 
programs. .  .ti)day. 


MBA 

EMBA 

P/KE 

MSTM 

MSOD 

MIB 

BSM 

Master  of 

Executive 

Presidential/ 

Master  of 

Master  of 

Master  of 

Bachelor  o 

Business 

Master  of 

Key  Executive 
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PEPPERDINE  UNIVERSITY 


THE  GRAZIADIO  SCHOOL 

of  Business  and  Management 


1-800-488-8616,  ext.  100 

Pepperdine  University  Plaza  •  400  Corporate  Pointe  •  Culver  City,  CA  90230 


Peppei  '   "  IS  accredited  by  the  Accrediting  Commission  for  Senior  Colleges  and  Universities  of  tfie  Western  Association  of  Schools  and  Colleges  and  H 

Member  School  of  the  American  Assembly  of  Collegiate  Schools  of  Business.  j 


Over  40  Years  of 
Executive  education 

General  Management  Programs 
Operations/Logistics/Purchasing 

Human  Resources  Programs 
Business-to-Business  Marketing 
Custom  Programs 


TO  RECEIVE  PROGRAM 
INFORMATION,  PLEASE  CALL: 

Toll-free  within  U.S.:  (800)  311-6364 
Outside  U.S.:  (814)  865-3435 
Fax:(814)865-3372 
E-Mail:  psep@psu.edu 
Web  Site:  http://www.smeal.psu.edu/psep 


Penn  State 


Executive 


P  R  O  G  R  AM  s 


The  Smeal  Coll.-ge  of  Business  Adminisiralion 


Tuck 

at  Dartmouth 

Cutting-edge  concepts 

World-class  teaching 

Bottom-line  application 


ack  Executive  Programs 

For  more  information,  contaa  us  at: 
Tel  603.646.2839 
Fax  603.646.1773 

E-mail:  tuck.executive.eduaition@dartmouth.edu 
Web  site:  www. 1 1 , 1 1 th 1 1  n  1 1  ti . rJ  n  'n  i ^  k  'c \  cc -^-t I 


Today's  Choice  For 
Tomorrow's  Business  Leaders. 

If  you're  looking  for  the  best  in  contemporary,  innovative 
graduate  business  education,  look  to  Kellstadt.  We  offer  the 
world's  only  M.B.A.  in  International  Marketing  G  Finance 
(MBA/IMF),  an  18-month  intensive 
program  with  an  international  practicum; 
and  nine  other  M.B.A.  concentrations- 
plus  specialized  degrees  in  Accounting, 
Finance  and  Taxation.  There's  even  a 
Weekend  M.B.A 
Our  faculty  of 
over  200  experts 
offers  a  hard- 
hitting, practical 
approach  to  graduate  business 
education.  All  in  the  heart  of 
Chicago,  where  thousands  of  DePaul 
alumni  give  our  students  a  direct  link 
to  one  of  the  world's  premier 
industnal  and  financial  centers. 

It's  no  wonder  Kellstadt  is 
consistently  ranked  among  the  best 
business  schools  in  the  country.  To 
find  out  more,  call  312/362-8810.  Or  fax  us  at  312/362-6677: 
E-mail:  mbainfo  (o  wppost.depaul.edu 


Top  10  in  Part-Time 

Programs: 

U.S.  News  Si  World  Report 

3  consecutive  years 

Top  25  in  Entrepreneursliip 

Success  Magazine 

4  corKeame  years 

Finalist 

"College  of  the  Year" 

Time/The  PrirKeton  Review  1 998 

^DePaulUniversity 


Kellstadt  Graduate  School  Of  Business  •  Chicago 


Intellectual  Capital 

Smart  Investors  Rely  on  Texas  A&Ms  ' 


LowRY  Mays  College  &  Graduate  School  of  Business 


The  organizations  that  will  thrive  in  this 
new  world  of  constant  change  hire  the 
best  people  they  can  find,  develop  them 
continuously,  involve  them  personally, 
provide  the  latest  in  operational  knowl- 
edge, and  reward  tliem  generously. 

The  Lowry  Mays  College  &  Giuduate 
School  of  Business'  MBA  Program 
supports  your  intellectual  capital  develop- 
ment and  needs. 


Recruiting  A&IVI  IVIBAs 
Yieids  High  Rate  of  Return 


Our  MBA  program  goes  far  beyond  simple 
knowledge  transfer.  By  focusing  on  com- 
petencies and  skills  that  help  our  students 
perform  even  as  specific  knowledge 


continuously  advances,  our  graduates  add 
value  to  your  intellectual  capital  with  their 
strong  work  ethic  and  their  abilities  to 
learn,  adapt  and  excel  in  your  industry's 
competitive  markets. 

That  is  why  so  many  successful  busi- 
nesses have  turned  to  Texas  A&M  time 


and  time  again  when  searching  for  o 
standing  MBA  professionals  to  add  t] 
their  staff. 


Profit  By  Becoming  an  A&M  IV 


Decided  your  future  includes  eaniinj 
MBA?  Investing  in  our  program  will 
increase  your  intellectual  capital  anc 
yield  extraordinaiy  returns. 

We  welcome  the  opportunity  to  se 
your  intellectual  capital  needs  now  a  in 
the  future. 

MBA  Program 
Lowry  Mays  College  & 
Graduate  School  of  Busines 
Texas  A&M  University 
409  845  4714 
Website:  mba-grad.tamu.edu 
E-mail:  mba-office@mba-lab.tamu.i 


If  you're  headed  for  the  top, 
dress  for  the  climb. 


I5entlcy',s  gratliiate 
business  programs  are 
nationally  accredited.  Our 
acuity  of  teachers/scholars 
have  real  world  experience 
Only  minutes  from  L^oston. 
Beniley  (jffers: 

•  An  MBA  with  16 
concentrations. 

Six  Ma.'itcr  ol  .Science 
progranrs  in  hu.sine.s.s 

An  on-site  tinancial 
Trading  Room, 

Travel  .ibroad,  mentor  and 
Ncr\  icv  learning  prtjgranis 

•Credit  I  n'  previous  course  work. 

L'or  more  iul' )i  ination  call  l/80(V4'i2-4723  or 
(on.sLilt  our  wei)  page  at  wv\w.bentley,edir 


J: 


ejBENTLEY 


TIII.\'K  MlliAIl  STAY  AHEAD. 


Committed  to  thd 
Graduate  School 
Marketplace 


•  Award-winning  editorial 
that  provides  students  with 
an  invaluable  bridge  betwe 
theory  and  reality. 

•  Enhanced  and  expande 
B-School  Information  on 
Business  Week  Online  on 
(Keyword  BW)  and  the  We 
(www.businessweek.  com 

•  Join  the  weekly  B-School 
chats  on  the  Business  We 
site  on  America  Online.  (To 

subscribe  to  America  Online  call  1-800-641-4848) 

•  Straight  facts  and  first  hand  information  on  the  to 
programs  in  Business  Week's  Guide  To  The  Best 
B-Schools  book. 


lSKCiAlREHirrSI3MU.iUI3INUS  . 


BusinessWeek 


THE  BEST 


SCHOOLS 

WTiartan  w  Michigan  <t  Northwestern 

Hatvard  «  Virpitia  »  Cotombia 
lift 


•  Exclusive  student  subscription  rates  available  by 

calling  1-800-635-1200.   

(27  weeks  for  $19.95 
or  51  weeks  for  $35.00). 


BusinessWeei 


WAI.  I  H,.\.M   M.\  I 


3ev(iut/  ncii's  liz/elligencc'l 


The  University  of  North  Carolina  at  Chapel  Hill 


...  And  ushering  in  a  new  era 
of  global  business  education. 


'  S  uperior  teaching  and  a  collegial  culture 
create  extraordinary  learning  experiences  at 
Kenan-Flagler  Business  School  Innovative 
teaching  and  research  add  real-world  value 
for  students  and  corporations  around  the 
world.  Our  accessible  faculty  and  staff  help 
students  achieve  their  individual  career 
goals.  We  share  a  rare  commitment  to 
building  strategic  corporate  partnerships  that 
benefit  our  rich  progiam  portfolio  while 
meeting  corporate  needs  Now,  with  the 
opening  of  our  McColl  Building,  we  usher  in 
a  new  era  of  global  business  education. 

MBA  Program 

mba_info@unc  edu 
919-g62-3236 

Executive  MBA  Program 

emba@unc  edu 
919-962-4499 

Executive  Education  Programs 

unc_exec@unc  edu 
919-962-3123 


www.bschool.unc.edu 


KENAN-FLAGLER 

USINESS  SCHOOL 

UNC-CHAPEL  HILL 


6/f} 

J  I  ith  more  than  50  years  of  experience  in  executive  education,  the 
University  of  iMichigan  Business  School  is  a  proven  leader  in  developing 
top-achieving  executives.  Business  Week  and  The  Wall  Street  Journal  rank 
Michigan  first  in  e.xecutive  education. 

Today,  successful  leadership  demands  innovative  thinking  with  a  global 
perspective.  Executives  from  all  over  the  world  look  to  our  executive 
development  programs  to  acquire  the  concepts  and  high-impact  ideas  they 
need  to  excel  in  today's  competitive  environment.  These  are  the  leaders  who 
will  take  their  companies  to  the  forefront  of  the  21st  century 

Join  the  successful  business  leaders  who  have  benefited  from  the  experience, 
associations,  and  expertise  only  available  at  Michigan.  For  more  information 
or  a  free  program  catalog  call  313.763.1003,  ext.  237. 


EXECUTIVE    EDUCATION  CENTER 

UNIVERSITY     OF     MICHIGAN     BUSINESS  SCHOOL 

Ann  Arbor,  Ml  48109-1234  USA  •  Phone:  313  763  1003  •  Fax:  313  763.9467 
World  Wide  Web'  http://www,bus-umich,edu  •  E-mail:  um  exec  ed@umich  edu 


EXECUTIVE 


E    D    U    C    A   T  I 


DUKE  UNIVERSITY 

THE  FUQUA  SCHOOL  OF  BUSINESS 
BOX  90116 

DURHAM,  NC  27708-0116  USA 

EUROPEAN  OFFICE       BRUSSELS,  BELGIUM 
ASIAN  OFFICE  JAKARTA,  INDONESIA 


mp^  III?  Mtitep  Hoik 

Duke  University's  Fuaua  School  of  Business  helps  you  st 
a  step  ahead  in  today's  global  marketplace. 

Our  programs  are  recognized  worldwide  as: 

Innovative 

Learn  cutting-edge  business  practices  from  top  faculty  in 
an  environment  supported  by  state-of-the-art  technology. 

Global 

Increase  your  understanding  of  global  business  trends 
and  build  a  network  of  International  business  leaders. 

Rigorous 

Enhance  your  management  skills  by  participating 
in  an  intensive,  interactive  learning  experience. 

flexible 

Attend  programs  offered  in  a  variety  of  formats 
to  accommodate  your  demanding  schedule. 

Our  programs  help  you  manage 
more  effectively  throughout  your  career 


GLOBAL  EXECUTIVE  PROGRAM 

For  senior  executives  managing  the  challenges  of  globalizati 
Interact  with  experts  from  academia,  business  and  governmc 
with  a  focus  on  development  of  strategies  to  compete  in  Eurc 
Asia  and  the  Americas. 


ADVANCED  MANAGEMENT  PROGRAM 

For  senior  executives  responsible  for  creating  strategy  and 
positioning  a  business  for  the  long  term.  Expand  your 
knowledge  of  issues  shaping  the  competitive  environment, 
global  business  and  development  of  strategies 
to  lead  organizational  change. 

PROGRAM  FOR  MANAGER  DEVELOPMENT 

For  high-potential  managers  making  the  transition  from 
functional  to  general  management  responsibilities. 
Broaden  your  understanding  of  the  integration  of  functional 
areas  across  the  firm,  leadership,  decision-making,  risk 
management  and  business  performance  measurement. 


For  more  information: 

Tel  800-372-3932  (USA) 

or  919-660-8011 

Fax  919-681-7761 

E-mail  fuqua-execed@mail.duke.edu 


DUKE 


THEFUaUA 

SCHOOL 
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ARDEN 

iduate  School  of 
>iness  Administration 
iversity  of  Virginia 


OPEN-ENROLLMENT  PROGRAMS 

Our  programs  are  designed  and  delivered  to  take  full  advantage  of  the 
diversity  of  experience  found  in  participants  from  a  variety  of  industries, 
cultures,  and  functional  backgrounds.  We  offer  programs  in  the  areas  of 
General  Management,  Finance,  Leadership  and  Organizational  Change, 
Marketing  and  Sales,  Operations,  and  Special  Topics. 

COMPANY  PARTNERSHIPS  AND  CONSORTIUM  PROGRAMS 

Darden  welcomes  the  opportunity  to  work  with  organizations  in  the  design 
and  development  of  program  and  research  activities  tailored  to  achieve 
specific  corporate  objectives  and  focused  on  key  corporate  issues.  In 
addition,  Darden  consortium  activities  encourage  involvement  by  groups  of 
companies  in  the  design  of  programs. 

□  OPEN-ENROLLMENT  PROGRAMS 

□  COMPANY  PARTNERSHIPS  AND  CONSORTIUM  PROGRAMS 


Yes!  Send  me  more  information.  Check  the  appropriate  box(es)  and 
fax/mail  to:  Executive  Education  •  The  Darden  School  Foundation  • 
University  of  Virginia  •  P.O.  Box  6550  •  Charlottesville,  VA  22906-6550. 
Phone:  804-924-3000  •  Fax:  804-982-2833  •  Email:  Darden_Exed@ 
Virginia.edu  •  Home  Page:  http://www.darden.virginia.edu/execed/ 
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Company - 
Address  _ 
City  


Title  — 
Phone 


State 


Postal  Code 


Country 


Fax 


For  information  regarding  advertising  in 

The  1998 

Business  \^ek 
Executive 
Education  & 
MBA  Directory 

ease  call  312-464-0500  or  fax  312-464-0512 
Pite:  Business  Week  Advertising 
10  North  Michigan  Avenue,  Suite  2010 
ilcago,  IL  60611 


For  more 
information 

about 
advertisers 
in  this  directory 

see  the 
following  page... 


SPECIAL   ADVERTISING  SECTION 


Free  Information  For  The  Readers  Of 


BusinessWeek 


Be)  ond  fieu  s.  iuteUigence. 

Want  More  Information  About  Advertisers  In  This  Directory? 

1.  Review  the  list  of  advertisers  below. 

2.  Circle  the  corresponding  number  on  the  adjacent  postage-paid  reader  service 
card,  complete  the  necessary  information  and  drop  in  the  mail. 

3.  Or,  call  toll-free  24  hours  a  day,  7  days  a  week,  1-800-345-4331 
Order  Code  #971020 


1-  Amos  Tuck  School  of  Business  at 
Dartmouth  College 

2.  Babson  College  Undergraduate  Programs 

3.  Babson  College  MBA  Executive  Education 

4.  Bentley  Graduate  School  of  Business 

5.  Boston  College 

6.  Boston  University 

7.  Bowling  Green  State  University 

8.  California  State  University.  San  Marcos 

9.  Claremont  Graduate  School 

10.  College  of  William  &  Mary 

11.  Colorado  State  University 

12.  Cornell  University  Johnson  School  of 
Management 

13.  DePaul  University  Kellstadt  Graduate 
School  of  Business 

14.  Fordham  Graduate  School  of  Business 

15.  Georgia  State  University 

16.  Heriot-Watt  University 

17.  ISIM  University  -  Distance  Learning 
Graduate  Programs 

18.  Loyola  University 

19.  New  Jersey  Institute  of  Technology 

20.  New  York  University 

21.  Ohio  University  Executive  Education 

22.  Ohio  University  The  MBA  Without 
Boundaries 

23.  Oklahoma  State  University 

24.  Oregon  Joint  Professional  Schools  of 
Business 

25.  Penn  State  Universu, 

26.  Pepperdine  University/George  L.  Graziadio 
School  of  Business  and  Mc  -lement 

27.  Rice  University 

28.  Saint  Mary  s  University 


29.  San  Diego  State  University 

30.  Smith  College 

31 .  Southern  California  University  for 
Professional  Studies 

32  Stanford  Graduate  School  of  Business 

33.  Temple  University 

34.  Texas  A&M  University 

35.  Thunderbird  ■  The  American  Graduate 
School  of  International  Management 

36  Tulane  University 

37,  UCLA  Executive  Education  Programs 

38  University  of  Connecticut 

39  University  of  Denver.  Daniels  College  of 
Business 

40,  University  of  Florida 

41  University  of  Georgia 

42,  University  of  Houston 

43.  University  of  Illinois 

44  University  of  Michigan 

45  University  of  Minnesota 

46  University  of  Missouri  -  Kansas  City 

47,  University  of  North  Carolina  at  Chapel  Hill 

48  University  of  Notre  Dame 

49,  University  of  Oklahoma 

50,  University  of  Pennsylvania  Wharton 

51 ,  University  of  Pittsburgh  Katz  School 

52,  University  of  South  Carolina 

53,  University  of  Southern  California 

54,  University  of  Texas  at  Austin 

55,  University  of  Virginia  Darden 

56  Washington  University  Olin  School  of 
Business 

57,  Willamette  University  Atkinson  Graduate 
School  of  Management 

58.  Worcester  Polytechnic  Institute 


lere  Are  No  Rookies 
On  Our  Team! 


At  the  Drucker  Center,  our  faculty  are  all 
management  veterans.  Their  experience  on  the 
cutting  edge  of  executive  education  is  featured 
in  our  new  Certificates  in  Strategy  and 
Executive  Leadership. 

Dur  dynamic  new  curriculum  allows  you  to  focus 
your  interests  and  to  strengthen  your  management 
skills  while  working  toward  a  graduate  degree. 

Call  the  Drucker  Center  in  Claremont  at 
800-944-43 1 2  for  more  information. 


Claremont 


GRADUATE 

UNIVERSITY 

The  Peter  F  Drucke 

r  Management  Center 

Visit  us.  on  the  web  at 


'drucker 


istance  Learning 

MBA 

Master  of  Business  Administration 

DBA 

Doctor  of  Business  Administration 

PhD 

Doctor  of  Philosophy 
in  Business  Administration 


Southern  CaHfomia  University 
For  Professional  Studies 
Jniversity  for  Distance  Learning  since  1978 
1840  E  17  Street,  Santa  Ana  CA  92705 

800-477-2254 
ww.scups.edu  enroll@scups.edu 


Enhance  your  professional 
development  and  increase 
your  productivity! 


UCLA  Executive  Ediuatioii  Proi^rams  offers  a  fill 
roster  oj  maiiagemeut  education  pro<^rams,  iiichidiin;: 


Leadership  and  Team 
Effecriveness  Program 

Effective  leadership, 
decision  making,  and  team 
building  practices 
November  17-21,  1997 

Creativity  and 
Innovation  in  the 
Organization  Program 

Transforming  creative, 
innovative  ideas  into 
successful  business  solutions 
i:>ecember  1  -  5,  1997 


'  Ma.ximize  your 
leadership  and 
interpersonal  skills  to 
better  address  stressful 
demands  and  act 
quickly  and  effectively. 

Acquire  the  strategies 
you  need  to  inject 
creativity,  chaos,  and 
innovation  into  your 
organization  to 
produce  positive 
results! 


For  more  information,  and  to  enroll: 
Call  (310)  825-2001    Fax  (310)  206-7539 
E-mail  execed(g)anderson. ucla.edu 


The  Anderson  School  at  UCLA 


Masters'  ProgTams 
for  the  21st  Century 

Ask  about  our  vidco-ha.scfl  masters'  degree  programs 
willi  no  on-campus  residency  requiremenl ! 

♦  MBA  ♦  Computer  Science 

♦  Statistics  ♦  Management 

♦  l^iigineering        ♦  Human  l^esource  Devei()|)meiit 

Call  Continuing  and  Distance  r.ducation  at 
(8()())  525-4950  or  (970)  491-5288  or  e-mail 
iiskdccle(ailamar.coloslalc.cdu 

Colorado 
SURGE 

Division  of  Conlinuiiig 
and  Distance  Kducadon 

Colorado 


University 

\isil  our  wcli  silr  a(  lilliK/Avww.colostalc.cfln/Dcpls/CE/ 


MBA  FOR 
EXECUTIVES 

Making  a  Difference  . 


Boost  your  Career 


Executive  MgA  Pro^;  arn 


For  mid-to-senior-level  managers  and  professionals 
with  at  least  eight  \ears  work  experience 
Class  sessions  meet  ahernate  Fridays  and  Saturdavsj 
tor  22  months 

Fhematic  curriculum  addesses  practical  business 
issues 


Executive  Deveioi 


L  pddte  \our  business  knowledge  through  several 
non-degree  programs  covering  topics  such  as: 

•  General  and  change  management 

•  Leadership 

•  Global  business 

•  Human  Resources  Strategy- 

•  iMarketing 

Take  the  DBXt  Step' with 
Marshall  Executive  Programs 


University  of  Southern  California 
Marshall  School  of  Business 
(213)  740-8990  Fax:  (213)  749-3689 


If  you  are  a  manager  and  want  to  enhance  your 
performance,  advance  your  career,  and  add  moe 
value  to  your  organization,  we  invite  you  to  cai 
us.  Our  assessment  process  shows  we  are 
making  a  difference  in  the  lives  of  our  graduat^ 

609^  have  been  promoted,  often  more  than 
one  level. 

35%  is  the  average  salar>-  increase  reporter 
from  entrance  to  one-three  years  after 
graduation. 


Classes  meet  alternating  Fridays  and  Saturdays  for  tn 
years.  .A^ACSB  and  WASC  accredited. 
For  information  contact: 
Executive  .Management  Programs.  College  of  Busine 
.Administration.  San  Diego  State  University, 
5500  Campanile  Drive.  San  Diego,  C.A  92182-8232. 
Phone:  (619)594-6010.  Fax:  (619)  594-8622. 
Internet:  http://rohan.sdsu.edu/dept/execmba 


Reasons 


why  the  Heriot-Watt  University  MBA  has 
become  one  of  the  iargest  in  North  America 

^  Full  distance  learning  Study  at  home,  at  work — 
wherever  you  are  No  GMAT  or  other  entrance  exams 
requirec       No  Bachelor's  degree  is  required  to  begin 

Chosen  vear  after  year  by  The  Economist  Intelligence 
Unit  s  .  .  Critical  Guide  to  ttie  World's  Best 

Programmes,  the  only  auide  to  evaluate  programs  worldwide 

Immensely ;  ase-study-based  courses 

^9  Materials  written  specifically  for  independent  study 
format  by  prominent  US,  UK,  and  European  professors 

Surprisingly  inexpensive:  loans  available  Options 
to  transfer  between  distance  learning  and  on-campus  study  in 
Edinburgh,  Scotland  Hundreds  of  US  companies 

fund  their  employees'  Heriot-Watt  MBA  studies 

ee  ways  to  learn  more:  1.  Cam -800-406-7096    •  ive  a  prospectus 
2.      -ttp://www.degree.net/mba  3.  .  ,       ■  or  email  ttie 

Distributor.  IBE  Inc ,  6921  Sto;--    -       ,  te  3,  El  Cerrito. 
y-too^  r  a/  510-528-3555.  Email  DLMBAsaegree. net 


California  State  Unhtirsity, 
San  Marcos 

MBA  FOR  WORKLNG  PROFESSIONALS 


Convenience:  "Full  senice" — We  value  your  time,  tils 
we  register,  purchase  books,  and  cater  lunches  for  yo. 

Minimum  Hme-to-Degree:  Lock-step  fomiat. 
P^riday  Saturday  classes  for  16  or  21  months. 

Options:  Cohon-based  programs  for  Management  i 

Business.  GoN  emmenl.  and  Healthcare.  ! 

1 

Relevance  and  Rigor:  Coui'ses,  taught  by  PhD  faculj. 
combine  management  applications  with  theorj; 

Affordable:  Unique  combinatioit  of  state-  and  self]  I 
supjioning  sessions  pro\ides  one  of  the  best  i 
management  education  values  am-Avhere.  I 


( )ffice  of  Graduate  Programs 
College  of  Business  Adntinistration 
(760)  750-4267 

mbaC«  csusni.edu 

h  t  tj) :  //WW"  w.  csusni.  edu/CB  A 


C  A  1  I  I  O  ■  ^  <  I 
»  A       W  A  KC  o 
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According  to  legend,  a  little  child 
Meld  a  dream  about  the  best  way  to 
larvest  and  prepare  wild  rice.  That  it 
should  be  knocked  from  the  stalks 
v\'ith  blessed  sticks,  then  parched  in 
the  sun  and  danced  on  to  remove  the 
husks.  The  people  did  this  and  they 
made  it  through  the  winter  with 
enough  to  eat.  "Manomin"  was  the 
word  the  child  dreamed,  and  that  be- 
came the  word  for  rice.  "Menominee" 
is  the  name  of  the  tribe,  and  it  means 
"Keepers  of  the  Rice."  These  words 
and  traditions  came  from  the  dream 
of  a  child.  Which  is  just  one  reason  the 
Menominee  have  always  made  it  a  point 
to  talk  to  their  children.  And  to  listen. 


AMERICAN 

INDIAN 

COLLEGE 
FUND 

Help  save  a  culture  llml  could  save  ours 
by  supporting  the  29  American  Indian  colleges. 
American  Indian  College  Fund, 
im  Osage  St.,  Bldg.  D,  Suite 205- A ,  Derived,  CO  80204 
1 -800-77 6-FUND. 

Special  thanks  to  the  US  West  Foundation  for 
mdencriting  production  costs  for  this  adverlisevicnt. 


You  spen 


half  answering 
questions. 


Introducing  high-tech  solutions 
to  make  managing  your 
company's  health  plan  easier. 


We  understand  that  iniuiaging  the  com- 
pan\  health  plan  can  feel  like  a  job  and  a 
half.  That's  \vh\  !5liie  Cross  of  California  is 
using  the  latest  technological  advances  to 
develop  ways  to  help  you 

Healthl-are."  our  new  sottware  [)ackage. 
will  allow  you  to  h:uidle  enrollment  electron- 
ically and  give  you  quick  and  e;b  -  i  i-porting. 
Our  unique  Call  Care  service  eiectroi,  :ally 


connects  our  ciLstomer  service  representatives 
to  our  member  database.  This  enables  them 
to  :uiswer  \  our  employees'  questions  immedi- 
ately W'e  also  have  a  Web  site  that  gives  your 
employees  online  access  to  provider  lists, 
locations  and  maps,  .^nd  tliis  is  jiLst  tlie  st;irt. 


Because  Blue  Cross  is  committed  to  findii  iri 
new  :uid  better  wa\  s  to  help  you  get  twice 
much  done  in  half  the  time.  It's  also  on(  Z 
more  way  we  help  \ou  face  life's  challenj 
Call  1  -800-3^5-9400  or  vour  Blue  Cross  aj 
broker  or  consultant  for  more  informatio  M 


WM  Blue  Cross  of  California 


Forevery  life  there  is  a  plan. 


w  w  Av.  b  1  u  e  c  r  0  s  s  c  a .  c  0  m 


Health  Plans  for  Individuals,  Seniors,  Large  and  Small  Businesses.  Options  for  Dental,  Life,  Pharmacy  and  Workers'  Compensation. 


.vi-  rro.-  '  •  ( iiUfornui  iKtC)  is  ati  iNt/tpi'>iiA'>:l  hct^L<n'  ujibe  blue  Cru.s.<  Axviiuilum  (H(A)    ®  Regisleretl  mark  of  H(H  SM  seri  ice  mark  of  K'fllFoivl  Heallb  .\eluoris  Inc. 

■  (hull.  Ucnii.l  Liiul  Pharmacy  I'roviikd  In  BCC.  KC  hfe  C-  Heallb  Insurance  (  o  (liCIC-lli  and  WellPoint  Denial  and  Pbarnum  Plans.  IJfe  insurance proi  Uled  by  BL'lx-H.  Workers  Compensation provu^ 
:  •f.Care  h:  .ranccCo  C  m7  BCC 
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RCYCLES 


U  VROOM!  YOU  HEAR  MAY 
r  BE  A  HARLEY 

rt  U.S.  cycle  makers  come  cruising  into  Hog  territory 

e  August,  Sheldon  Coleman, 
dent  of  Big  Dog  Motorcycles, 
d  out  of  Sun  Valley,  Idaho,  with 
ies,  headed  for  the  open  roads. 
Coleman's  pals,  aol  Networks 
bert  Pittman,  was  a  die-hard 
Davidson  man.  But  by  the  end 
»ur-day  trip,  Pittman  was  ready 

his  Hog  for  a  Dog.  Big  Dog  is 
ling  I  wanted  a  Harley  to  be 

spending  time  and  money  to 
2e  it  myself,"  says  Pittman. 
kind  of  talk  is  sweet  music  to 
I's  ears.  Big  Dog  is  one  of  a 
of  new  U.  S.  motorcycle  manu- 
s  trying  to  catch  a  ride  on  the 
)r  Harley  cruisers.  Another, 
bile  maker  Polaris  Industries 
t  converted  an  assembly  line  at 
it  Lake  (Iowa)  facility  to  pro- 

00  motorcycles  in  1998  and  dou- 
in  1999,  according  to  estimates 
Asts  at  John  G.  Kinnard  &  Co. 
has  not  released  figures.)  Up- 
<celsior-Henderson  Motorcycle 
.  is  finishing  construction  on  a 
:ory  in  Minnesota  and  plans  to 
reduction  of  cruisers  in  late 
nd  all  over  the  country,  small 
'e  sprouting  up  to  build  bikes 

1  like  Harleys.  "I'd  call  it  a  re- 
e  of  American  manufacturing 
'cycles,"  says  Coleman, 
ears,  Harley  has  been  the  quin- 
al  American  motorcycle,  syn- 
5  vdth  the  image  of  a  leather- 
1  wild  man  and  miles  of 
m  asphalt.  And  since  Harley's 


cycles  designed  for  long  hours  in  the 
saddle. 

All  three  categories  are  growing  fast. 
The  average  age  and  income  of  motor- 
cycle enthusiasts  is  increasing  as  baby 
boomers,  deep  into  midlife  crises,  re- 
discover the  joys  of  blasting  down  a 


turnaround  in  the  early  1980s,  the 
Hog  has  set  the  standard  for  loud,  low 
riding,    heavyweight  V-twin 
cinisers.  Milwaukee-based 
Harley-Davidson 
Inc.     now  com- 
mands 47%  of  the 
domestic  market  for 
heavyweights.  That  in- 
cludes chrome-laden 
cruisers,  aerody- 
namic rocket  bikes 
mostly  produced  by 
the    Japanese,  and 
oversize  touring  motor 

U.S.  MOTORCYCLE 
SALES  REV  UP 


POLARIS 
VICTORY 
Y9ZC 


250 


200 


150 


I  TOTAL  U.S.  STREET  MOTORCYCLE  SALES* 
I  CRUISER  SALES 


'91  ■'92  ■'33  ■'94  B'SS  ■'98.B'97 


ATHOUSANDS  OF  UNITS  ^ST 
•STREET  BIKES  INCLUDE  SPORTBIKES,  CRUISERS,  AND  TOURING  BIKES 

DATA:  MOTORCYCLE  INDUSTRY  COUNCIL  INC,  DJB  ASSOCIATES  LLC 

BIG  DOG 
AEROSPORT 
CRUISER 


highway.  Industry 
analyst  Don  Brown  of 
D.JB   Associates  esti- 
mates that  U.  S.  retail 
sales  of  street  bikes  will  ex- 
ceed 231,000  this  year,  up  44%  since 
1991.  Worldwide,  heavyweight  motor- 
cycle manufacturing  represents  a  $4.8 
biUion  market. 

With  demand  so  high,  Harley  hasn't 
been  standing  still.  Overall  production 
is  increasing,  up  from  118,000  in  1996 
to  131,000  this  year  with  a  new  plant 
on  the  way.  But  the  enormous  popu- 
larity of  its  cruisers  has  made  for  high 
dealer  markups  and  waits  as  long  as 
two  years  for  some  models.  It  has  also 
opened  the  door  for  other  bike  makers. 

The  high  end  among  America's  new 
motorcycle  manufacturers  is  Big  Dog. 
When  financier  Ronald  0.  Perelman 
bought  out  the  camping  and  sporting- 
goods  manufacturer  started  by  Cole- 
man's grandfather,  Coleman,  44,  found 
himself  with  time  to  tinker  with  the 
Harleys  in  his  Wichita  garage.  Soon, 
he  opened  a  small  customizing  shop. 

In  1993,  Coleman  built  his  first 
bike,  a  classic  mid-1960s-style 
ci-uiser.  A  year  later,  he  began 
manufacturing.  "When  you 
buy  a  Harley,  the  factory 
bike  is  an  anemic  motor- 
cycle,"  says  Coleman. 
"You  have  to  put  sever- 
al thousand  dollars  into 
it  to  get  it  up  to  real- 
world  standards."  Big  Dog 
aims  to  do  the  work  for 
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vou.  That's  whv  its  bikes  go  for  up- 
wards of  S22.00b,  vs.  about  $16,000  for 
a  Harley.  says  Coleman,  whose  55  em- 
ployees will  be  turning  out  300  bikes 
this  year. 

Of  far  more  concern  to  Harley  is 
$1.2  billion  Polaris.  Besides  being  the 
world's  second-lai'gest  sno\\Tnobile  mak- 
er, Polaris  is  one  of  the  largest  U.  S. 
makers  of  all-terrain  vehicles  and  per- 
sonal watercraft.  In  early  summer,  Po- 
laris inti'oduced  the  Victoiy,  a  retro  V- 
tvrin  cruiser  scheduled  to  begin  rolling 
off  the  line  next  spring.  Estimated  to 
cost  about  312,500,  the  Victory  will  be 
aimed  at  Polaris'  e.xisting  customers, 
S07(  of  whom  are  motorcycle  enthusi- 
asts. Initially,  Polaris  is  selecting  about 
200  of  their  2,000-plus  dealers  to  sell 
the  \lctoiy.  "We're  going  to  be  a  major 
player  in  the  business,"  says  Matt 
Parks,  general  manager  of  Polaris'  Vic- 
tory Motorcycle  Div.  "We're  not  a 
Harley  clone,  and  our  price  \rill  be  sig- 
nificantly lower." 

PROUD  NAME.  If  experience  is  any  cri- 
terion. Parks  may  be  on  to  something: 
Polaris  has  successfully  competed  in 
the  AT\'  and  personal  watercraft  mar- 
kets with  the  same  Japanese  compa- 
nies that  manufacture  motorcvcles — 


Honda,  Kawasaki,  Suzuki,  and  Yamaha. 

An  upstait  with  potentially  a  stronger 
name  but  a  weaker  financial  and  man- 
ufacturing base  is  Excelsior-Hender- 
son. Excelsior  Supply,  which  bought 
Henderson  Co.  in  1917,  was  one  of  the 
"big  three"  U.  S.  motorcycle  manufac- 
turers, along  with  Harley  and  Indian, 


The  enormous 
popularity  of  Harley 
cruisers  has  led  to 
steep  dealer  markups 

and  long  waits 


until  Excelsior  went  out  of  business  in 
1931.  In  1993,  hoping  to  revive  the 
once  proud  name,  brothers  Daniel  L. 
and  David  P.  Hanlon  launched  Excel- 
sior-Henderson. The  Hanlons  declined 
to  comment  for  this  article. 

Excelsior's  first  motorcycle,  the  Su- 
per X,  is  due  out  in  October,  1998,  and 
is  expected  to  cost  816,000  to  $20,000. 
In  the  next  few  months.  Excelsior-Hen- 


derson will  move  into  a  new  f  »: 
with  a  production  capacity  of  3 
20,000  motorcycles  per  year,  t 
Hanlons"  hometown  of  Belle  1  li: 
Minn. 

To  move  forward,  Excelsior  is 
S30  million  through  an  initial  pu'  : 
fering  in  late  July.  Some  $6  mil  ti 
financing  has  been  pledged  bj  1 
nesota  through  bonds  to  be  issui  t 
quarter.  Excelsior's  stock,  whicl  r 
high  of  8  on  July  24.  was  trading  t ' 
on  Oct.  6.  As  of  Mar.  31.  the  co  e- 
was  $5.1  miUion  in  the  I'ed. 

At  least  one  entrepreneur  1 
ready  proved  that  it  is  possi  i 
launch  a  new  U.  S.  motorcycle.  | 
late  1980s.  ex-Harley  enginee 
Buell  began  building  high-perfor 
sport  bikes  using  a  modified  1 
engine.  In  1993.  Harley  took 
stake  in  Buell  Motorcycle  Co.  v 
Ti-oy.  Wis.,  and  is  selling  Buells  t] 
its  dealer  network. 

Certainly,  it's  too  soon  to  tell 
other  new  players  will  win  over 
ican  hearts  and  wallets.  But  as 
has  proved,  being  "made  in  An 
doesn't  slow  you  down. 

By  Karen  Stei'etis  in  New  Yovi 
Dale  Kurschner  in  Bloomington, 


Around  the  globe,  MBA  Forums  put  the  facts 
you  need  in  the  palm  of  your  hand: 

•  MBA  adml^slons.  hn.inci.il  aid  and  careers  intormation 

•  Facts  about  what  an  MB.A  can  do  for  vou 

•  Intormation  on  the  computer-adaptive  Graduate  Management  .Admission  Test    GM.AT  ) 

•  Test  preparation  publications  at  special  Forum  prices 

OnK  S5.  no  reservation  required,  .\kvii-o  Ctt\  Forum  o/i/v  MP65. 

For  more  intormation.  visit  our  MBA  Explorer'  web  site,  http:/ / www.gmat.org: 
e-mail  mbaforums@ets.org:  call  1-800-537-7982  U.S.  and  Canada)  or  1-609-683-2230 
outside  U.S.  or  Canada  i:  fax-  1  00 '1-609-279-9149:  or  write  GMAC  Director  of  MBA  Forums, 
P.O.  Box  6106.  Princeton.  N]  0854 1 -6 1 06. 
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Data 


Time 


W'a.shiniJion  DC 

(  .ip;ul  Hilton 

Oct. 

14 

2  p.m.-C-  p.m. 

1 6th  a;  K  Streets.  N\\ 

Oct. 

25 

10  a.in.-4  p.m. 

N\  u  York 

Grind  Hvatt  New  'lork 

Oa. 

}\ 

2  p.m.-i5  p.m. 

P.irk  Avenue  at  Grand  Centnl 

N\« 

1 

10  a.m. -4  p.m. 

c  hic.i.:- 

(  hica^o  Hikon  Towers 
"20  S.  Michigan  Avenue 

.s 

;  0  .i.ir.--4  p.m. 

1,.-  \n.^:.^ 

Westin  LiM  Angeles  Airport  Hotel 
5400  West  Centurv  Boulevard 

Nov 

15 

10  a.m. -4  p.m. 

M>-X!C>,  (  ,tv 

Preseidente  Inter-t  onnnental  Hotel 
(  ampos  Eliscos  218 

Nov 

Ks 

2  p.m. -8  p.m. 

S.m  I  r.uici>C(> 

Sheraton  Palace  Hotel 

Nov 

21 

4  p.m. -8  p.ni. 

2  New  Montgomer\'  Street 

N\n 

10  a.m.-4  p.m. 

Phll.5d>Iphl.l 

Adam's  Mark 

Dec. 

b 

10  a.m. -4  p.m. 

CiE\  .Avenue  6:  .Monument  Road 


Graduate 
Management 
Admission 
Council ' 


MBAFocts 

More  tf^ 
100  schc^s 
in  one  pi. 


Firsthancf 

One-on-one 
conversation  ? 
with  admission 
professionals 
about  their 
programs 

Fast 

In  just  one  day 
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EDITED  BY  AMY  DUNKIN 


SHINING  A  LIGHT  ON 
^CLOSET  INDEX  FUNDS' 


With  total  returns  av- 
eraging 26.5%  an- 
nually for  the  past 
t|iree  years,  the  Standard  & 
Poor's  500-stock  index  has 
been  a  hands-down  winner. 
So  any  mutual  fund  that  has 

been  able  to   

mimic  that 
performance 
should  be  applauded,  right? 

Wrong.  If  you're  paying  top 
doUai'  for  an  actively  managed 
mutual  fimd,  yet  earning  re- 
tiuiis  no  better  than  those  of  a 
low-cost  index  fimd,  you  could 
be  getting  a  bad  deal.  What 
you  actually  might  own  is  a 
"closet  index  fluid."  Tliat's  one 
with  similai'  volatility  and  re- 
turns as  the  s&p — but  with  a 
sales  charge,  or  'load,"  as  high 
as  6.5%,  plus  annual  expenses 
of  $1  or  more  for  every  $100 
invested.  By  comparison,  tnie 
index  fimds,  wliich  automati- 
cally invest  in  a  list  of  stocks 
in  proportions  that  reflect  the 
makeup  (if  the  sil',  aiv  alnmst 


INVESTING 


always  sold  "no-load,"  with  ex- 
penses as  low  as  20(2  of  every 
$100  invested.  "Thei'e's  nothing 
wi'ong  with  investing  in  a  clos- 
et indexer  as  long  as  you  pay 
index-like  fees  and  not  those 
of  active  management,"  says 
  Ronald  Pey- 
ton, pi'esident 
of  Callan  As- 
sociates, an  investment  man- 
agement consulting  fiiTn. 
REGRESSION.  Closet  index 
funds  raise  performance  is- 
sues as  well.  If  a  fund  does 
well  mainly  because  it's  hug- 
ging the  s&p  during  a  strong 
period,  how  is  it  going  to  pei- 
fonn  when  second-  and  thii'd- 
tier  stocks  start  outperform- 
ing the  s&p,  as  they  have  for 
the  past  two  months?  You 
were  expecting  your  fund 
manager  to  show  stock-pick- 
ing prowess.  Instead,  he  or 
she  dehvers  s&p-like  returns. 
Except  now,  those  numbers 
don't  look  so  hot. 

Pensiiiii-]ilan  sponsoi's  re- 


Indexers  In  Disguise? 

Tfiose  actively  managed  mutual  funds  track 
the  S&P  500  closely  but  charge  more  than  index  funds 


FUND 


42.0% 
41.5 
33.4 

3ai 


COMPASS  SELECT  EQUITY  !NV.  A 
DREYFUS  DISCIPLINED  STOCK  INV 
FIRST  INVESTORS  BLUE  CHIP  A 
G.E.U.S.  EQUITY  A 

GOLDMAN  SACHS  CORE  U^S  EQUmES  A  39.5 
MFS  MASSACHUSEHS  INVESTORS  A  37.6 
PACIFIC  HORIZON  BLUE  CHIP  A  41.2 
PERFORMANCE  EQUITY  CON.  SERV. 
STATE  SI  RESEARCH  INVESTMENT  A 
TOWER  CAPITAL  APPRECIATION  A 


TOTAL  RETURN* 
1-YR.  3-YR. 

24.7% 

26.0^ 

22.1 

"24a" 

24.9 

26^2 

26^3 

24.7 

23.6 

25.6 


EXPENSE 
RATIO 


SALES 
CHARGE 


1.21%  4.50% 

U5  NONE 

1.49  6.25 

1.00  4.50 

1.29  5.50 

0.74  5.75 
L28 4.50  ' 


sponsible  for  biUions  of  dol- 
lars spend  millions  on  consul- 
tants like  Callan  to  keep  tabs 
on  then-  money  managers  and 
watch  out  for  closet  index- 
ing. Mutual-fund  investors 
should  be  on  guard  as  well. 
Since  s&P  index  funds  are 
ubiquitous,  investors  should 
view  what  actively  managed 
ftmds  can  do  for  them  against 
what  they  can  earn  from  the 
s&P.  With  an  index  fund,  you 
can  be  sm*e  of  getting  the  in- 
dex' retum.  So  if  the  likeli- 
hood is  that  an  actively  man- 
aged fund  is  going  to 
behave  like  an  index  ftmd, 
what's  the  point  in  invest- 
ing in  it?  It  may  beat  the 
index,  but  then  again, 
with  its  higher  costs,  it 
may  not. 

To  determine 
if  youi'  funds 
are  closet 
indexei-s,  the 
monthly  mu- 
tual-fund re- 


tiu'ns  have  to  be  "regtes: 
against  those  of  the  si  l-'' 
involves  calculating  tlj  r 
tionship  between  the  st  ' 
cal  price  behavior  of  tl  fi 
and  that  of  the  inde 
calculation  produces  afe  -'' 
tic  knoMTi  as  "R-."  Thi,'if 
will  I'ange  from  0  ar'  ]  -'^ 
The  higher  the  numt 
more  closely  the  fundi 
the  index.  A  properl*''-^' 
s&P  index  fund  shoul  h  ^i- 
an  R-  of  100.  Fortunat(?,  i 
can  find  the  regressk' (  ilis 
for  many  fimds  in  twot 


37.8 
39.1 

39^2 


1.06  NONE 
0.75  4.50 
1.24  4^50 


VANGUARD  INDEX  500 


40.5      26.5      0.20  NONE 


*  Appreciation  plus  reinvestment  of  dividends  and  capital  gains  before  taxes,  for  periods  ending 
Aug,  31. 1997.  Three-year  returns  are  annualized. 


DATA  MORNINGSTAR  INC 


^ommgstar  Mutual 
d  Value  Line  Mu- 
d  Survey,  and  in 
,ar  and  Value  Line 
nd  software. 
{6  out  the  closet  in- 
i  used  Moniingstar 
for  Mutual  Funds. 

progi'am,  to  seai'ch 
5.  equity  funds  with 
r  R-s.  We  then 
he  funds  for  "beta," 
!  of  volatility  that's 

the  s&P.  The  s&P, 
ion,  has  a  beta  of 
xcluded  funds  with 
ater  than  1.10  or 

0.90,  since  funds 
re  or  less  volatile 

are  less  likely  to 

All  told,  we  found 
.  Of  those,  41  had 
) — and  those  were 
funds.  But  we  also 
3w  that  call  them- 
enhanced"  index 

use  dei'ivatives  to 


tweak  returns  or  lower  risk. 
We  then  tossed  out  funds 
with  R-s  below  95,  trying  to 
focus  on  those  that  were  clos- 
est to  the  index. 
COINCIDENCE?  We  came  up 
with  about  70  suspect  funds. 
High  on  the  list,  with  an  R- 
of  99,  was  GE  U.  S.  Equity 
(table).  "We  are  clearly  not 
an  index  fund,"  says  Gene 
Bolton,  manager  of  domestic 
equities  at  GE  Investments. 
Bolton  says  the  fund  is  run 
by  four  managers,  each  with 
a  different  investment  style. 
The  portfolio's  composition, 
Bolton  adds,  differs  fi-om  that 
of  the  index.  The  fund  is 
heavier  in  energy  and  finan- 


cial stocks  and  lighter  in  util- 
ities than  the  s&P.  Spokesper- 
sons for  MFS  Massachusetts 
Investors  Ti'ust  and  State 
Street  Research  Investment 
also  emphasized  that  their 
ftmds'  sector-by-sector  make- 
up is  different  from  that  of 
the  s&P,  and  the  liigh  R-s  are 
coincidental. 

Perhaps  so,  says  Charles 
Ti-czinka,  a  finance  professor 
at  New  York  University's 
Stern  School  of  Business.  But 
"if  the  managers  are  working 
hard  and  still  coming  up  with 
an  index-like  return,  maybe 
they  need  to  rethink  what 
they  are  doing."  To  investors, 
he  says,  what  matters  is  the 


HEAVY  LOAD  If  you're  paying  top 
dollar  for  an  actively  managed 
fund  that  mimics  a  low-cost  index 

fund,  you 
could  be 
getting  a 
bad  deal 


return — not  the 
processes  that 
went  into  it.  As  a 
practical  matter,  he 
says,  "if  it  looks 
like  a  index-fund 
return  to  you,  then 
it  is." 

Some  of  the  s&P 
look-alikes  resemble 
the  index  by  design. 
^    "If  you're  some- 
where around  the 
{    index,  you're  win- 
ning   the  game," 
says    John  Cain, 
portfolio  manager  of 
Tower  Capital  Ap- 
preciation Fund. 
Like  a  number  of 
funds  with  near-pei- 
fect  correlations 
with  the  s&P,  Cain 
is  "sector  neutral." 
He  seeks  to  main- 
tain the  fund's  sec- 
tor weightings  such 
as  energy,  technolo- 
gy, and  finance  in  the 
same  proportion  as  in 


the  index  but  to  add  value 
through  stock  selection.  So 
does  James  Miller,  who  runs 
Pacific  Horizon  Blue  Chip: 
"We  know  the  difference  be- 
tween a  good  stock  and  bad 
stock,  and  we  choose  just  the 
good  ones  for  the  fimd."  The 
fund  has  the  same  industry 
makeup  as  the  s&P,  but  not 
the  same  stocks.  "Merck  is 
1.5%  of  the  s&P,  but  it's  over 
2%  in  our  fund,  and  Pfizer  is 
1%  of  the  s&P,  and  we  don't 
own  it  at  all,"  he  notes. 
CODE  WORDS.  Indeed,  man- 
agers argue  that  thei'e's  noth- 
ing wrong  with  sticking  close 
to  the  index.  "People  don't 
want  surprises,"  says  Daniel 
Eagen  of  Compass  Select  Eq- 
uity Investors.  Eagen  says 
he  gives  investors  "a  little 
higher  return  than  the  index 
after  fees  and  expenses."  The 
fimd  has  done  that  this  year 
and  last.  Goldman  Sachs  Core 
U.  S.  Equities  has  the  same 
goal,  though  it  has  come  up 
short  of  late.  Portfolio  man- 
ager Robert  Jones  says  that 
expenses  will  be  cut,  but  they 
still  won't  be  anywhere  near 
as  low  as  those  of  an  index 
fund. 

So  are  these  near-index 
funds  trying  to  pull  a  fast 
one?  It  depends  on  what  they 
tell  you,  says  John  Reken- 
thaler,  investment  strategist 
for  John  Nuveen  &  Co.  If  the 
fimd  uses  code  words  such  as 
"disciplined"  or  "sector  neu- 
tral," expect  it  to  behave  like 
an  index  fund.  "But  if  it  says 
it  will  invest  in  blue-chip 
stocks,  you  have  no  reason 
to  expect  it  to  behave  like  an 
indexer,"  he  says. 

To  be  sure,  statistical  tools 
such  as  R-s  can't  prove  a 
manager  is  a  closet  indexer. 
Whether  a  fund  earns  that 
moniker  is  up  to  the  fund's 
investors.  "You  can't  be  sure, 
but  if  you  suspect  it,  you  can 
always  leave  the  fund,"  says 
Scott  Lummer,  a  managing 
dii'ector  at  Ibbotson  Associ- 
ates, an  investment  consult- 
ing form.  "Your  loyalty  is  not 
to  the  fund  manager  but  to 
yourself.  With  so  many  other 
ftmds  out  there,  why  take  the 
chance  of  owning  a  closet  in- 
dexerl" Jeffrey  M.  Laderman 
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Business  Opportunities 


$350K4-+-t-  Annual  Profit 
Potential  From  Home 
from  less  than  $10K  start  up! 


•  $/SK  possililc  lust  l(!W  iMonllis 

•  Noniin^il  ov(Ht)i:i,Ki 

•  Exciliny  btHakltirougti  products 

•  '^A  hour  support  system 

•  No  oiiifiloyoos  •  No  inventory 

•  No  selling  <(xperience  required 

•  (  lexibin  hours 

•  fortiiblo  -operate  anywhere  you 
bnve  tax  and  phone 

t  iiiancial  Iri'iidoni  ran  lie  yours  in 
'10  il.iv'''  t  mil  out  liiofi-  Idd.iv 

1-800-432-0018,  Ext.  5252 
Fax  207-767-1103 


I  MADE  OVER  $1,000,000 
LAST  YEAR... 


Ill  .i  /TK)  slU'S'.,  tcl.ixcti,  kIc.iI 
litoslylf!,  siiii[)le.  homo  bdsed  busiiu'ss 
Now  I  want  to  teach  2  highly 
niotiv.ilci)  (HM'.oiis  ill  yoiii  .irtM  my 
tiiiii  ki'V  '.v'.trni  ( ".ill  my 


24  Hr.  Hotline  800-367-3881 


SELL  A/EIV  PATENTED  DEVICES 
in  the  Water  Energy  field 

and  locoivo  substantial  prolils  Siiiipio 
\b  minute  domonslration  produces 

dynamic  results  I'rimo  territories  slill 
available  Small  initial  inveslmeni 
I  or  ilcrt.tilK  and  T too  s.impio 

Call  1-800-447-4962 

I  ax  .111)  li.lU  I.IHI  ClirdrioiniU- I  nbs,  Inc 


CONSULTANTS 


lil(i*i'iiiilitMi;il  rii'iii  i'\|i:in(lii)^  in 
US  lU'ccIs  iM<l('|U'ii<l('iit  ciiiiMillaiits 
(<•  rcpifst'iil  <>iii'  <.'(iiii|iiiiiy.  W  (• 
iifrcr  soiiu'  «i'  (he  liiiisl  ri  aiiiiii^ 
:iii<l  Dcvi'liipniciil  proci'sst's 
availalili'  (oilay.  VVi  v  lii):li  iiK'oiiii' 
ixilciilial.  I'xlciisivi'  li'iiiiiiii):  anil 
Mippoii.  Maiia]L^t'iiiriil ,  inai  Ui'I iii^, 
or  coiisiilliit^  i'\|>i'i'ii'iii'i'  lii-lpriil. 
Si'IkI  i'I'Miiik'  III'  III  id'  iicrsoiial 
liisloi  V  (i>: 

KI  ..S()|  iK(  i:  ASSOC  l  A  I  KS 
COKI'OKATION 

Kiij;li-,  V'l'  Dcvt'lopiiu'iit 
Di'liiiiliiH'iil  \Vltl(l7 

W  llii  koi  V  Koad 
Mdliiiloii,  I'A  1').S40 
(SOO)  7<>')  (i227,  I'M.  12 
i"AX:  (610)  775-')<iHh 


n  WHY  DIDN'T  I  tf> 
•think  OF  THAT. 


That's  till'  ii's|iiiiiM'  Ileal  alti'i  "i' 
(  \|ilaiii  inn  iiiii(|ii('  and  csdliii^ 
ii|i|ioi  tiiiiiU.  11  Miii'i  c  Idokint;  Tin  a 
siiii|ilc  liiisiiuss  »itli  IIKMI  IN( OMi: 
I'DTKN  TIM,  and  (ihuilidvly  iiii 
i/ini7i\i(/(',  Id's  talk.  Tcriiliiiics  uiin'l 
lasl.  Small  iiiMsliiuiil  iniliidis 
iim  iiliii  \  iicccssai  N  In  start. 


Call  1'800'257'6780 


Internet  Goldmine! 


♦  Hakpovrr^lOOK  your  1st  vrar! 

♦  Guarantrrd  Hontliiv  Payouts!! 

♦  NoSrIlinq  ♦  Not  Muiti-Levrl 

♦  low  Start-up  ♦  Proven  Results 


Inft  ^  m) 

 "  T88-INIT 


CONSULTANT 


Ai ramie  Has/noss  I  onus  anil 
/  quipnient  I  easvsUim\  Sl,0t)0to 
$11)  iriillioM.  No  CO  hiokoiinci.  Work 
(liioctly  w/Naiional  lenders, 
llnliiiiited  earnings  potential  ami 
lesiilual  income, 
COLOR  brochure  and  FREE 
computer  disk 

CALL  1-800-336-3933 

I  he  I  (Mil  (  OMMill. lilts,  lilt 


l\irii  lliiiiiaii  Rc'soinTivs 
into  Kcsoiirceriil  lluinaiis 

i^rcsti^ious  Home  Hased  Husint  ss 

•  I'liivru  tuni  kry  systom 

•  I  IlliUU  Klllv  implV'SSlVL" 

"  (  \inn)u  lii.'iiM\ i'  liiumii^  iV 

OIIJ'OlllJ',  Mippoil 

•  S  \^tH»  oi  S').(MH)  si. Ill  lip 

•  i   I.  llSllMlU'l  S.lIlsl.K  lIDIl 

(  •;ill  (SOO)  745  (H>7(» 


3,464%  Growth 

in  t<'in|  1.  ■!  ui  V  UK  lii'.li  \  Mini'  1  V/O 

.  lAWCORPS® 

1  cin|)oi  .11  \  1  eg. 

■  [  nslcst  growin 

■  i  ixjdl  temp  m 

1  ,Sl.dliiig  1  i.nii  liisi- 
j  niflic:  +35"o  year 
kt:  $15  billion 
■  Exclusive  torn 
tory  avdilolile 

800-437  8809 

llftf )  //www  Iciw 
LOips  com 

UWCORPS" 

■  \  ■ 

<    I.  ,ks        ■  |'l|.,kr,,,K 

Import  Opportunities 


SOURCES  FROM  CHINA 


•  coiitrtict  inanulacturing 
•  product  sourcing 
Our  largest  alliance  ol  rnaniilacluriny 
groups  in  IVIainland  China  can  help 
I'In.ise  (  onlaci 

China  Products,  Inc. 

;'60l  S  Lemay,  Suite  7  417 
Fort  Collins,  CO  HObSb 


Attorney  Services 


Lawsuit  &  Asset  Protection 


•  Coi  poratioii.s  &  Ltd.  I'ai  lner.ships 

•  Otlshor  e  Tr  usts  &  ('orpoi  iitions 

•  Private  Ollshore  Bankint; 

•Tax  &  Kstale  Planning  Strat,e);ii',s 
•;v,'/f....,'M,i/  I  ,.>i/,,/,  fif;.j; 

Steven  Sears,  ('PA-Att«rney 
714-544-0G22 


Financial  Services 


Private  Capital 
Available 


Keal  Kstale  l)»-v.,  HiiNine.ss 

Kuncliii);,  Seed  Capital, 
Coniml.'  i'roperties.  Credit 
!,inen,  Kquity  &  Deht 

InveCap  410-820-6713 


Business  Services 


INCORPORATE 
BY  PHONE!  ^ 


l  or  ii.s  lilllc  a.s  $39  plus  ,sl,ilt'  Ices 
we  will  form  your  Corpornlioii  or  l.i,(' 
III  any  state.  List  year  our  coiiip.i 
iiifs  iiicor|)oi'at('(l  over  l()(l,l)(KI 
liiisiiicsses.  We  spcciali/.c  in 
assisliiin  first  time  incorporators. 

Ill  as  little  as  5  niiniiti's  over 
the  phone  we'll  take  your  order  and 
ill  most  states  you  will  be  iiieorpo 
rated  ill  just  2*1  IS  hours.  No  forms 
to  fill  out,  we  do  all  the  work' 

Call  now  to  set  up  your  eoiiipaii\ 
or  tifl  our  free  i^iiide  to  iiicorpo 
r.itiiii;  tod,i\! 

800-877-4224 

302  998  0598  •  FAX  302  998  7078 
www  (oipomte  torn  •  CompuServe  GO  INC 
Emnil;  infoi'''(oipoiate  toitt 

CORPORATE  AGENTS,  INC. 

Since  1899 


W>  incorpofot* 


Public  RelatioHilt^ 


INDUSTRIAL,  HI-TE:h 
PUBLIC  RELATI03 

Inci'ease  sales  leads,  (ipei  t 
markets.  New  York  firm  wi  f 
decades  of  experience  pn  ii 
riiai'ketinfj-orientcd  PK' 
(,'i'owin),'  companies 

Contact  Banner  &  Gr 
212-687-7730 


Business  Servic 


~~  it 


()  K  ¥  S  H  ()  11  I  u 

•  'I'iix  Kii't'  ('umpanics.  Ti  tLst/Fouli 

•  Aicount.s/CrctlK  ('.nils 
"  'r;ix-Minimiz:itnni  &  l^lanning  | 

•  OITshoro  investments 

•  Ix'uiil  '2nd  CitizenBhip  and  Pa»j 
littpy/www.offsliores|)«cia 

IlutteiTield.  Keiiiier  H  Asao 
Tei.++r)(M-2.l(27  l.  I'ax>+5014 
Hox  2(l!)8.  lU'liw  City,  BeU 


|gH'lilii'lilil|P 

•  FREE  Information  rfci 

•  All  U,S,  States  and  Ottfi 

•  Attorney  owned  and  on|i 

l-800-672-9l|c^ 

w  \v  \\'.c'i>rpci'cations.rt  ',i 


TRRDEMRR 


Business  Service 


W  rsonal  Clxii^ 

with  the  purchase  ofJC  

Mil  \  I'di;!'  (iiisiii('.s.s  CN_  

(Otter  good  thru  12/31/  ', 

I  -800-2  39-4^- 


RESEARCH  REP 


 h 

20,000  ACAUfMIC  lOt'lCS  AV;> 

Si'iiil  si;  loi  the  J9U  p.ige  caB^ 
Ciiflom  wiillcn  icpoils  ,)/,s'0  avi)^  ll 
RESEARCH  ASSISTANCi  il  |\ 
]\V?  Idaho  Ave  ,  #206BFk,„. 
Ins  Anneles,  0^90025  ' 
TOLL  FREE  HOTLINE:  800-351' 


http:  //www.research-asslstai 


Franchising 


Franchi:^^ 

your  busine! : 

Cull  foi  Infornifltlon  abo 
Ffniichlso  Your  Business"  ae' 

Of  Idfomiatlon  on  franchllli  • 

FrancorPiti 

^O^RANCmS^^OO^ 

 Ik: 


R  AD  RATES  AND  INFORMATIDN 

PHONE:  (312)  464-0500 
IX:  (312)  464-0512  OR  WRITE: 


BusinessWeek 


Marketplace 


BUSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE.  SUITE  2010 
CHICAGO,  IL  60611 


on/Instruction 


traditional 
invironment  never 
the  needs  of  the 
professional." 

rd  Barhsdali,  - 

1,  trim  S  Vouria  LLP 
D^livneil  SsrvitBj 

iG  Distance  Education 

MS  Degrees 

00-441-4746 

Dns@isimu.edu^^^^ 

j.        501  S  Cherry  SI 
I  Office  350 

^«  Derwer,  CO  80222 
.  (303)  333-4224 

Y  Pax  (303)  336-1144 

D  BY  THE  Distance 
li  Training  Council 


[B  A 


YOUR 


IRST  UNIVERSITY 
AROED  ISO  9001 

laster.  Doctorate 


isin£ss  Library 
D  Reference  Library 


E  Certificates  * ' 

.y  Management 

ita)  Management 

il  Trade  &  Commerce 

rt  University 

Birch,  Suite  #120 
Beach,  CA  92660 
■w.newport.edu 
isions@newport.edu 
(5  •  800-345-3272 


STAiKE  Learning 

y  ollhr'j  accrediled  MBA,  no 
eeded  Chosen  by  Economist 
ol  world's  best  MBA  programs 

5S1TY  I  (800)  MBA-0707 

Dulor  I       Ask  for  ext  20 
ite  2,  El  Cerrito,  CA  94530 
lack  literature:  from  your 
e,  call  (510)  486-8900. 


College 
In  27  Days 

VIBA/  PhD., ,  tc 

lation  nng,  tran.scnpt, 
>,   it's  real,  legal, 
1  accredited. 
State  University 

(9-8647  24*„ur.s 


,  MBA,  Ph.D. 
A  DEGREE 

r  no-cost  evaluation  or  call 
^  (800)  240-6757 

6400  Uptown  Blvil  NE 
<  Suite  398-W 
Dept  64 

ueroue  Hsv  Mexico  871 10  U  S  A 


Computer  Equipment 


HEWLETT-PACKARD 

Buy-Sell-Trade 

1JV.SKK.JL1  CJOLUKridJ  DKAIT/.MA.STI-.H 
L)ESK.JET  DKAtTI'KO  DE.SIGN.IKT 

El.ECTKOSTATIC  Pl,OrrEK.S  RUtKJEnWRITKK 

HP  9000  workstations  &  Vectras 
Demo  &  Refurbished  Equipment 
Ted  Dasher  &  Associates 

41 17  Second  Ave  S  Birmingham,  AL  35222 
Phone  205/591 -4747  Fax  205/591-1108 
800,'638-4833  •  e-mail  sales@dasher.com 


Corporate  Gifts 


Logo  Tattoos! 


1000  Temporary  Tattoos  with  your  Logo, 
JustS189.00ll 

plus  SI  0.00  S&H  (CA  add  7.25%  sales  tax) 
Customized!  Full  Color!  2"  x  2" 

Calico 

3000  Alamo  Drive,  Sle  201  •  Vacaville,  CA  95687 
Tel:  707/448-7072  •  Fax:  707/446-8273 


Publishing  Services 


Publish  Your  Book 

7 S  year  traduion  ol  qualily  Subsidy 
bootc  pubhsher  offers  pubhshing 
services  for  books  of  all  types.  Foi 
free  Author's  Guide  write  Doriance- 
BW,  643  Smithfield,  Pittsburgh,  PA 
or  call  l-KO()-(ii).'')-y.'')y!) 


Education/Instruction 


University  Degrees 


Approved  Self  Paced  Home  Study 
Associate  Bachelcs  Masters  Doctors 

Emphasis  in  Business  Admin  Public  Admin 
Health  Care  Admin,  Human  Resources, 
Finance,  Int'l  Business,  Tech  Mgmt,  Law, 
Paralegal,  Psychology,  Computer  Science 
http://www.scups.edu 
Email:  enroll@scups.edu 
1-800/477-2254(24  hrs) 
Southern  California  University 
for  Professional  Studies 
1840  E.  17  St-BW,  Santa  Ana.  CA  92705 


Corporate  Gifts/Cigars 


THE  PERFECT  CORPORATE  GIFT 


Cigar  of  the 
Month  Club 


Club  members  sample 
ihc  finest  cigars  from 
around  the  world.  En|ov 
a  variety  of  four  premiiini 
hand  rolled  cigars  eaJ 
iiKinlli.  Treat  yoursi  l 
or  someone  special 
to  one  of  the  liner         .  ' 
things  in  hie, 
HAVA(  l(;\K. 
Cillpaks  alsti  ui;iiUibk- 

1*888*GET*HAVA 

1-888-438-4282 


Consumer  Electronics 


Music  World 
Computer  World 

America's  Only  Catalogue  at  its  Kind! 

Re(eive  Our  fREI  Moil 
Order  Colologue  Nowi 

212  pgs.  of  Top  Brand 
Nomes  in 

Audio 'Video 
Computers  •  Portables 

Home  Office 
Music  •  Video  &  More 
All  at  Dis(ount 

Order  loll  Free  24  Houf,  A  Ooy,  /  Doys  A  Week 

1-800-221-8180 


Telecommunications  Services 


SECRETS? 

•  Avoid  the  phone  hill ' 

•  Use  prepaid  phone  cards 

•  Save  LD$ 

•  Collectible  Series' 

1-888-873-9327 

tillp  //onewebslfe>;t  corn/rrunlyn/ 
St^rt  your  own  phonecard  business' 

Corporate  Gifts/Premiums 


 ^ 

This  is 
AME 

YOU'RE  ALLOWED  TO 
SHOP  FOR  SCO  MOUSE  PADS 


AT  I  A.M.  IF  YOU  WANT  TO. 

PROMOMART 

http://www.promomart.com/bw 

Your  imprinted  gift  cyberstore. 

Eotar  UN  ■HMitbly  drawing 
for  $1,000  In  free  stuff  I 

Visit  www.promomart.com/bw 


Wines/Cigars 


Wlnecellars 
Humidors 


FBCloniDMtoYliu 


Beautiful  burl  root  humidors  tor  70 
cigars  only  S169,  includes  humidi- 
lier,  solution  kit  and  hygrometer~a 
SWO  value'  Other  models  lor  up 
to  250  cigars  with  a  mirror- 
like  poly/lacquer  finish  and  , 
brass  locksets  Display 
units  with  2  glass  doors  i 
electric  humiditier-holds  1500  cigars 
only  S1395  and  custom  walk-ins  hold  millions' 

47  Deluxe  Wlnecellars  24  bottle  cellars  Irom 
S229  liandrnade  wood  cellars  (or  60  to  3400 
bottles  cooling  units  custom  racks  and  cellars 

Call  for  a  free  catalog  800/777-8466 
www.vinoteinp.com 


Real  Estate 


Snwot/i  Sailing  -flhsad 

CALL  FOR  A  Ff?EE  BOOKLET: 
HOW  TO  BUY  YOUR  HOME  IN  FLORIDA 

What  to  look  for—Wliat  to  look  out  for. . . 

PRINGLE  DEVELOPMENT 
 1  -800-533-5940  

http://www.pringle.com 

VOID  WHERE  PROHIBITED 


Personal  Business 


CHRYSLER  LEARNS 
FROM  ITS  MISTAKES 


It's  tough  to  stand 
out  in  the  crowd  of 
passenger  cars  these 
days,  and  no  auto 

maker  knows  tliis  better  than 
Chrysler.  While  its  minivans, 
pickups,  and 
sport-utilities  are 
major  players  in  the  light- 
tiTick  market,  Chiysler's  cars 
poke  along  behind  those  of 
General  Motors,  Ford.  Honda, 
and  Toyota. 

But  "the  new  1998  Dodge 
Intrepid  and  Chrysler  Con- 
corde models — due  out  in 
mid-November  and  Decem- 
ber, respectively — should  get 
Chrysler  back  in  the  game. 
When  the  first  versions  of 
these  full-size  sedans  rolled 
out  in  1993,  their  dramatic 
styling  wowed  consumers. 
Early  quality  problems,  how- 
ever, including  water  leaks 
and  faulty  headlights,  took 
the  steam  out  of  sales. 
Chiysler  vowed  not  to  make 
the  same  mistakes  twice  and 
poured  $2.1  billion  into  a  new 
lineup  that  includes  an  lh.s 
luxury'  version  and  a  sporty 
300M  model  to  be  introduced 
next  year. 

SLEEKNESS  COUNTS.  Judging 
trom  test-drives  of  the  Con- 
coj'de  and  Intrepid,  the  mon- 
ey was  well  spent.  Once 
again,  both  of  the  models  look 
stunning.    The  Intrepid's 


AUTOS 


cross-hair  gi'ill,  flared  head- 
lights, and  wedge-shaped  de- 
sign make  rivals  such  as 
Ford  Taurus  and  Chevrolet 
Lumina  seem  timid  by  com- 
parison. The  sleeker  Con- 
corde combines  a  Feirai-i-like 
front  with  an  elegantly  ta- 
pered roof  line. 
"Design  is  our 
mark  of  distinction,"  says 
Thomas  Gale.  Chiysler's  ex- 
ecutive vice-president  for 
product  development. 


)rde  and 
'ook 


But  the  real  test  of  the 
new  sedans  will  be  in  the 
more  fimctional  aspects  of  the 
car's  performance.  That  said, 
their  two  new  aluminum  en- 
gines may  be  the  best  power 
trains  Chrysler  has  ever 
built.  The  base  2.7-liter  V-6 
engine  accelerates  smoothly, 
idles  quietly,  and  delivers  a 
satisfying  200  horsepower. 
The  upper-level  Intrepid  ES 
and  Concorde  Lxi  are 
equipped  with  a  heftier  3.2- 
hter  V-6  engine  that's  rated 
at  225  horsepower  The  four- 


s].iee(l  autnrnatic  transmission 
shifts  forcefully  without  an- 
noying lags.  The  Inti-epid  ES 
gets  an  AutoStick,  which  lets 
the  driver  choose  between 
conventional  automatic  shift- 
ing or  a  clutchless  manual 
system.  Gas  mileage  is  good: 
21  miles  per  gallon  in  the  city 
and  30  on  the  highway  for 
the  2.7-liter;  19  in  the  city 
and  28  on  the  highway  for 
the  3.2-liter. 

Although  these  are  large 
cars,  they  handle  as  nimbly 
as  smaller  vehicles  in  sharp 
tiuns.  An  aU-independent  sus- 
pension provides  a  pleasing, 
but  not  overly  cushy,  ride. 
Braking  is  excellent,  as  was 
proved  during  a  test  drive  in 
the  winding,  hilly  roads  out- 
side Austin,  Tex.  I 
was  baiTeling  out  of 
a  blind  cun-e  at  40 
mph  in  a  Concorde 
Lxi,   when   a  big 
black  dog  decided 
to  play  tag  with  my 
front    bumper.  I 
slammed    on  the 
brakes,  came  to  a 
dead     stop,  and 
avoided  the  mutt. 
AntOock  brakes,  however,  ai-e 
standard  only  on  the  LXi  and 
Intrepid  E.S.  They're  optional 
on  the  base  models. 

To  cut  down  on  squeaks 


DODGE  INTREPID:  Its 

makes  rivals  look  tir, 

and  rattles,  Chrysler 
the  cars'  bodies  am 
their  internal  caviti( 
sound-absorbing  foai 
result  is  a  much  quiei 
than  in  the  previoi 
ation  of  Concon 
Intrepids.  The 
is  spacious,  th; 
"cab-forward" 
that  pushes  the  wb 
to  the  edge  of  the  ch; 
provide  maximum  r 
side.  Front-seat  dual 
are  one-thii'd  less  po' 
reduce  the  risk  of  inj 
children  and  small 
Both  cars  can  haul 
with  18  cubic  feet 
space. 

GORGEOUS.  I  did  havi 
quibbles.  The  instrum( 


els  seem  rather  m  [W 


guished — for  cars  that 
gorgeous  on  the  outsi(  ^ 
cloth  seats,  while  comf  — 
have   a  washed-out 
(Leather  seats  are  stpR 
on  the  Concorde  Lxi, 
tional  on  the  Intrep 
The  imitation  wood-gr 
ish  on  the  Concorde 
pears  chintzy.  But  th( 
minor  drawbacks  in  : 
age  that  is  far  rooraii 
competitors  in  its  pricBlHI 
The  Intrepid  is  expe(  [tsm 
sell  for  $21,000  to  $: 
and  the  Concorde  for 
to  $26,000. 

Chrysler  expects  I 
buyers  to  be  between 
50  years  old,  half  of  t\ 
male,  with  annual  ii 
above  $50,000.  Co: 
should  attract  a  slightl; 
more  affluent  group, 
quality  matches  their 
and  performance,  Co:  lij 
and  Intrepid  should  g  7, 
buyers  back  into  CY^^fj, 
showTooms.  Bill 


m 


m 


WORTH  NOTING 


■  QUICK  ROUTES.  Not  sure  how  to  get  there?  Lucent  llj 
nologies"  Maps  On  Us  (w^\'\A'.mapsonus.com)  and  MapC 
(www.mapquest.com)  are  among  the  free  Web  sites  thij 
you  piint  out  customized  maps  and  driving  directior 
On  Us  users  can  even  seai'ch  an  online  Yellow  Pages| 
toi-y  to  find  gas  stations,  restaui-ants,  shops,  and  im 
then  have  the  map  pinpoint  their  location. 
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1997 


iness  Week  Index 


;tion  index 


rom  last  week:  0,2% 
rom  last  year:  5,0% 


PRODUCTION  INDICATORS 


PRODUCTION  INDEX 

Sept,  27=126,4 
  1992=100 


Jan  May  Sept 

1997  1997  1997 

s  a  4-week  moving  average 

on  index  rose  in  the  week  ended  Sept.  27,  wtiile  ttie  unaveraged 
126  trom  126,5,  After  seasonal  adjustment,  auto  production  was 
witti  trucks  up  6,3%,  as  Ctirysler  announced  ttiat  it  will  focus 
t  trucks  and  sport  utility  vefiicles  ttian  on  passenger  cars  Steel 
tit  were  up,  while  electric  power,  oil,  coal,  and  lumber  were  down, 
index  for  September  was  126,4,  up  0,4%  from  125.9  m  August. 

Ie«  copyright  1997  by  The  McGraw-Hill  Companies 


INDICATORS 


lES  (10/3)  S&P  500 


LATEST      WEEK  YEARLY 
WEEK        AGO     %  CHG 

965.03     945.22  37.6 


BOND  YIELD,  Aaa  (10/3) 

7.01% 

7.04% 

-6,0 

MATERIALS  PRICES  (10/3) 

105.1 

105.9 

-3,0 

AILURES  (9/26) 

NA 

NA 

NA 

E  LOANS  (9/24)  billions 

NA 

NA 

NA 

PLY,  M2  (9/22)  billions 

$3,992.9  $3 

,983,8r 

5.9 

IMS,  UNEMPLOYMENT  (9/27) 

thous.  308 

307r 

-9.9 

ndard  &  Poor's,  Moody's,  Journal  of  Commerce  (index  1990=100), 
/e.  Labor  Dept 


5T  RATES 


NDS  (10/7) 

LATEST 
WEEK 

5.42% 

WEEK 
AGO 

5.81% 

YEAR 
AGO 

5,11% 

L  PAPER  (10/7)  3-month 

5.50 

5,53 

5,43 

ES  OF  DEPOSIT  (10/8)  3-month 

5.61 

5,63 

5,40 

'GAGE  (10/3)  30-year 

7.45 

7,46 

8,20 

E  MORTGAGE  (10/3)  one-year 

5.65 

5,67 

5,94 

) 

8.50 

8,50 

8.25 

leral  Reserve,  HSH  Associates,  Bloomberg  Financial  Markets 


STEEL  (10/4)  thous,  of  net  tons 

LATEST 
WEEK 

2,155 

WEEK 
AGO 

2,246# 

YEARLY 
%  CHG 

8.8 

AUTOS  (10/4)  units 

126,924 

125,803r# 

4.8 

TRUCKS  (10/4)  units 

143,014 

144,847r# 

12.5 

ELECTRIC  POWER  (10/4)  millions  of  kilowatt-hrs 

63,525 

64,036# 

6,7 

CRUDE-OIL  REFINING  (10/4)  thous,  of  bbl,/day 

15,086 

15,291# 

4.5 

COAL  (9/27)  thous,  of  net  tons 

21,543# 

21,796 

3.5 

LUMBER  (9/27)  millions  of  ft. 

479, 9# 

482.5 

-1.4 

RAIL  FREIGHT  (9/27)  billions  of  ton-miles 

27, 4# 

27.3 

2.2 

Sources:  American  lion  &  Steel  Institute,   Ward'i  Automotive  Reports.  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept,,  WWPAt,  SFPA2,  Association  of 
American  Railroads 

PRICES 

GOLD  (10/8)  $/troy  oz. 

LATEST 
WEEK 

332,600 

WEEK 
AGO 

337.150 

YEARLY 
%  CHG 

-12.8 

STEEL  SCRAP  (10/7)  #1  heavy,  $/ton 

137.50 

137.50 

3,0 

COPPER  (10/3)  e/ib. 

98.2 

97.2 

5,1 

ALUMINUM  (10/3)  i2/lb 

79.0 

79.0 

22,5 

COTTON  (10/4)  strict  low  middling  1-1/16  in,,  e/lb.  69,60 

71.01 

-6,9 

OIL  (10/7)  $/bbl. 

21.93 

21.08 

-14,2 

CRB  FOODSTUFFS  (10/7)  i967=ioo 

244.56 

241,11 

-5.1 

CRB  RAW  INDUSTRIALS  (10/7)  1967=100 

334.16 

336,70 

-1.6 

Sources:  London  Wednesday  final  setting,  Chicago  market,  Metals 
market,  NYMEX,  Commodity  Research  Bureau 

Week,  Memphis 

FOREIGN  EXCHANGE  'A 

JAPANESE  YEN  (io/8) 

LATEST 
WEEK 

121.59 

WEEK  YEAR 
AGO  AGO 

121.02  111,47 

GERMAN  MARK  (10/8) 

1.75 

1.77 

1.53 

BRITISH  POUND  (10/8) 

1.62 

1.61 

1.56 

FRENCH  FRANC  (io/8) 

5.89 

5.96 

5.17 

ITALIAN  LIRA  (10/8) 

1721.5 

1740.2  1521.5 

CANADIAN  DOLLAR  (10/8) 

1.37 

1.38 

1.35 

MEXICAN  PESO  lo/s) 

7,754 

7.748 

7.565 

TRADE-WEIGHTED  DOLLAR  INDEX  (10/8) 

105.4 

105,9 

98,2 

Sources:  Maior  New  York  banks.  Currencies  expressed  in  units  per  U-S.  dollar, 
except  for  British  pound  in  dollars    Trade-weighted  dollar  via  J  P  Morgan. 


the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart):  other  components  {estimated  and  not  listed)  include  machinery  and  defense 
^Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn  3=Free  market  value       NA^Not  available       r=revised       NM=Not  meaningful 


WEEK  AHEAD 


Oct.  15,  8:30  p.m. EDT^  Retail 
Dected  to  have  risen  0.2%  in 
based  on  the  median  forecast  of 
surveyed  by  mms  International,  a 
McGraw-Hill  Companies.  August 
.4%.  Excluding  autos,  buying  is 

have  increased  0.3%  after 
i%  in  August.  September  sales 
ive  slowed  from  the  rapid  sum- 
ut  supports  under  spending 

I  PRICE  INDEX 

Icf.  16,  8:30  a.m. EDTP-  Con- 

s  are  expected  to  have 

y  0.3%  in  September,  based  on 


the  MMS  survey  results,  after  rising  0.2%  in 
August.  Higher  energy  prices  are  expected 
to  have  pushed  the  index  up.  Excluding 
energy  and  food,  the  core  index  also  is  pro- 
jected to  have  climbed  0.3%,  reflecting 
higher  tobacco  and  car  prices. 

BUSINESS  INVENTORIES 

Thursday,  Oct.  16,  8:30  a.m. edt>  Invento- 
ries held  by  manufacturers,  wholesalers, 
and  retailers  are  expected  to  have  risen  by 
0.3%  in  August,  says  the  mms  poll,  follow- 
ing a  0.2%  increase  in  July.  Stockpiles  had 
grown  much  faster  in  the  second  quarter, 
and  a  slower  rate  of  buildup  m  the  third 
quarter  will  cut  into  the  quarter's  economic 
growth. 


HOUSING  STARTS 

Friday,  Oct.  17,  8:30  a.m. edt>  Housing 
starts  in  September  are  projected  to  have 
risen  substantially,  to  an  annual  rate  of  1.42 
million,  based  on  the  mms  survey.  Sales  had 
dropped  4.8%  in  August,  to  1.36  million, 
but  new-home  sales,  mortgage  applications, 
and  builders'  optimism  remain  high. 

INDUSTRIAL  PRODUCTION 

Friday,  Oct.  17,  9:15  a.rn.EDT^  The  mms 
poll  expects  industrial  production  to  post  a 
0.3%  increase  in  September,  less  than 
August's  0.7%  gain.  Capacity  utilization  is 
projected  to  have  held  steady  at  the  August 
rate  of  83.9%.  The  slower  pace  is  suggested 
by  sluggishness  in  hours  worked. 
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A  BUSINESS  WEEK  SPECIAL 
ADVERTISING  SECTION 


DOES  YOUR 
WORKFORCE 
REFLECT  THE 
FUTURE? 

Global  Diversity: 
A  component  for 
success 

Diversity  in  the  workplace 
is  more  than  a  watchword, 
it's  a  key  to  success.  This  special 
Business  Week  advertising  section  allows 
companies  to  showcase  their  corporate 
diversity  initiatives  and  capture  the 
attention  of  5.1  million  forward- 
thinking  business  leaders. 


Jo  tap  into  the  power  of 
Global  Diversity, 

please  call  Jeff  Maiers, 
Project  Director 
312-616-3303 
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Ad  Closing  Date: 
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Telecommunications  36 
Aetna  (AET)  170 
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AT&T(T)  40,48,68.128 
Avon  Products  (AVP)  39, 68 
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Banco  do  Brasil  34 
Bankers  Trust  New  York  (BT) 
68 

BanquePanbas  58 
Barclays  58 
Bear  Stearns  98 
BellSouth  (BLS)  140 
Best  Buy  (BBY)  98 
Big  Dog  Motorcycles  159 
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Borden  48 

British  Telecommunications 
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Cablevision  System 
(CVC)  106 

Caliber  System  (CBB)  48 
Callan  Associates  162 
Canon  (CANNY)  116 
Champion  International 
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Chrysler  (C)  166 
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Shares  134 
Comcast  (CMCSA)  106 
Commerzbank  58 
Commonwealth  Bank  of 
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Compass  Select  Equity 

Investors  162 
Corporate  University 
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Cox  Communications 

(COX)  106 
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(CEI)  134 
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Dell  Computer  (DELL)  12 
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Eastman  Chemical 
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Electronic  Data  Systems 
(EDS)  140 
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Enron  (ENE)  48 
Epson  (MTC)  116 
EVEREN  98 
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Federal  Express  (FDX)  34, 48 
Federated  Department  Stores 
(FC)  132 

EirstPlus  Financial  Group 
(FPFC)  98 
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;  1552.94 
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1-week  change 
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U.S.  MARKETS 

Latest 

Week 

Year 

UUW  JUIiCo  IllUUollldIo 

RnQ<i  1 

tSUsO.  1 

1.0 

35.7 

MACnAfl  Pnmhinori  rnmnncito 

1  lA  1  O 

3.0 

40.4 

MiriP^n  AflfX 
ootr  iVilOUdP  4UU 

1.8 

38.8 

S&P  SmallCap  600 

191.9 

2.1 

38.0 

S&P  SuperComposite  1500 

210.3 

1.9 

38.9 

SECTORS 

Latest 

%  change 
Week  Year 

Bloomberg  Information  Age 

309.6 

2.7 

44.5 

S&P  Financials 

116.5 

3.2 

56.4 

S&P  Utilities 

205.3 

-0.6 

6.2 

PSE  Technology 

345.2 

3.7 

53.3 

FOREIGN  MARKETS 

Latest 

%  change 
Week  Year 

1  nnrinn  (FT-^F  mm 

5262  1 

-1.0 

30.4 

Frankfurt  (DAX) 

4347.2 

3.6 

61.5 

Tokyo  (NIKKEI  225) 

17,619.2 

-1.2 

-16.3 

Hong  Kong  (Hang  Seng) 

14,838.5 

-1.4 

22.6 

Toronto (TSE  300) 

7193.5 

2.1 

32.3 

Mexico  City  (IPC) 

5300.3 

-1.0 

58.7 

FUNDAMENTALS 

Latest 

Week 
ago 

Year 
ago 

S&P  500  Dividend  Yield 

1.54% 

1.60% 

2.07% 

S&P  500  P/E  Ratio  (Last12mos. 

24.5 

24.2 

20.1 

S&P  500  P/E  Ratio  (Next  1 2  mos.)*    1 9.5 

18.8 

NA 

First  Call  Earnings  Surprise* 

4.88  % 

2.70% 

NA 

TECHNICAL  INDICATORS 

Latest 

Week 
ago 

Reading 

S&P  500  200-day  average 

847.2 

841.3 

Positive 

Stocks  above  200-day  average 

85.0% 

84.0% 

Negative 

Options:  Put/call  ratio 

0.45 

0.47 

Negative 

Insiders:  Vickers  Sell/buy  ratio 

3.60 

3.62 

Negative 

Data:  Bloomberg  Financial  Markets;  *First  Call  Corp, 

BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


Trucking 
Oil  &  Gas  Drilling 
Invest.  Banking/Brkrge. 
Gold  Mining 
Long-Dist.  Telecomm. 


31.8 
23.7 
19.8 
14.8 
14.7 


Trucking 

Invest.  Banking/Brkrge. 
Oil  &  Gas  Drilling 
Savings  &  Loans 
Semiconductors 


214.4 
99.7 
91.3 
87.2 
85.3 


WORST-PERFORMING   Last  Last  12 

GROUPS  month  %  months  % 


Steel  -8.1 

Photography/Imaging  -7.6 

Metal  &  Glass  Containers  -6.8 

Hospital  Management  -6.7 

Genl.  Merchandise  Chains  -6.0 


Photography/Imaging 
Engineering  &  Constr. 
Hospital  Management 
Shoes 

Gold  Mining 


-18.2 
-10.1 
-9.2 
-7.2 
-6.3 


BLOOMBERG  MONEY  FLOW  ANALYSIS 


Rebound  ahead?  Stocks  with  most 
significant  buying  on  price  weakness 

Price 

1-month 
change 

Micron  Technology 

33 '^16 

-10^4 

Lockheed  Martin 

107 

-^8 

Atmel 

35  V4 

-2 '/1 6 

Cigna 

174V4 

-17Vl6 

Motorola 

72^16 

-3  Vis 

Kulicke  &  Soffa 

47  Va 

-3 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

l-month 
change 

WorldCom 

38Vi6 

6^8 

Dell  Computer 

99 '/8 

12'/8 

3Com 

51  Vl6 

2% 

Cisco  Systems 

78  V2 

"/I6 

Pfizer 

61^4 

4  "/1 6 

Ciena 

55  V2 

6V4 

KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


MONEY  MARKET  FUNDS 

5.14 

5.14 

4.98 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds 

90-DAY  TREASURY  BILLS 

5.08 

5.10 

5.12 

assummg  a  31%  federal  tax  rate. 

10-yr.  bond 

30-vr.  bond 

6-MDNTH  BANK  CDS 

5.18 

5.19 

5.04 

Latest 
week 

Last 
week 

Latest 
week 

Last 
week 

1-YEAR  TREASURY  BILLS 

5.42 

5.44 

5.53 

GENERAL  OBLIGATIONS 

4.56 

4.56 

5.14 

5.14 

10-YEAR  TREASURY  NOTES 

6.08 

6.04 

6.53 

PERCENT  OF  TREASURIES 

75.04 

75.59 

80.79 

81.31 

30-YEAR  TREASURY  BONDS 

6.36 

6.33 

6.79 

TAXABLE  EOUIVALENT 

6.61 

6.61 

7.45 

7.45 

LONG-TERM  AA  INDUSTRIALS 

6.85 

6.78 

7.32 

INSURED  REVENUE  BONDS 

4.72 

4.71 

5.38 

5.37 

LONG-TERM  BB6  INDUSTRIALS  7.21 

7.17 

7.74 

PERCENT  OF  TREASURIES 

77.67 

78.08 

84.56 

84.95 

LONG-TERM  AA  TELEPHONES 

7.16 

7.11 

7.52 

TAXABLE  EQUIVALENT 

6.84 

6.83 

7.80 

7.78 

FUNDS 


U  S  Diuersitied  WK  All  Equity 
52-week  total  return 


;star,  Inc. 


EQUITY  FUNDS 


EQUITY  FUND  CATEGORIES 


ity 

Leaders 

Laggards 

Leaders 

Laggards 

54 

Four-week  total  return 

% 

Four-week  total  return 

% 

Four-week  total  return 

% 

Four-week  total  return 

% 

Fidelity  Sel.  Energy  Serv. 

14.8 

DFA  Japanese  Small  Co. 

-18.7 

Real  Estate 

8.7 

Pacific/Asia  ex-Japan 

-8.3 

45 

Fidelity  Select  Brokerage 

14.8 

Morgan  Stan.  Asian  Grth.  C 

-14.7 

Financial 

8.1 

Diversified  Pacific/Asia 

-5.5 

GT  Global  Natural  Res.  A 

14.2 

Merrill  Emerging  Tigers  8 

-14.7 

Health 

7.7 

Japan 

^.3 

36 

Cohen  &  Steers  Spec.  Eq. 

14.0 

Morg.  Stan.  Instl.  Asia  Eq.  A 

-14.6 

Europe 

7.6 

Diversified  Emerging  Markets 

0.1 

2/ 

Weitz  Hickory 

13.3 

Invesco  Asian  Growth 

-14.0 

Communications 

7.6 

Technology 

3.0 

Leaders 

Laggards 

Leaders 

Laggards 

18 

52-week  total  return 

% 

52-week  total  return 

% 

52-week  total  return 

% 

52-week  total  return 

% 

Lexington  Troika  Russia 

168.3 

DFA  Japanese  Small  Co. 

^9.0 

Financial 

54.0 

Precious  Metals 

-22.9 

Fidelity  Sel.  Energy  Serv. 

95.6 

Bull  &  Bear  Gold  Investors 

-44.4 

Latin  America 

44.5 

Japan 

11.9 

Hartford  Cap.  Apprec.  A 

92.6 

United  Svcs.  Gold  Shares 

^2.7 

Real  Estate 

42.3 

Diversified  Pacific/Asia 

-6.5 

Fidelity  Select  Brokerage 

81.7 

Fontaine  Global  Growth 

-38.0 

Small-cap  Value 

42.2 

Pacific/Asia  ex-Japan 

-3.5 

Evergreen  U.S.  Real  Est.  Y 

81.3 

Midas 

-37.8 

Mid-cap  Value 

38.7 

International  Hybrid 

14.7 

narket  close  Wednesday,  Oct.  8,  1997,  unless  othenwise  indicated.  Industry  groups  sis.  and  mutual  fund  returns  are  as  of  Oct,  7.  For  a  more  detailed  explanation,  write  to  us  or  E-mail 
;ompanies  only.  Fundamentals,  tectinical  indicators,  Bloomberg  money  flow  analy-     figure5@busmessweek,com.  NA=Not  available  "Vanguard  Index  500  Fund 
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Editorials 

* 

WHY  THOSE  MERGERS  COULD  IMPLODE 

A  re  high-octane  stocks  the  funny  money  of  the  '90s,  lead- 
XjLing  to  mergers  that  could  fall  apart  down  the  road? 
Are  CEOS  underestimating  the  organizational  and  cultural 
hurdles  of  blending  giant  companies,  each  with  tens  of  thou- 
sands of  workers?  Does  anyone  on  the  Street  remember  the 
go-go  years  of  the  '60s  and  the  junk-bond  days  of  the  '80s? 

Many  mergers  in  the  current  wave  make  sense,  especially 
when  they  are  in  the  same  industry,  generate  synergies,  and 
involve  mutual  respect  by  both  corporate  managements. 
Trouble  begins  when  CEOs  go  into  the  merger  betting  on 
rapid  earnings  grovvi;h  while  misjudging  the  difficulties  of 
bringing  together  very  different  kinds  of  companies.  This  is 
particularly  true  when  managers  then  try  to  squeeze  quick 
cost  savings  out  of  the  merged  company  and  wind  up  of- 
fending customers  and  disappointing  investors  (page  132). 

The  Union  Pacific-Southern  Pacific  and  Aetna-U.  S.  Health- 

care  mergers  suffer  from  problems  due  to  haste  in  ( 
ting.  Union  Pacific  let  go  thousands  of  seasoned  worlj 
consohdated  railyards.  But  three  major  crashes  f| 
cargo  got  lost,  and  clients  were  left  holding  the  baj| 
moved  too  fast  to  integrate  U.S.  Health,  was  cluele;! 
rising  costs,  created  a  claims  backlog,  and  angered  cu| 
Both  are  slovdng  down  to  better  serve  their  custoiri 
Virtually  every  serious  study  done  shows  that  it] 
difficult  to  bring  off  a  successful  merger  That's  the  dl 
the  current  environment,  in  which  stocks  with  supen 
price-to-eamings  ratios  make  mergers  all  too  financia 
Instead  of  new  efficiencies  and  savings  for  customen 
ers  can  generate  delays,  bad  service,  and  higher  costsJ 
line:  It's  a  lot  easier  to  play  the  acquisitions  game 
p-e  stock  than  it  is  to  manage  a  successful  merger, 
word  to  the  vdse  for  both  CEOs  and  investors. 

I 

GLOBAL  WARMING:  COOL  HEADS  REQUIRED  ' 

A  cultural  divide  makes  clearheaded  discussion  about  glob- 
jr«Lal  warming  difficult.  Most  executives  and  economists 
are  optimistic  about  the  future  and  beUeve  in  the  concept  of 
progress,  while  most  environmentalists  are  pessimistic  about 
the  future  and  want  to  restore  the  past.  The  first  group 
views  grovi^h  as  the  solution  to  problems  afflicting  society, 
while  the  second  sees  growth  as  a  problem  in  itself  The 
split  in  the  Clinton  Administration  over  global-warming  pol- 
icy is  symptomatic  of  this  long-running  debate. 

But  there  is  a  middle  ground.  The  temperature  of  the 
Earth  has  risen  one-half  to  one  degree  F  in  the  past  century 
(much  of  it  before  1960),  and  computer  climate  models  predict 
the  warming  will  continue.  What  we  don't  know  is  how  much 
rising  greenhouse  gas  emissions,  especially  carbon  dioxide 
from  the  burning  of  fossil  fuels,  contribute  to  the  trend.  And 
we  have  little  idea  how  much  it  will  cost  in  terms  of  economic 
growth  to  cut  the  emission  of  carbon  dioxide  into  the  atmos- 
phere. Here,  cost-beneiit  computer  modehng  is  still  in  the 
garbage-in,  garbage-out  stage. 

To  suggest  that  the  U.S.  now  take  radical  steps  to  curb 
greenhouse  gases,  such  as  imposing  heavy  taxes  on  carbon 
dioxide  emission,  would  be  to  make  policy  in  a  void  of  infor- 
mation. Germany  and  Britain  are  demanding  sharp  15%  cuts 
in  emissions  by  2010  from  1990  levels  for  industrial  countries 
at  the  upcoming  Kyoto  Conference  on  global  warming.  They 
can  meet  those  goals  simply  by  shutting  obsolete  coal  mines 
and  switching  to  more  efficient  gas  and  oil.  The  U.  vS.,  less  de- 
pendent on  dirty  coal,  has  no  such  easy  out.  It  would  have  to 
go  much  further  to  meet  the  target  and  hurt  economic  growth 
just  at  a  time  when  the  benefits  of  the  current  expansion  are 
starting  to  felt  by  the  poor  and  much  of  the  middle  class. 

Improving  energy  eflSciency,  a  smart  alternative  to  cutting 

energy  use,  would  not  hurt  grovi^th.  The  efficiency  of\ 
power  generators  is  in  the  range  of  30%.  With  co-gei 
technology,  it  jumps  to  50%.  Most  appUances,  from  rv 
crowaves,  drain  power  when  they're  not  on.  A  de 
mode  could  cut  this  usage  in  half.  Then  there  are  J 
gines.  A  large  percentage  of  all  U.  S.  greenhouse  e\ 
stem  fi-om  burning  gasoline  in  cars  and  trucks.  Det| 
only  reluctantly  improved  engine  efficiency  to  boost  i 
In  the  past,  it  has  taken  the  whip  of  government  to 
Big  Three  to  act  on  both  fuel  efficiency  and  safety.  D 
setting  itself  up  once  again  for  government  action.  I 
take  the  lead  in  doubling  fuel  efficiency  over  the  next 
which  would  go  a  long  way  toward  curbing  U.S. 
dioxide  emissions.  This  is  especially  true  for  big  spoi 
vehicles,  which  get  the  worst  mileage  on  the  road.  0\ 
Ford  Expeditions  and  Chevy  Suburbans  would  be  i: 
happy  to  gas  up  once  instead  of  twice  a  week. 

It  would  be  a  mistake  to  confuse  concern  with  c 
But  the  environmentahsts  do  have  a  point.  The  ti 
not  fully  played  to  its  strengths— technology  and  mar] 
protecting  the  environment.  Devising  more  efficient  1 
appliances,  and  power  generators  would  be  major  s 
ward  curbing  global  warming.  Corporate  America! 
take  the  lead.  Extending  the  successful  U.  S.  experis 
reducing  acid  rain — creating  a  market  for  trading  per 
sulfur  dioxide  pollution — to  carbon  dioxide  poUutiorli 
worth  a  try.  Here,  Washington  should  provide  inceni 

As  the  U.  S.  moves  rapidly  towai'd  an  information  e 
it  should  become  easier  for  the  economy  to  tread  moi 
ly  on  the  land.  There  is  growing  common  ground  I; 
those  who  think  growth  is  the  greater  good  and  th(' 
prefer  the  pristine  beauty  of  nature. 
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OUTSTANDING    com  fo  r  i 
FOR    THOSE     LONG  STRETCHES. 


e  Ckevv  '  Bl  azer    makes  vow  comrortanle  on  anv  roa  d.  Its  ex  cl  n  s  1 V  e 
r  Conti-ol  System'  soaLs  up  liumps  aiul  helps  gi\'e  you  salety,  confidence  and  maneuveraliilitv. 

\rlietlier  you  re  dri\-in^  over  potlioles  or  lout;  niountain  trails, 
kevy  Blazer;  A  little  kit  of  securit)'  in  an  insecure  world.  I'or  a  tree  test  dri\e  or  lirocliure 
call   :  -600-950-1)540  or  visit  www.cliox  rolet.com  '  truclc 


BLAZER 
LIKE  A  ROCK 


•lixJuJc,  olKtT  G.M  pr,xlucLi.  ©WQb  G.^l  G.rp.  Buclile  up.  Amenta; 


Nothing  moves  faster  than  light.  And  now  light  can  send  images  as  true  as  life  -  at  the  speil 
N^^RTEL  ''^'"'^  Qwest  Macro  Capacity   Fiber  Network.  With  Nortel's  high-speed  broader 

technology  (OC-192)  and  the  world's  purest  fiber  optics^  it's  designed  to  send  lO,. 
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;ober  ^  /  km  11^  mTlbilLlWn  COMPANIES 


THIS  WAY  COMES. 

Variable  Valve  Timing.  No  covetous  clenck  like  a  state-of-the-art, 
5  tkis,  tke  fiercest,  nay,  the  fastest  automatic  sedan  in  the  worUt 


is  FOR  THE  BRAZEH  GROWL 
300  HORSES  BODE 


is  FOR  THE  CHlLLiriG  TUHE 
THE  COHQUERinG  PARTY  HUMS. 


G  TRUTH.,. 


IMAGINE  "INTELLIGENT 


DRUGS  THAT  COULD  TELL  SICK 


CELLS  FROM  HEALTHY  ONES, 


AND  THEN  SELECTIVELY 


DESTROY  THE  TARGETED  ONES. 


I  mm  c.irlicsi  pr.iciuioncrs,  mcdi 
cine  h.iJ  ?i)ue,hi  not  ]Li^t  cllccti\ cncss 
hut  prccisum,  Ui  ircat  disc.ijc  with 
minim.il  cllcct  nn  hccihh\  iissuc. 

Id  .1  ddciui',  ihc  htiK  L^iMil  1?  sclcc 
ti\in  th.u  \iruuill\  l:,ci>  down  to  ihc 
h\c\  111  ihc  cell 

[od.n  .  ihcrc  is  .in  cmcr^inL;  procc 
diiic  ih.u  l:;ci>  i.inLilizin;:;I\  close  to 
this  dic.im 

I  his  IS  the  \ision  ol  PhotoPoint. 
.1  dramatic  nc\\  medical  procedtire 
LeinL;  de\ eloped  h\  \Iira\ant  It  ma\ 
p\e  the  medical  practitioner  a  hiL^h 
dcLiree  ol  selecti\it\  and  control  in  a 


minimalK  in\asi\e  procedure. 

rhoioPoint  ma\  ha\e  application 
lor  a  w  ide  ran^^e  ol  conditions  rane,ini: 
Irom  cancers  to  e\  e  diseases,  and  is  now 
hein',;  tested  in  prechnical  and  clinical 
studies  in  the  US  and  internationalK 

ITroLnh  oLir  stralei;ic  alliances  and 
corporate  partners,  were  htiildinL;  a 
leadership  position  lor  the  marketini^ 
ol  PhotoPoint  druL^s.  lii^ht  producing;, 
and  liL^ht  delner\  dexices. 

.And  throirji  \lira\ants  experience 
in  delinin'i  precise  dosimetn.  we  ma\ 
hrint;  a  new  level  ol  precision  to  the 
treatment  ol  disease. 


in  JiMudl  iftiJk.s,  f/u  /'liiiri>ri>i(ir  Jut):,  is  injuuJ  anj  is 


I.I'Jm  is  Jih^hJ  Jl  [Ik  ui-i^t  .irai.  A  SI  ^ 
sMhm  '.'ininilu'.  l/'C  /ii;/>l.  ,inj  spKlnlj . 
uir/>in  thi.  hoJ\  iv  on  its  stu/iicc.  X 
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BOOMER  GENERATION 


A  POTENT  AID  FOR  HEARING-AID  SALES 


EVER  SINCE  THE  NEWS  BROKE 

on  Oct.  4  that  President  Clin- 
ton, 51,  was  getting  a  healing 
aid,  ear  doctors  have  seen  a 
surge  in  business — especially 
from  other  baby  boomers 
who  had  been  reluctant  to 
admit  that  they  suffered  fi'om 
an  infirmity  of 
the  aged. 

HEARx,  one  of 
America's  largest 
distributors  of 
hearing  aids,  re- 
ported   a  90% 
jump  in  sales  in 
the  week  after 
Clinton's  an- 
nouncement, plus 
a  50%  increase  in 
appointments  at 
its  clinics.  Other  providers, 
such  as  Miracle  Ear  and  Bel- 
tone,  also  have  seen  hefty 
hikes. 

Because  of  the  Clinton  fac- 
tor, the  trade  group  Hearing 


'f 


Alt 


WHAT?  B^;ne\■  list 


than  a  temporary  phenome- 
non. When  Ronald  Reagan, 
then  72,  got  a  hearing  aid  in 
1983,  there  was  a  30%  sales 
rise.  In  recent  years,  though, 
sales  have  advanced  at  a  sin- 
gle-digit pace  (up  5.2%'  in 
1996  and  up  9%  in  the  fii-st 
half  of  1997).  Al- 
though an  esti- 
mated 26  miUion 
Americans  have 
some  degree  of 
hearing  loss,  a 
mere  6  milhon  of 
them  wear  heal- 
ing devices. 

One  typical 
hearing-impaired 
baby  boomer  in 
denial:  Lemma 
Daniels,  49,  of  Sunrise,  Fla., 
who  had  in  the  past  canceled 
five  hearing  appointments. 
But  Clinton's  announcement 
made  her  reluctance  evapo- 
rate. Says  Daniels:  "If  he 
doesn't  feel  bad  about  it,  whv 


Industries  Assn.  expects  this 
robust  growth  to  be  more  i  should  I?"     Jetnufer  Rivera 


MEDICINE  CABINET 

HEAVY  BLOW 
FOR  A  FAT  FIGHTER 

THE  OVERWEIGHT  ARE  HAVING 

a  run  of  bad  luck.  In  Sep- 
tember, phen-fen  and  Redux, 
the  fii-st  new  phannaceutical 
treatments  for  obesity  in  30 
years,  were  pulled  off  the 
market  because  of  serious 
harmful  side  effects.  Now,  a 
new  study  casts  doubt  on  the 
efficacy  of  yet  another  prom- 
ising treatment  involving 
a  protein  called 
leptin. 

Leptin,  which 
was  discovered  hy 
researchers  at 
Rockefeller  Uni- 
versity in  1995, 
both  suppresses 
the  appetite  and 
speeds  up  the  me-  NO  HELP: 


tabolism  in  mice.  Follow-up 
studies  found  that  liigh  leptin 
levels  in  children  lets  them 
buiTi  more  calories  during  ac- 
tive play.  So  drug  companies 
such  as  Amgen  are  spending 
vast  sums  to  come  up  with  a 
leptin  pill. 

But  the  latest  study— of  61 
adults  by  the  Human  Nutri- 
tion Center  on  Aging  at  Tufts 
University — concludes  that 
gi'ownups  seem  to  lose  their 
responsiveness  to  the  protein. 
The  Tufts  study,  published 
lately  in  Obesity  Research, 
finds  no  relation- 
ship between  lep- 
tin levels  in  the 
blood  of  nonobese 
adults  and  the 
number  of  calories 
burned  or  their 
metabolic  rate  af- 
ter eating. 
Lcpti  //  fa  lis      Catherine  Ar)ist 


TALK  SHOW  ui  didn't  do  anything  wrong.  I  did  everytl\] 
I  could  to  comply  with  the  law.  I  feel  good  about  it." 

— President  Clinton,  after  Attorney  GeneralJanet  Reno 
extended  her  probe  into  his  campaign  fund-raising 
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REALTY  CHECK 

MICHAEL  DELLS 
ESTATE  OF  SHOCK 

YOU  THINK  YOUR  PROPERTY 

taxes  are  high?  Consider  Dell 
Computer  Cliief  Michael  Dell. 
After  being  slapped  with  a 
$600,000  tax  bill  for  his 
nearly  complete  castle  in 
Austin,  Tex.,  Dell  sued  to 
have  the  assessment  over- 
turned. He  contends  that 
his  three-story,  33,000- 
squai"e-foot  complex — with 
an  eight-bedroom  main 
house,  indoor  lap  pool,  ex- 
ercise room,  and  confer- 
ence room — is  worth  only 
$5.5  million  to  $6.5  miilion, 
his  estimate  of  its  resale  val- 
ue. Ti'avis  County  tax  offi- 
cials figure  construction  costs 
are  upward  of  $45  million, 
even  in  its  incomplete  state. 

Dell's  gripe:  No  county  of- 
ficials visited  the  property. 
Instead,  they  made  construc- 
tion estimates  based  on  avail- 


able descriptions.  Officials 
they  were  denied  acces'( 
spite  repeated  reques', 
the  60-acre  estate.  Dell'fa 
yer  says  he's  aiTanging  i;( 
assessors  onto  the  site. , 
Chief  Appraiser  Artfc 
says  that  if  the  case  gci 
trial,  he's  hoping  to  get! 


HEART  OF  TAXES:  Big  assess't 


from  liis  coimteiparts  in  c 
County,  Wash.,  home  ol 
crosoft  Chaii'man  Bill  Cc 
Gates  similarly  filed  a  pij 
to  the  $53  milhon  assessK 
of  his  40,000-square-footi 
fi'ont  house  after  gettin' 
own  annual  bill  for  $600 
But  he  recently  droppe  . 
complaint.  Gary  McWilt 


B-SCHOOL  NOTES 


irS  MUCH  SLOWER  WITH  A  COMPUTER 


TEST   ANXIETY   COULD  BE 

particularly  acute  this  fall  for 
thousands  of  business-school 
applicants.  They  face  delays 
in  taking  the  Graduate  Man- 
agement Admissions  Test, 
which  is  now  given  only  on 
special  computer 
terminals.  People 
must  make  ap- 
pointments for 
available  comput- 
er time  at  the 
470  test  sites 
worldwide. 

But  the  Edu- 
cational Testing 
Service  says  that 
it  underestimated 
the  test-taker  demand  in  such 
cities  as  New  York.  The  situ- 
ation is  even  woi'se  in  parts 
of  Asia  and  Eastern  Europe: 
In  Moscow,  the  wait  for  a  test 
date  is  foiu-  months. 

For  would-be  mbas,  the  re- 
sult is  a  big  headache.  Many 


GONE:  No.  2  pencils 


have  been  told  to  find  i 
test  centers  or  make  a 
appointment.  Fred  Gros 
a  currency  options  tr 
couldn't  get  a  date  in 
hattan  until  Novembe 
he's  trekking  35  mile 
Verona,  N.t 
do  it  this  m( 
ETS  ass 
computer 
takers  that 
results  wil 
back  in  timi 
January  ap] 
!ii)n  deadl 
You  find  out 
score  right 
you  finish, 
getting  certified  results 
to  admissions  officers  f 
two  weeks.  The  ETS  is 
ing  to  remedy  the  short 
by  shipping  extra  compi 
and  by  extending  the  I 
at  test  sites.  C 
Matlack  a)id  Nadav  E 


C  DiiciMCCc  ift/ccL.   /  r\nrr\occL-  n-/  inn7 


,  Latin 

Amencaa 

Giving  You  More  Of  Latin  America  Than  Any  Other  Airline. 


No  one  brings  the  U.S.  and  Latin 
America  together  like  American  Airline.s. 
From  Chicago,  Dallas/Fort  Worth, 
Lo.s  Angeles,  Miami  and  New  York, 
American  offers  more  nonstop  .service 
to  Latin  America  than  any  other  airline. 
And  our  commitment  to  growth  con- 
tinues. In  December  1997,  American  will 
introduce  new  service  to  Porto  Alegre, 
Brazil,  and  Puebla,  Mexico. 


34  Cities.  18  Countries. 

Hueno.s  Aires,  .\i);L'nliii.i 

S,m  i^edro  Sul.i, 

Belize  City.  Helize 

llondura.s 

Li  P,)z.  liolivu 

TegLK  igalp.i.  I  It  )ndura,s 

Santa  Cniz.  Hiilivia 

Aiapukii.  Mexico 

Belo  Horiziimc.  Br.izil 

Cancun.  Mexico 

Porto  Alegre,  Brazil* 

Guadiilajara,  Mexico 

Kio  de  Janeiro.  Brazil 

t-eon,  Mexico 

Sao  Paulo.  Brazil 

l/)s  Cabos.  Mexico 

Santiago,  Chile 

Mexico  City,  Mexico 

Barranqiiilla.  Colombia 

Monterrey.  Mexico 
Puc-bla.  Mexico' 

Bogola.  Colombia 
Cali.  Colombia 
S.m  Jo.se,  Costa  Rk  a 

Puerto  Vallarta,  Mexico 
Managua,  Nicaragu.i 

Guayaquil,  Ecuatlor 
Quito,  l-cuador 

PanaiTia  City.  Panam.i 
A.sunci6n,  Paragii.iy 

San  Salvador, 

Lima,  Peai 

t"l  Salvador 

Caracas.  Veneztiela 

Ciuatemala  City. 

Montevideo. 

Ciuatcmala 

llRigiiay 

As  always,  .^AcK  antage'  tiasel  awards 
program  membcis  earn  mileage  credit 
toward  u[\giades  and  travel  wherever 
American  Hies  worldwide.  So,  whether 
you're  heading  to  Aca|iulco  for  the  beach 
or  Buenos  Aires  on  business,  call  your  Travel 
Agent  or  American  at  1-8(K)433-7.^(X),  or 
visit  us  on  die  web  at  www.americaruiircom 

Wherever  you  need  to  be  in  Latin 
America,  .American  is  there. 


AmericanAirlines 

Something  special  to  Latin  America.'' 


American  Airlines  and  AAdvantage  are  registered  trademarks  of  American  Airlines,  inc.  American  Airlines  reserves  the  right  to  change  AAdvantage  program  rules, 
regulations,  travel  awards  and  special  offers  at  any  time  without  notice,  and  to  end  the  AAdvantage  program  with  si.\  months  notice.  .\Advantage  travel  awards, 
mileage  accrual  and  special  offers  are  subject  to  government  regulations.  "New  service  begins  December  199''  subject  to  government  approval. 


Up  Front 


-WAY  PATROL 


RUNNING  GELL-PHONE  PIRATES  AGROUND 


THE    FEDS   ARE  CRACKING 

down  on  scanners  that  crooks 
use  to  set  up  illegal  cell- 
phone calls.  The  scanners  let 
bad  guys  find  out  the  num- 
bers and  access  codes  of  in- 
nocent callers.  Then,  the 
criminals  program  their  own 
cell  phones  with  the  unsus- 
pecting dupes'  data.  The 
thieves  nm  up  long-dis- 
tance chai'ges  aiTang- 
ing  drug  deals  and 
other  nefarious  ac- 
tivities. This  scam 
cost  the  phone 
industry  $650 
million  last  year. 

Responding  to 
the  telecos'  outrage, 
Congress  is  poised  to 
ban  individual  ownership  of 
scanners.  Floor  votes  in  both 
houses  are  slated  for  later  in 
October,  with  no  opposition 
surfacing  yet.  Phone  compa- 
nies and  law-enforcement 
agencies  could  still  buy  the 
devices,  called  esn  readers. 


Meanwhile,  federal  agents 
have  stepped  up  enforcement, 
aiTesting  800  people  last  yeai- 
The  long-distance  industry 
has  set  up  monitoring  sys- 
tems to  detect  pirates. 

The   scanners,  available 
through  consumer-electronics 
catalogs,  retail 
for  around 


$1,300.  Curtis  Electrical  De- 
vices, which  dominates  the 
ESN  market,  says  it  is  fixing 
the  problem  on  its  own:  New- 
er models  have  built-in  safe- 
guai'ds  that  restrict  the  scan- 
ner from  picking  up  a  full  set 
of  phone  digits.  Dennis  Blank 


NAME  GAMES 

WANTED:  A  CATCHY 
CAPITAL  SOBRIQUET 

you've  heard  of  silicon 
Valley  and  Route  128.  How 
about  the  Potomac  Knowl- 
edgeWay?  Didn't  think  so. 
The  moniker  refers  to  the 


POTOMAC  KNOWLEDGEWAY? 


high-tech  hub  siurounding  the 
capital.  If  it  seems  a  tad 
clunky,  blame  Washington's 
consensus-driven  decision- 
making. First,  a  consultant 
did  a  study.  Then,  a  commit- 
tee mulled  the  issue;  it  culled 
opinions  from  more  than  100 


businesses  before  unveihng 
the  name  two  years  ago.  But 
even  the  name's  proponents 
doubt  it  has  staying  power 
At  least,  says  Mario  Morino, 
who  heads  the  high-tech  tirade 
group  Potomac  Knowledge- 
Way  Project,  "it's  something 
to  rally  around." 

And  it's  rally  time.  Mori- 
no's  group  and  the 
Greater  Washington  Boaixl 
of  Tj-ade  are  launching  a 
campaign  to  spread  the 
word  about  the  capital's 
high-tech  prowess — and 
the  name.  Indeed,  the 
area  is  home  to  such  out- 
fits as  America  Online  and 

UUNET. 

"Silicon  Valley"  was 
coined  by  a  journalist  in  1971. 
Previous  attempts  at  a  name 
for  Washington,  such  as  Net- 
plex  and  Capital  Net,  have 
not  caught  on.  Still,  Potomac 
KnowledgeWay  is  better 
than  Home  of  the  Beltway 
Bandits.    Mary  Beth  Regan 


HONCHOS 

ALL  THAT  MONEY- 
AND  RHYTHM,  TOO 

ROCKIN'    RON  PERELMAN, 

drummer,  has  cut  his  first 
commercial  record.  The  bil- 
lionaii'e  financier  pounds  out 
the  rhythm  for  a  rap  remake 
of  Eartha  Kitt's  Santa  Baby 
on  an  album  to  benefit 
the  Special  Olympics.  The 
vocals  on  the  cut  are  by 
an  aiTay  of  stars,  includ- 
ing Reverend  Run,  Snoo]) 
Doggy  Dogg,  and  Salt-N 
Pepa.  "I  just  love  playing 
the  drums,"  says  Perel- 
man,  54,  a  devotee  of  the 
celebrated  dimmmer  Bud- 
dy Rich.  He  laid  down  his 
track  during  a  thi-ee-hom*  stu- 
dio session  in  July  without 
the  vocalists  present. 

Revlon  chief  Perelman, 
who  began  playing  the  chxims 
at  13  with  a  teen  band,  occa- 


sionally does  a  gig  at  sc? 
functions.  He  has  backedi 
Toni  Bi-axton,  Paul  Anka,  t 
the  Four  Tops.  To  relaxi 
plays  the  drum  sets  he  krt 
in  his  three  houses.  The  ^ 
cial  Olympics,  where  he  c|i 
served  on  the  board,  ass 
him  to  tui'n  pro  for  thep 
perstar  compilation,  A  \i\ 
Special  Christmas  3,  relesj 


BACKBEATING: /uO>;  on  drums 


- 


by  A&M  Records  on  Oct 
How  good  is  Perelm 
"Well,"  says  Bobby  Shri' 
one  of  the  record's  execul 
producers,  "he's  quite  ca 
ble  of  keeping  the  beat." 


THE  BIG  PICTURE 


SWIFT-GROWING  PLANTS 

With  employees  working  overtime  and  equipment 
operating  full-tilt,  manufacturers  are  scrambling 
to  increase  production  capacity.  They're  building 
plants  and  buying 
machines  at  ever- 
increasing 
rates. 


PERCENT  CHANGE  IN 
MANUFACTURING  CAPACITY 


I 


-L. 


I  '90  '91  '92  '93  '94  '95  '96  '9 

•FIRST  EIGHT  MONTHS,  COMPARED 
TO  THE  SAME  PEf?IOD  IN  1996 

DATA:  FEDERAL  RESERVE  BOARD 


FOOTNOTES    Cable  networks  in  the  U.  S.,  1975:  5;  1985:  73;  1996:  294 
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DATA:  VERONIS.  SUHLER  &  ASSOCIATES' 


X\STE  THE  WARMTH 

OF  FINE  COGNAC 
BLENDED  WITH  THE 
SMOOTH  PLEASURE  OF 

aIlegendary  LIQUE^. 


f^B''*"  ^t^S^    Presenting  our  new  expanded  line  of  servers.  Each  day  more  and  more  companies  realize 

p-r^       '■^^^|s<^'  HH  H  —      the  power  and  advantages  of  running  their  operations  with  Compaq  servers. 

r     I  i  H  ^p;'  Today,  over  one  million  Compaq  servers  are  in  operation.  As  the  need  for  this  more  efficient  d 

L.   -J*  |l  H    -  -  — intelligent  form  of  computing  has  expanded,  our  line  of  servers  has  expanded  to  meet  every  dem.d 

The  ProSignia  200  is  our  entry-level  server,  which  your  business  can  buy  for  the  price  of  a  deskto 

For  workgroups,  we  offer  the  ProLiant  800  and  the  new  850R,  which  is  the  first  high-density,  rack-ready  workgroup  server.  j  ( 

Moving  up  the  organization,  we  offer  the  scalable  and  flexible  ProLiant  2500  for  departments  and  the  ProLiant  6000,  which  delivers  extie 
price  performance  for  midrange  enterprises. 

The  ProLiant  6500  and  7000  are  the  newest  scalable  additions  to  our  line  and  establish  solid  enterprise  capabilities.  Each  offers  the  hi  s 
levels  of  availability  for  7x  24  computing. 

From  the  very  beginning,  Compaq  servers  hove  set  the  standard  for  open  systems  computing.  Today,  Compaq  management  software 
companies  to  keep  networks  up  and  running  and  costs  down. 

The  days  of  having  to  run  your  business  only  on  the  big,  expensive  iron  are  over.  The  future  with  Compaq  is  a  wide  open,  newly  paved 
superhighway  just  begging  to  be  travelled. 

www.compaq.com/products/servers 


THE  GREAT  TECHNOLO 
WON'T  BE  BUILT  Wl 


WSlfnE  FUTURE 
jX^siD  STEEL. 
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Readers  Report 


GORE  DIDN'T  OPEN 
ANY  DOORS 


In  your  article  "Did  Gore  open  a 
door?"  (Government,  Oct.  13),  you  al- 
lege that  the  Federal  Communications 
Commission  agreed  to  move  next  year 
from  its  ciurent  inadequate  eight  Wash- 
ington locations  to  a  single,  consolidated 
building  because  of  campaign  contribu- 
tions allegedly  made  in  1996  by  one  of 
the  building's  developers. 

As  the  career  civil-service  executive 
in  charge  of  the  move  of  the  FCC  since 
1989,  I  can  report  to  you  that  this  alle- 
gation is  a  patent  falsehood. 

You  failed  to  acknowledge  that  the 
FCC  does  not  have  and  has  never  had 
authority  to  lease  its  own  buildings.  All 
decisions  about  whether  and  where  the 
FCC  would  consoUdate  to  a  single  build- 
ing are  made  by  the  General  Services 
Administration  (gsa)  and  Congress. 

Second,  since  August,  1994,  a  court 
order  and  a  gsa  lease  executed  with- 
out the  Fcc's  consent  have  committed 
the  FCC  to  move  to  the  new  building. 
Third,  the  FCC's  concern  at  all  times 
since  that  date  has  been  consistently 
focused  on  two  goals:  the  need  for 
enough  space  to  house  all  of  oui'  em- 
ployees under  one  roof,  and  the  need 
for  money  to  pay  for  the  move,  which 
our  operating  budget  cannot  cover 

FCC  Chairman  Reed  E.  Hundt  testi- 
fied to  Congress  on  July  18,  1996 — long 
after  you  allege  the  FCC  stopped  ex- 
pressing conceiTis  about  the  move  be- 
cause of  a  developer's  pohtical  contri- 
bution (which  no  one  at  the  FCC  knew 
anything  about).  Hundt  said  that  given 
the  absence  of  money  to  pay  for  the 
move,  "the  FCC  must  seriously  exam- 
ine" ceasing  participation  in  the  project. 

In  1996,  GSA  leased  enough  space  for 
the  agency,  and  in  1997  gsa  agi-eed  to 
pay  for  the  fcc's  move  to  the  Portals 
out  of  its  own  funds. 

Andrew  S.  Fishel 
Managing  Director 
Federal  Communications  Commission 
Washington 

Editors  note:  hi  1994,  neither  the  court 
order  nor  the  lease  committed  the  FCC  to 


up  from  10%  in  1988. 


CORRECTIONS  &  CLARIFICATION^ 

"A  new  breed  of  philanthropist"  (Nev;- 
Analysis  &  Commentary,  Oct.  6)  incorrein 
ly  characterized  the  research  of  Boston  Cji 
lege  Professor  Paul  G.  Schervish.  He  fouji 
that  the  richest  Americans  accounted  \\ 
25%  of  all  charitable  contributions  in  193  j 

] 

"The  new  world  of  real  estate"  (Cover  Sto « 
Sept.  22)  should  have  said  Crescent  Rcr 
Estate  Equities  Co.  owns  50%  of  Class: 
office  space  in  the  Greenway  Plaza-Ric: 
mond-Buffalo  Speedway  submarket  iik 
Houston,  not  in  all  of  Houston.  Cresceig 
says  it  owns  about  10%  of  all  the  Classl 
office  space  in  Houston. 


move  to  the  Portals  b^iilding.  In\ 
agreement  accompanying  the  lease\ 
GSA  pledged  to  "use  vigorous  ejforts\ 
get  the  FCC  to  occupy  the  Poiixils. 

Your  article  contains  numerous 
curacies  and  creates  the  wholly  fi 
impression  that  officials  of  the  Gem 
Services  Administration  (gsa)  ente 
into  a  lease  agreement  with 
Franklin  L.  Haney  on  unusual  tei 
and  conditions  and  that  this  agreem 
was  somehow  related  to  campaign  c 
tributions  made  by  various  compa; 
controlled  by  Mr.  Haney. 

The  article  implies  that  GSA  ente| 
into  a  lease  with  unusual  terms  to 
commodate  Mr.  Haney.  That  is  not  t 
GSA  entered  into  a  lease  with  P; 
49C  Limited  Partnership  (Parcel  4| 
on  Aug.  12,  1994.  I  would  point  out 
at  the  time  this  lease  agreement 
entered  into,  Mr.  Haney  was  not  a 
ticipant  in  Parcel  49C.  Therefore,  Gi 
agreement  to  include  language  in 
lease  about  FCC  tenancy  ^vas  complet 
unrelated  to  Mr  Haney. 

The  General  Services  Administrat 
negotiated  a  supplemental  lease  agi 
ment  with  Parcel  49C  on  Jan.  3,  1! 
The  supplemental  agreement  stat 
among  other  things,  that  "it  is  the 
tent  of  the  Government  that  the  F 
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You  kiiow  us  for  copiers,  of  course.  You  probal)ly  don't  know  that  our  network  printers 
are  also  setting  new  benchmarks.  Tlie  DocuPrint  N32  gives  you  blazing  speed  with 
copier-like  options  youVe  never  expected  fioni  a  printer,  like  5-position  stapling*  and  a  10- 
bin  niaili)ox.  hi  fact,  weVe  combined  tlie  best  features  from  botli  sides  of  our  family  to 
give  you  a  new  way  to  tliink  about  all  your  network  printing.  Just  call  1-800 -34 -XEROX, 
exL  2993.  Or  \isit  w-ww.xerox.networkprinters.com.  It's  a  different  line  of  thinking: 
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It  «^^nH  to  remember,  as  continents  go,  you  got  iucky:  canyons,  and  mountains,  a 
pra^fc,  and  deserts,  and  forests,  many  of  which  are  only  a  half-day "s  drive  from  whf 
you  ^-."o^-  "'"^^'S  reminder  is  all  well  and  good,  but  you  will  still  need  the  right  equipme 

lsuza?li  pleased  to  introduce  the  completely  reinvented  1998  Rodeo,  with  a  slee* 
vprofil|,  an  advanced  frame  design,  a  quieter  ride,  a  variable  induction  engine  and  mo 
horsepower  (205).  because  you've  got  a  lot  of  continent  to  cover. 
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eral  Communications  Commission  shall 
be  the  initial  occupant  of  the  leased 
space,"  while  retaining  the  right  of  the 
Government  to  substitute  tenants  for 
the  tenant  named  in  the  solicitations 
and  to  sublet  any  part  of  the  premises. 

Contrary  to  the  suggestion  in  the  ar- 
ticle, the  "intent  of  the  Government" 
language  in  the  Jan.  3,  1996,  supple- 
mental lease  was  not  an  accommoda- 
tion to  Parcel  49C  or  Mr.  Haney  The 
language  was  a  cairyover  from  the  orig- 
inal lease,  but  we  believe  it  was  weaker 
than  the  "vigorous  efforts"  language 
contained  in  the  original  lease. 

With  respect  to  the  Fcc's  occupancy 
of  the  Portals  and  the  FCC's  position  on 
relocating  to  the  Portals,  during  much  of 
the  time  frame  at  issue  I  was  the 
deputy  director  of  the  fcc's  Office  of 
Legislative  &  Intergovernmental  Af- 
fairs. I  can  assure  you  that  by  the  fall  of 
1994,  the  FCC  chairman  was  prepared 
to  have  the  agency  relocate  to  the  Por- 
tals— provided  that  sufficient  space  and 
sufficient  monies  to  finance  the  move 
were  available. 

The  Oct.  13  article  is  also  inaccurate 
in  reporting  that  GSA  "dropped  a  stan- 
dard clause"  allowing  it  to  terminate 
the  lease  in  the  case  of  partial  destruc- 
tion fi-om  fii-e  or  flood.  This  "standard" 
clause  can  affect  a  lessor's  ability  to  ob- 
tain financing,  and  prospective  lessors 
fi-equently  seek  to  modity  it.  That  Parcel 
49C  did  so  is  not  unusual. 

In  summaiy,  the  three  basic  "facts" 
that  your  reporter  rehed  on  to  support 
her  own  conclusion  that  the  FCC  is  mov- 
ing to  the  Portals  because  of  "powerful 
connections  and  big-bucks  campaign  con- 
tributions" were  reported  inaccurately. 

Robert  A.  Peck 
Commissioner 
General  ^Services  Administration 
Public  Buildings  Sei-vice 
Washington 

I  am  the  spokeswoman  for  the  Vice- 
President  referred  to  in  "Did  Gore 
open  a  door?"  I  want  to  reiterate — and 
for  the  record — that  the  Vice-President 
had  no  involvement  with  the  FCc's  re- 
location to  the  Portals  building  or  with 
the  selection  of  the  Portals  building's 
developers.  During  an  on-the-record 
conversation  that  I  had  with  BUSINE.SS 
week's  reporter,  I  made  this  100% 
clear.  Indeed,  neither  the  Vice-Presi- 
dent nor  anyone  from  his  staff  ever 
spoke  to  FCC  Commissioner  Reed 
Hundt  about  the  issue  of  the  Portals 
building  or-  its  developers. 

Your  article  presents  not  one  bit  of 
real  evidence  connecting  the  Vice-Pres- 
ident to  any  nefarious  scheme  regarding 


the  Portals  building  because,  quite  sim- 
ply, there  is  none. 

Heidi  Kukis 
Deputy  Press  Secretaiy 
to  Vice-President  Al  Gore 
Washington 

A  FEW  MORE  QUESTIONS 
FOR  THE  TESTING  TESTERS 

The  article  about  Bruce  Alberts' 
quest  to  refoiTn  testing  was  most  wel- 
come ("Eveiyone  knows  E=MC- — now 
who  can  e.xplain  it?"  Science  &  Tech- 
nology, Oct.  6).  Before  World  War  II, 
the  College  Entrance  Examination 
Board  (ceeb)  piimarily  used  essay  ques- 
tions, and  the  tests  shaped  what  stu- 
dents learned  and  how  they  studied. 

We  seniors  at  Boston  Latin  School 
in  1940-41  were  being  prepared  for  the 
ceeb  examinations  in  June,  1941.  Some 
of  us  were  going  to  be  tested  in  Amer- 
ican liistoiy,  English  literature.  Latin, 
and  Greek.  We  wi'ote  a  100-word  precis 
in  English  class  on  20  occasions  during 
the  school  year.  We  did  translations  at 
sight  of  unfamiliar  Latin  texts  every 
Thursday.  In  mid-June,  select  high 
school  teachers  and  college  instioictors 
came  together  for  a  week's  stay  at  a 
New  York  hotel,  where  they  read  and 
scored  the  essay  examinations. 

In  the  spirit  of  Professor  Alberts' 
quest,  it  is  worth  noting  that  the  CEEB 
examinations  of  June,  1941,  which  were 
not  multiple-choice,  did  in  fact  help  stu- 
dents fi'om  public  high  schools  open  the 
doors  to  private  universities:  in  the  case 
of  60  of  us,  fi'om  Boston  Latin  School  to 
Harvard  College. 

The  CEEB  began  to  abandon  essay 
questions  because  of  wartime  exigen- 
cies. The  board  of  advisers  of  the  ceeb 
had  been  scheduled  to  meet  on  Dec.  10, 
1941,  as  it  turned  out,  three  days  after 
the  bombing  of  Pearl  Harbor.  It  was 
immediately  clear  that  there  would  not 
be  enough  e.xaminers  to  read  and  score 
essay  questions  the  following  June.  And 
so  they  decided  to  employ  the  fonnat  of 
the  new  multiple-choice  tests  used  ex- 
perimentally for  examinations  for  schol- 
arships based  on  individual  merit  and 
not  on  financial  need. 

Lloyd  B.  Urdahl 
Rochester,  N.Y. 

Bruce  Alberts  and  other  critics  of  the 
SAT,  multiple-choice  testing,  and  rote 
learning  are  attacking  the  symptoms 
and  not  the  disease.  John  Cai'ey's  aiticle 
contains  the  basic  problem  in  the  quote 
by  Robert  J.  Stembei'g  of  Yale  Univer- 
sity about  society's  fixation  on  scores. 
Changing  the  way  students  are  qualified 


for  admission  into  colleges  and  scm 
progr-ams  doesn't  alter  that  fixaticj' 

And  at  what  age  or  grade  )»■ 
would  the  critics  start  students  orU\ 
ical  thinking  skills — 3rd  grade?a 
grade?  The  fii'st  year  of  college?* 
students  be  taught  to  analyze  proon 
in  a  discipUne  before  they  have  mm 
lized  the  basics  of  that  discipline?  o 
part  of  oui'  cuiTent  education  pro  i 
derived  fi-om  the  previous  decad  t 
trying  to  get  fii-st-grade  children  i) 
higher  math  before  they  had  mas1»' 
the  basics  of  counting? 

Rote  memoiy  must  precede  ana  a 
which  is  the  next  step  to  take  afte  ;li 
fundamentals  have  been  acquired. 

Floyd  D.  Barw 
Prof(  (C 

Department  of  Ame:  a 
Thought/Lang  g 
Michigan  State  Univeit 
East  Lansing,  J:; 
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The  Intel  Pentiumll  processor. 


I  I  s  I  he  most 
powerful 
Intel  processor 
jilable  today  and  it  was  designed 
[h  both  yoLM'  current  and  future 
nputing  needs  in  mind.  So.  not  only 
you  get  greater  performance  from 
ditional  business  software,  but 


//  works  as  hard  as  you  do. 


you  also  get  the  power  for  advanced 
applications  like 
e-commerce  and  video 
conferencing.'  Most 
important,  you  get  the 
pentium'^ll   headroom  you  need  to 


maintain  long-term  investment 
protection  as  your  computing 
needs  evolve.  The  new  Pentium"  II 
processor.  It  works  as  hard  as  you 
do.  To  find  out  more, 
visit  our  Web  site. 


►  www.intel.com/PentiumII 


Intel 

The  Computer  Inside." 
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BY  STEPHEN  H.  WILDSTROM  

HERE  COME 
MOVIES  ON  DISK 


They're  evolving,  but 
DVDs  will  eventually 
please  both  film  buffs 
and  computer  users 

Manufacturers  can't 
agi-ee  on  a  recording 
format.  They  can't 
even  agi-ee  on  what  to  call 
it.  But  despite  the  squab- 
bling, the  digital  videodisk, 
or  digital  versatile  disk,  or 
just  plain  dvd,  is  on  its  way 
to  becoming  the  ne.xt  impor- 
tant medium  for  both  com- 
puter data  and  home  enter- 
tainment, especially  movies. 

DVD  players  come  in  two 
forms:  stand-alone  units, 
starting  at  about  $500.  that 
plug  into  your  television  set, 
and  imits  that  replace-  the  CD- 
ROM  drive  in  a  personal  com- 
puter. These  will  be  standard 
m  some  liigh-end  PCs  this  fall, 
and  in  others  options  will  be 
offered  at  $300  to  $500.  Up- 
gi-ade  kits  from  companies 
such  as  Diamond  Multimedia 
Systems  Inc.  and  Creative 
Labs  Inc.  can  add  d\'D  to  old- 
er PCS  for  about  the  same 
price. 

A  dvd  looks  almost  identi- 
cal to  a  CD,  but  thanks  to 
new  laser  technology,  the 
fh'st-generation  disks  can  hold 
4.7  gigabytes  of  infoi-mation, 
more  than  seven  times  as 
much  as  a  CD.  (Future  ver- 
sions will  hold  up  to  17  giga- 
bytes.) 

The  most  important  initial 
use  for  DVDS  is  for  movies. 
A  first-generation  disk  will 
hold  133  minutes  of  video, 
enough  for  most  featui'e  films 
plus  a  wealth  of  enhance- 
ments. Hundreds  of  movies 
are  being  converted  to  the 
format.  The  disks  generally 
retail  for  about  $25. 


Even  in  theu-  still-evolving 
state,  DVD  players  offer 
enough  advantages  over 
videotape  that  they're  well 
woith  a  tiT.  especially  for  film 
buffs.  The  digital  forniat  of- 
fei-s  much  better  video  quality. 
Audio  comes  in  both  standard 
stereo  or,  if  you  have  the 
right  equipment,  a  five- 
channel  surround- 
sound  foiTnat  called 

ACS. 

In  many  cas- 
es, you  can 
view  the  movie 
in  either  the 
"pan-and-scan" 
version  that  fills 
youi'  TV  screen  or 
in  "letterbox"  format, 
which  preserves  the  propor- 
tions of  the  theater  version — 
leaving  black  stripes 
above  and  below  the 
picture.  You  can 
choose  subtitles  in 
several  languages, 
and  some  disks  even 
offer  a  choice  of  sound- 
tracks dubbed  into  dif- 
ferent languages. 
MEDIUM  OF  CHOICE.  DVD 
seems  destined  to  replace 
tape  for  prerecorded 
videos.  It  might  be  a  while, 
though,  because  a  gi'oup  of 
companies,  led  by  Matsushita, 
Cii'cuit  City  Stores,  and 
Walt  Disney,  in  an  ef- 
fort to  make  disks  hai'der 
to  copy,  have  devised  a  for- 
mat called  Divx  that  chal- 
lenges the  industiT  standard 
(BW— Sept.  29).  Ultimately, 
DVD  will  also  become  the 
home-recording  medium  of 
choice,  but  another  dispute 
over  formats  is  holding  up 
development  of  machines  that 
can  both  play  and  record. 
One  bit  of  comfort  for  con- 
sumers: While  today's  play- 


ers may  not  handle  new  for- 
mats, the  disks  you  invest  in 
now  will  work  in  future 
players. 

You  can  also  use  a  comput- 
er's D\TD  chive  to  view  movies, 
though  I'm  not  sure  why 
you'd  want  to.  I  tried  movies 
in  the  dvd  drive  of  a  Toshiba 
Infinia  7231,  and  while  it  of- 
fered all  the  nifty  featui'es  of 
stand-alone  models,  the  dis- 
play is  a  big  problem.  Com- 
puter monitors  are  too  small, 
and  movies  tend  to  appear 
dim  and  murky.  Some  com- 
puters can  send  dvd  output 
to  a  television  set,  but  because 
signals  can  be  sent  only  for 
limited  distances 


ait 


through  cables,  the  devices 
must  be  in  close  proximity. 

Games  have  also  been  ad- 
vanced as  a  great  dvd  apph- 
cation,  but  here,  too,  the  out- 
look is  as  murky  as  a  movie 
on  a  computer  monitor.  Time, 
DVD  makes  it  possible  to  cre- 
ate video-rich  games  using 
five  action,  but  such  games 
are  almost  as  expensive  to 
produce  as  movies.  And  in  a 


market  segment  w^here 
its  have  been  elusive,  d 
opers  aren't  lushing  to 
huge  investments  in  t. 
new  products. 

More  hkely  candidateil 
early  dvd  use  are,  not 
piisingly,  applications  that 
huge  amounts  of  informa] 
For  example,  Broderl 
Software  Inc.  is  develop 
dvd  version  of  its  Fa: 
Tree  Maker  progi-am  thi 
eludes  gigab.vtes  of  gene; 
ical  data  on  a  single  di& 
TRAINING  VIDEOS.  Encycl| 
dias,  other  reference  wi 
and  mapping  programs 
ly  run  to  two  or  more 
ROMS  and  ai-e  ideal  candidj 
for  the  new  fonnat.  And 
recordable  drives  bee 
available,  corporati 
are  likely  to  use 
for  such  purposes] 
distributing  trai: 
videos    or  1 
databases. 

Since  the 
diives  can  read) 
ROMS    and  ai 
CDS,  and  because 
price  differential  e- 
tween  cd-rom  and  I'l 
chives  is  ah-eady  nan^- 
ing,  dvd  units  should  e- 
come  standard  on  nst  '■■  i 
desktop  PCS  over  n  '"i 
next  year.  That  J 
be  especially  truoi 
machines  using  t 
Pentiimi  II  procesr 
which    has    enoi ! 
horsepower  to  deajljtai 
press  MPEG-2  viiptai 
without  help  fi'om  an  tv 
in  card.  DVDs  will  also  stl 
appealing  in  place  of  cd-pv 
drives  on  high-end  lapt'J  , 
tliis  autumn.  -.4 
I  wouldn't  i-ush  to  >  - 
gi'ade  my  computer  vdtlf; 
DVD  chive  until  there's  mje 
content  available.  At  presf;i;iirie 
there's  not  much  more  on  Hsael; 
fer  than  reference  works.  Itieve 
if  you  like  movies,  especiall;u  hj; 
you're  discerning  enough  b  tf 
realize  that  VHS  tape  doesltE-di 
begin  to  do  justice  to  SiM\i 
you'll  probably  get  a  lotpif.) 
pleasm-e  out  of  an  investmit 
in  a  stand-alone  player,  eveijtr 
new  foiTnats  make  it  obsolM 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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JERSHIP  ENGINE 

ling  Companies  Build  Leaders  at  Every  Level 

1.  Tichy  with  Eli  Cohen 
siness  •  367pp  •  $26 


OSE  WHO  CAN,  DO. 
OSE  WHO  EXCEL,  TEACH 


ad  of  reading  leadership  books 
at  laud  the  same  people?  Heard 
ore  than  you  ever  wanted  to 
)out  Jack  Welch,  Bill  Gates, 
rove,  and  Roberto  Goizueta? 
irdly  alone.  Truth  is,  most  com- 
•en't  headed  by  people  like  that, 
business  leaders  don't  sit  only 
ip  of  organizational  pyi-amids — 
!  scattered  throughout  every 
i\  company.  Yet  most  leader- 
!ts  focus  on  the  all-too-famihar 
5,  paying  scant  attention  to  the 
;he  trenches. 
eadership  Engine,  a 
ly  by  University  of 
1  Professor  Noel  M. 
)es  not  exclude  the 

General  Electrics 
Intel's  Grove,  or 
la's  Goizueta.  But 
d  co-wrriter  Eli  Co- 
'ide  a  novel  take  on 
rorn  topic  and,  re- 
y,  introduce  us  to  a 

nevi^  leaders  who 
;  wear  ceo  crowns, 
so  provide  a  100-page  work- 
tielp  managers  act  on  their  ad- 
;hy,  drawing  upon  25  years  of 
ce  as  a  consultant  and  teacher, 
hiat  successful  organizations  win 
they  are  run  by  people  who 
leaders.  Markets,  pi-oducts,  and 
^es  come  and  go,  the  authors 
it  "a  company  that  continually 

leaders  at  all  levels  is  here  to 
ause  it  has  people  who  antici- 
d  know  how  to  deal  with 

time  when  many  companies 
back  or  abandoned  their  man- 
-development  efforts,  this  is  a 
message.  As  Tichy  and  Cohen 
stinguished  leaders  are  willing 
le  direct  responsibihty  for  the 
lent  of  other  leaders.  They  are 
who  invest  a  lot  of  time  im- 


parting ideas,  values,  and  emotional  en- 
ergy to  others  by  telling  stories  about 
their  experiences. 

In  the  18  months  before  Roger  A. 
Enrico  became  ceo  of  PepsiCo  Inc.  last 
year,  for  example,  he  spent  nearly  one- 
third  of  his  time  running  a  personal 
"war  college"  for  Pepsi's  top  executives 
and  managers.  In  sessions  that  ran  fi-om 
early  morning  till  late  at  night,  Enrico 
would  lead  nine  execs  at  a  time  through 
five  days  of  dialogues  and  exercises  at 
his  house  in  the  Cayman  Islands  or  his 
ranch  in  Montana.  He  de- 
scribed his  experiences,  got 
them  to  reflect  on  their  own 
operating  styles,  and  shared 
liis  opinions  on  how  to  con- 
sti-uct,  expand,  and  change  a 
business.  Each  participant 
was  asked  to  take  on  a 
project  that  would  have  a 
major  dollar  impact.  Then, 
months  later,  each  would  re- 
turn for  a  three-day  session 
with  Enrico  to  review  the 
project's  progi'ess. 
All  told,  Eni-ico  devoted  more  than 
120  days  to  teaching  up-and-coming  ex- 
ecutives in  10  separate  programs.  The 
upshot:  He  was  able  to  assess  the  com- 
pany's next  generation  of  leadership  and 
to  coax  fi-om  them  many  ideas  that  en- 
hanced PepsiCo  profits  and  productivity. 

Few  leaders,  of  course,  can  devote 
as  much  time  as  Emico  does  to  coach- 
ing. But  the  authors  found  many  other 
CEOS  who  share  their  knowledge  just 
as  effectively.  Ameritech  ceo  Richard 
C.  Notebaert  leads  a  two-hour,  no-holds- 
barred  dialogue  with  as  many  as  100 
managers  at  regularly  scheduled  devel- 
opment progi-ams.  AUiedSignal  ceo  Lar- 
ry Bossidy  religiously  holds  "skip-level 
meetings" — or  sessions  that  circumvent 
hierarchy — at  breakfasts  with  10  man- 
agers held  at  least  once  a  week.  This 
way,  he  listens,  learns,  and  teaches 


E  BEST  MANAGERS  LAY  GREAT 
:'RESS  ON  COACHING  OTHERS 


Greater 
Phoenix. 

where /jfe  and 
uwk  corned. 


If  vou're  ready  to  grow  your  business 
enli:uice  your  f;unily's  lifestyle, 
Ciieater  Ph(x;nix  is  the  ideal  place 


to  connect  with  new  customer, 
siiiiiilieR  ;uid  friends  virtually 
^.  ovemiglit. 

Greater  I'hoenix  is  a  booming  $S0+  billion 
marketplace  where  we  offer 
a  unique  ch:uice  to 
live  a  b:d;uiced 
life — to  build 
your  future  and 
make  a  difterence. 

This  is  where  you  c;ui  build  a 

billion-dollar  semiconductor  fab,  or 
start  up  a  l^-peRon  S(jftware  conipa 
ny  Here  you  c:ui  design  and  liuild 
spacecr;ift,  jet  engines,  micro 
controller  or  software — ;i]id  golf, 
hike,  swim  or  bike  outdoors — all 
*  year  round.  And  no 
place  else  makes 
iiMje:Ls\  to  connect 
with  business  associa- 
tions, schools,  ami 
civic  groups. 

Read}  to  gi'ow'' 
(Contact  Greater  I'hoenix  Economic  Goiincil  at 
(602)  256-7700  or  1 -800-42 1-4732,  or  visit 
our  website  at  www.giiec.org. 

JSreater 
Phoenix 

I       wherehii  Mid ii'oii' 
 ^comiect 


REPLACING  A 
BIG,  BULKY  CRT 
K  ith  a  slim  flat  panel  Jisplaj 
actually  makes  room  Jot  more 
traders  on  the  jloor.  Which  is 
a  good  thing,  since  the  trading 
volume  on  the  major  exchanges 
is  higher  than  it  has  ever  been  in 
the  past.  The  increased  volume 
in  trades  means  that  there  is  an 
even  greater  need for  traders  to 
meet  this  demand. 


Perha PS Jhe  first 
instance  where 


computers  are 


by  peopre. 


i!fi<;>ynr  ic  a  roaicforoH  frsHomarL  anH  I  rnOnnn    1  rH/inn    YtraU.oi*/  "Fvnortf 


(  tho  NFr  Torhnnlnaioc  irnn  arp  trartpmarUQ  nf  NFP  TprhnnlnoiP<;   Inr.  All  othCT 


IN  A  FREE  MARKET  ECONOMY,  compunics  arc  alwa/s  competing  foi 
capital.  In Jact,  the  market  has  neier  been  more  competitive  than  it  is  today. 
!S  the  number  of  specialists  needed  to  trade  stocks.  It  also  puts  an  additional 
le  technology  needed  to  support  this  effort,  since  traders  need  to  constantly 
y  as  four  or  Jive  displays  to  stay  abreast  of  market  news  and  economic  data. 


eet  at  least,  it 
:  less  may  actually 


Dause  replacing  big, 


NEC  Multisync  LCD2000 
20.1"  Viewable  LCD  Monitor 

virtually  any  angle  (which 


y-hpgging  CRTs  with  slim  flat  comes  in  handy  when  you're  straining  to  see 
\%  allows  you  to  put  more  traders      over  the  shoulder  of  another  trader).  These 


EC  Technologies'  new  MultiSync* 
rs,  including,  the  world's  first 


monitors  produce  a  brighter,  sharper  image 
than  many  CRTs.  They  eliminate  eye-fatiguing 
flicker  (which  traders  will  appreciate  since  they 


THE  TRADING 
FLOOR  IS  crowded 
with  specialists.  The  trading 
floor  IS  also  crowded  with 
big,  bulky  CRTs  that  take  up 
precious  room.  These  CRTs 
also  hog  energy  and  produce 
a  tremendous  amount  of  heat. 
(Besides,  as  any  trader  will  tell 
you,  it's  already  "hot  " enough 
on  the  trading foor.) 


I  MultiSync'LCO  Monitor  Series  ^ 


/  available  20.1"  viewable  LCD  have  to  keep  an  eye  on  so  many  displays).  They 

>e remarkable  flat  panel  displays  also  consume  up  to  50%  less  power  and  have 

less  space  and  weigh  70%  less  much  lower  emissions.  Plus  they're  compat- 

tional  monitor.  Size,  however,  is  ibie  with  most  PCs,  Macs  and  workstations. 


ra\riew'"  technology 


r  and  accurate 


To  learn  more,  call  1-800-NEC-INFO. 
Or,  if  you  prefer,  please  visit  us 


at  www.nec.com.  Expect 
more.  Experience  more 


LCD2000'" 


LC0400'" 


Viewable  Size  20.1" 

Maximum 
Resolution 


Weight 

Dimensions 
(W,  H,  D) 


14,1" 


1280x  1024  1024  x  768 
22.0  lbs  11,5  lbs 


19,7x19x8,7"  14,1x14,3x6,7" 

Brightness       150cd/m'  180cd/m' 

Viewing  Angle   160°  conical      160°  conical 
XtraView  XtraView 
technology  technology 

Both  models  are  compatible  with  PC,  Mac,  work- 
station or  any  VESA  compliant  analog  RGB  signal, 
no  special  card  required. 


NEC  Technologies 


MORE  TRADERS  MEANS  MORE  TRADES,  which  means 
more  money.  (And  let's  be  completely  frank,  shall  we.  whatfinan- 
loesn  't  like  news  like  that?)  In  fact,  one  could  even  argue  that 
om  big,  bulky  CRTs  to  slim  fat  panel  monitors  like  the  MultiSync 
ould  actually  put  a  positive  spin  on  the  term  'downsi/.ing'. 


rademarks  a'e  the  property  of  ttieir  respective  holders.  ©1997  NEC  Technologies.  Inc 
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REAL  ESTATE  AND  MORE 


TOBKCOr.T.  t\UZ--Z 


BusinessWeeklB  BusinessWeek 


Subscribe  today! 

Get  the  news  you  want 
in  a  timely  fashion 
from  anywhere  in  the  world. 


Call 

1.800.635.1200 


BusinessWeek 


Beyond  news,  bitelhgcmc. 


Need  an  inventory  solution? 


We  have  one. 

Donating  your  excess 
inventory  earns  a 
generous  tax  write-off 
for  your  company. 
And  creates  college 
scholarships  for 
needy  students.  EAL 
can  convert  your 
donation  of  inventory 
into  financial  aid. 

A  GREAT  SOLUTION. 


Request  a  free  guide 
to  learn  more. 
Cfl// (630)  690-0010 
Fax  (630)  690-0565 
Email 

.scholar  @eduassist.or2 

Educational 
Assistance  Ltd. 
P.O.  Box  3021 
Glen  Ellvn.  IL  60138 


Excess  inventory  today . . .  student  opportunity  tomorrow 


Books 


staffei*s  he  would  otherwise  rai-ely 
As  Tichy  and  Cohen  put  it:  "A  lejli, 
who  aspires  to  be  a  winning  teachej*. 
ganizes  eveiy  meeting,  makes  ever*- 
cision,  and  designs  eveiy  organizatli 
structure  with  developing  other* 
mind."  | 

Great  teachers  ai'e  not  the  only  ht 
of  what  the  authors  label  "teachinnr 
ganizations."  These  companies  also  1:  fc; 
cultures  that  use  carrots  and  st  i 
Intel,  for  instance,  takes  stock  of  (t 
well  employees  develop  subordina 
when  evaluating  and  compensatinj  it- 
managers.  At  GE,  Welch  stripped  pee 
from  executives  who  ignored  his* 
mands  to  develop  leaders  along  I 
theh-  businesses. 

Tichy  and  Cohen  also  introduce  i  b 
people  such  as  Debra  Dunn,  heaf. 
Hewlett-Packard's  test-and-measurera 
business;  Phil  Myers,  an  account  ma.g 
er  at  SeniceMaster;  and  Mar>'  Peo 
vich,  general  manager  of  an  Alliedg-. 
nal  factoiy  that  churns  out  auto  Si-: 
belts.  The  authore  show  us  how  they  x  ' 
other  leaders  use  stories  to  motivate! 
spii'e,  and  pro\ide  guidance. 

Myers,  for  instance,  a  former  janja  i 
builds  energy  and  morale  by  goingte 
of  his  way  to  recognize  the  work  ol  B 
hospital  maintenance  workei-s.  He  kno 
how  commonly  others  ignore  hoip 
keepers,  and  he  ferociously  defea; 
them  against  slights  and  demeaninai 
cidents.  WTien  an  administrator  huni 
ated  one  of  them,  he  thi'eatened  to  li 
all  21  off  the  job.  ; 

Unfortunately,  not  all  the  anecdq?: 
in  this  book  are  so  illuminating.  ' 
not  very  helpful  to  read  yet  ag.i 
about  how  Goizueta's  family  fled  Fa 
Castro's  Cuba.  Goizueta  arrived  in  'i* 
ami  with  his  wife  and  three  childio 
S40,  and  100  shares  of  Coca-Cola  sUi 
The  Coca-Cola  chief  who  wasn't  inv 
viewed  for  this  book,  has  said  this  i 
perience  helped  him  understand  ti  ■ 
it  was  possible  to  survive  and  prosi; 
even  after  you  have  lost  everythi? 
Tichy  and  Cohen's  conclusion:  "Casi 
taught  him  to  be  fearless  about  tak{ 
risks."  That  seems  to  be  a  bit  of  ov 
reaching. 

Yet  the  notion  that  a  leader  hasi 
obhgation  not  only  to  lead  an  organik  | 
tion  but  also  to  teach  others  to  do  siji 
poweiful.  Too  few  managers  and  exet 
tives  undei"stand  the  importance  of  miir  jj 
toring.  In  elevating  this  role  to  the  i 
of  a  leader's  priorities,  the  authors  olji 
managers  a  way  of  becoming  ever  m 
influential. 

BY  JOHN  A.  BYR 
Senior  Writer  Byrne  covers  mam 
ment  issues  for  business  week. 


The    SAS®  Data  Warehouse 


TV  Steel  Company 


Return  On  Investment 


'0 


iilips  A  ^J&tSvL] 


See  what  the  SAS  Data  Warehouse  — 

the  Data  Warehousing  Product  of  the  Year 
wo  years  running  —  does  for  your 

bottom  line.  Visit  us  at  www.sas.com/dw 
r  give  us  a  call  for  vour  free  CD  demo. 


Smart  business 
decisions. 

Even  smarter 
investment. 

A  recent  International  Data  Corporation  (IDC) 
study  of  organizations  that  have  implemented  data 
waretiouses  reveals  an  average  three-year  Return  on 
Investment  of  401%! 

And  you'll  find  there's  no  better  choice  for 
reaping  similar  rewards  than  the  SAS  Data  Warehouse. 
Here's  what  two  companies  featured  in  the  IDC  study 
have  to  say: 

LTV  Steel  Company  R0I=16,995% 

As  the  third  largest  steel  operator  in  the  U.S., 
they've  been  using  SAS  software  for  data  warehousing 
since  long  before  the  term  was  coined.  According  to 
Senior  Statistician  Robert  Scharl,  "SAS  software  is 
THE  element  of  our  data  warehousing  solution.  It  beat 
everything  else  for  data  retrieval . .  .and  it  would  have 
cost  us  maybe  a  half  million  dollars  to  bring  something 
else  m  for  a  data  warehousing  system." 

Phillips  Petroleum  Company  Norway  R0I=151% 

As  a  leader  in  the  high-stakes  oil  and  gas  industry 
Phillips  Petroleum  relies  on  its  SAS  Data  Warehouse  for 
an  up-to-date  picture  of  company  health  and  safety  trends. 
"With  the  help  of  data  warehousing,  we  have  an  overview 
of  all  the  'criticality'  factors  involved  in  the  daily  operation 
of  oil  producing  platforms,"  says  Incident  Analyst  Pal 
Navestad.  "In  addition,  historical  data  makes  a  great 
contribution  to  cost-efficient  design  and  redesign  of 
our  facilities.  This  knowledge  tells  us  which  preventive 
measures  are  most  effective  for  increasing  revenue  and 
profitability.  Quite  simply,  our  SAS  Data  Warehouse  helps 
to  reduce  injuries  and  saves  money." 


M 


SAS  Institute  Inc. 


The  Business  of  Better  Decision  Making 


E-mail:  bw@sas.conn      www.sas.com/dw  919.677.8200 


SAS  IS  a  registered  trademark  of  SAS  Institute  Inc    Copyright  ©  1997  by  SAS  Institute  Inc 
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Image  Communication 


Trustworthy.  Reliable.  Friendly. 


Alicio 


TM 


Aficio  series  from  Ricoh.  A  machine 


by  RICOH    you  can  trust,  a  machine  you  can  rely  on, 
and  one  that's  easy  to  use.  It  copies,  faxes,  and  prints 
from  one  convenient  location.  And  if  your  location  happens 
to  be  a  PC,  Aficio  can  handle  that,  too.  Aficio's  ability  to 
connect  to  your  network  gives  your  office  added  flexibility. 
For  over  60  years,  we  have  focused  our  approach  to 
design  and  technology  on  our  customers'  needs.  We  are 
dedicated  to  creating  solutions  that  make  complex  tasks 
easy,  and  routine  jobs  effortless.  And  as  pioneers  of 
digital  imaging,  we  are  at  the  forefront  of  simplifying  the 
never-ending  complexities  your  business  must  face  now, 
and  into  the  future.  Take  a  look  at  the  new  Aficio  series 
and  see  why  it's  rapidly  becoming  business's  best  friend. 

Simple  solutions.  Based  on  human  needs. 

For  more  information  about  the  Aficio  series,  contact: 
1-800-63-RICOH  or  visit  our  home  page  at  www.ricoh-usa.com 
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MONTBKILLANI 

Recalling  Brlitlinc's  pioneering  days, 
the  name  Montbrii.i.ant  refers  to  its  first 
large  chronograph  factory,  in  the  hills 
above  the  city  of  La  Chaux-de-Fonds. 
The  MoNTBRiM.ANT  spirit  lives  on  today 
in  a  line  of  outstanding  mechanica 
chronographs,  all  featuring  the  circular 
slide  rule  Brcitlinc,  invented  in  the  early 
1940s. 


AUTHORIZED  BREITLING  AGENT 

HING  WA  LEE 

140 W.Valley  Blvd. 
SAN  GABRIEL,  CA 


Mechanical  chronograpn 

Fitted  with  a  heavy-duty,  high 
performance  Breitling  30  move, 
ment,  the  remarkably  compac^ 
MoNTBRii.i  ANT  chronograph 
records  short  times  along  with 
providing  the  time  of  day 
its  glareproofed  crystal  protects 
a  dial  silvered  in  the  traditiona;, 
manner.  Water-resistant  tcl 
30  m  (100  feet),  this  distinctive' 
Navitimhr  comes  v/ith  the  new 
Navitimer  bracelet  or  the 
Breiteing  leather  strap  of  yourl 
choice. 

U.S.  AIR  FORCE 


(818)  280-3993 


FOR  A  CATALOG  PLHASB  CALL  S0()/64l  7.^  43 


1  9  4  7  -  1  9  97 


INSTRUMENTS    FOR  PROFESSIONALS 
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^EY 

e  for  Howard  Hughes's  Billions 

,  R.  Phelan  and  Lewis  Chester 
House  •  270pp  •  $23 

;UES^  GALLERY 

ard  Hughes's  slide  from  entre- 
neur,  aviator,  and  film  producer 
loid,  drug-addicted  recluse  is  an 
>g  but  oft-told  tale.  Now  comes 
rney  by  James  R.  Phelan  and 
Chester,  two  seasoned  reporters 
^ime  followers  of  the  Hughes 
Dcused  on  the  aftemnath  of  the 
re's  death  in  1976,  The  Money 
I  worthy,  if  prosaic,  addition  to 
Hughes  bibhogi'aphy. 
irial  to  the  end,  Hughes  left  no 
ening  the  door  to  protracted 
jans.  Remember  Melvin  Dum- 
mar,  the  young  gas- 
>i»,.fhL>i,fe  station  operator  who 
claimed  to  have  picked 
up  a  gi'ateful  Hughes 
in  the  desert  and 
transported  him  to 
lie  for  Las  Vegas?  He  is  only 
ess  Billions    the  most  familiar  of  a 

 .    rogues'    gallery  of 

™ —  cranks  and  impostors 
ng  with  dozens  of  relatives,  laid 
Hughes's  fortune.  But  the  book's 
igure  is  William  Rice  Lummis,  a 
ho  was  appointed  tempoi-aiy  ad- 
tor  of  Hughes's  estate.  In  the 
view,  Lummis  acquitted  himself 
rsevering  through  epic  battles 
:  collectors  and  the  self-sei-ving 
•ate  that  ran  Summa  Coi'p., 
;  holding  company.  Tlie  infighting 
iritatively  recounted,  but  it  is 
ompelling  reading, 
said,  the  resolution  of  the  drama 
1  two  richly  satisfying  ironies, 
le  died,  Hughes  repeatedly  said 
didn't  want  his  relatives  to  in- 
penny.  But  thanks  mainly  to 
'  skillful  work,  he  and  21  other 
;  ended  up  sharing  $500  million. 
;r,  long  before  Hughes's  death, 
bequeathed  his  most  valuable 
is  stock  in  Hughes  Aii-craft — to 
vard  Hughes  Medical  Institute, 
saw  the  tax-exempt  institution 
J  colossal  tax  dodge,  and  dming 
it  funded  little  medical  research. 
985,  the  institute's  new  trustees 
ghes  Aircraft  to  General  Mo- 
p.  for  $5.2  biUion — transfoi-ming 
shelter  into  one  of  the  world's 
lilanthi'opic  institutions.  Howard 
must  be  spinning  in  his  gi'ave. 

BY  ANTHONY  BIANCO 


From  The  Neiv  York  Times  best -selling  author 
of  The  Millionaire  Nexl  Door- 

Indispensable  guides 
to  prosperity... 
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Now  arailahle  at  bookstores  everya'here. 


Audio  critics  probably  never  had  Call  today  to  learn  more  about 

a  reason  to  listen  to  a  radio.  At  the  highly-acclaimed  Bose  Wave 

least  not  until  Bose  developed  the  radio,  including  our  six-month 

Wave  radio.  Now,  critics  are  not  installment  payment  plan,  satisfac- 

only  listening,  they're  raving  tion  guarantee,  and  in-home  trial. 

It  Inspired  Audio  Critics  To 
Start  Listening  To  The  Radio. 


about  the  $349 
Wave  radio  and 
its  rich,  room- 
filling  sound. 
Radio  World  said  "it 
offers  a  genuine  breakthrough 
in  improved  sound  quality." 
Popular  Science  described  its 
sound  as  "startling."  And  the 
San  Francisco  Chronicle  said  it 
"must  be  heard  to  be  believed." 
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for  free  shipping. 
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The  new  Ciba  Specialty  Chem 


Additives 

Consunv'r  C.ire 

Performance 
Polymers 

Pigments 

Textile  Dyes 

Ciba  Specialty  Chemicals 


Every  day  we  transform  products  and 
substances  into  thousands  ot  applications 
worldwide.  Now  we've  transformed 
ourselves  into  an  exciting  new  fireed  of 
company.  Like  every  natural  evolution  it 
has  happened  with  good  reason. 


Ciba  Specialty  Chemicals  has  develcpj, 
to  anticipate  and  meet  customers'  chaikjj^^^ 
needs,  now  and  into  the  ne.xt  centur!  , 
We  are  already  generating  sales  in  117  iLd^jj 
markets,  but  we're  looking  even  furtljlj  ... 
afield.  Our  new  company  is  flexible,  j., 


tgspan:  117  world  markets. 


Jick  to  react.  By  specializing 
ireas  of  expertise,  we  will 
deliver  the  brightest  solutions 
sh  challenge.  We're  investing 
lore  in  research  and 
It  so  expect  to  see  ever  greater 


heights  of  innovation  wherever  you 
see  the  sign  of  the  butterfly.  For  more 
information  on  the  company  that's 
transforming  the  specialty  chemical 
sector,  fax  +  1  914  785  2211  or  visit  our 
Website  at  http://wwrw.cibasc.com 


Ciba 


Value  beyond  chemistry 


At  Fannie  Mae,  We 
Never  Lose  Sight  Of  What's 


Behind  The  Numbers. 


i-.iiiis;  oulstanJiiio  tiinmcial 
returns  year  aller  year  might  he  enough  for 
most  Fortune  500  tirms.  But  at  l  annie  /Wae, 
we're  just  as  concerned  with  Return  To 
Society  as  we  are  with  Return  On  l;quity. 

We've  been  in  the  foretront  ot  tearing 
down  the  barriers  to  homeownership, 
including  discrimination.  Always  working 
to  expand  opportunities  lor  minority-  and 
women-owned  businesses. 

We're  committed  to  developing  a  diverse 
work  lorce.  We  value  the  dillerences  of  our 
employees  and  provide  ways  tor  them  to  grow 
personally  and  prolessionally.  It's  because 
ot  them  that  we've  turned  in  outstanding 
perlormaiices  Ix^ith  socially  and  linancially. 

Call  us  at  1-800-243-7810  tor  a  copy 
of  our  t99h  anTiual  report.  Or  visit  our 
Web  site  at  www.taiini.niiae.com  tor  more 
intormaiion.  You'll  find  v\c  care  just  as 
much  about  the  American  f^ream  a-,  we  do 
about  earnings  per  share. 


FannieMae 


onomic  Viewpoint 


JL  CRAIG  ROBERTS 


JNTON'S  ENERGY  TAX:  NOW 
[ArS  A  SCORCHED-EARTH  POLICY 


)  IDEA: 

evidence 
Jobal 
ming  is 
it  indeed, 
linton  is 


ling  for  a 
e  new  levy 
would  end 
lobbering 
erica's  poor 


Roberts  is  John  M.  Olin 
he  Institute  for  Political 
in  Washington,  D.C.,  and 
Fellow  at  The  Independent 
I  Oakland,  Calif. 


Republicans  were  dying  on  the  vine  un- 
til Senator  William  V.  Roth  (R-Del.) 
had  the  wits  to  hold  hearings  on  the 
Internal  Revenue  Service.  Having  reestab- 
lished resonance  with  the  pubhc,  Republicans 
are  promising  major  overhauls  of  the  iRS  and 
the  tax  code.  But  while  Repubhcans  prepare 
for  an  intraparty  debate  over  the  flat  tax  vs. 
a  sales  tax,  Bill  Clinton  and  his  environmen- 
talist alhes  are  devising  a  regressive  tax  on 
energy. 

The  energy  tax  Clinton  has  in  mind  is  five 
times  larger  than  the  btu  tax  he  tried  to 
push  through  in  1993.  Clinton  needs  this  mas- 
sive tax  because  he  has  foolishly  committed  to 
a  U.  N.  "global-wanning"  treaty  to  be  signed 
in  Japan  this  December.  The  treaty  requires 
the  U.  S.,  Japan,  and  Westeni  Europe  to  dras- 
tically reduce  their  use  of  coal,  oil,  and  gas  to 
cut  carbon-dioxide  emissions.  The  only  way 
this  can  be  achieved  is  by  pushing  up  energy 
prices  with  taxes  to  curtail  consumption. 

When  the  Republicans  get  their  flat 
tax/sales  tax  show  on  the  road,  the  left  will 
aim  its  indignation  cannons  at  the  callous 
"party  of  the  rich"  for  advocating  regressive 
taxation.  Yet  the  selfsame  political  left  has 
nothing  to  say  about  Clinton's  energy  tax, 
which  will  have  a  far  gi'eater  impact  on  the 
poor  than  any  restinicturing  of  the  income 
tax. 

A  CUnton  Administration  interagency  task 
force  study  concluded  that  an  energy  tax  high 
enough  to  reduce  emissions  by  Chnton's  goal 
of  20%  would  cut  economic  growth  in  half  by 
2005,  causing  substantial  unemployment.  Real 
median  household  income,  which  has  never 
recovered  from  Bush-Clinton  tax  hikes  to 
reach  its  Reagan-era  high  of  $36,575,  would  be 
devastated  by  skyrocketing  gasoline  and  home 
energy  bills,  as  well  as  by  generally  higher 
prices  passed  on  by  energy-using  producers. 
The  study  concluded  that  the  Clinton  energy 
tax  would  keep  consumers'  real  purchasing 
power  below  the  cuiTent  level  for  the  fore- 
seeable futm-e. 

SUNSPOTS?  Clinton's  top  economic  advisers 
are  concerned  about  the  economic  and  politi- 
cal fallout  from  the  energy  tax.  They  have 
been  tiying  to  arouse  congressional  and  media 
concem  by  leaking  the  conclusions  of  the  Ad- 
ministration's studies.  But  the  media  are  in 
thi*all  to  "global  wanning" — witness  Ted  Him- 
er's  censorship  at  cnn  of  paid  advocacy  ads 
against  the  treaty.  Preparing  for  the  worst. 


Clinton's  economic  advisers  are  working  on 
ways  to  impose  the  tax  through  indirect 
means,  so  that  consumers  will  blame  busi- 
nesses rather  than  government  and  environ- 
mentahsts.  The  more  the  tax  can  be  imposed 
through  existing  regulatory  authority  and 
fees  on  energy  produced  from  government 
lands,  the  less  Congress  wiU  enter  the  picture. 

If  Repubhcans  had  cooked  up  a  hidden  en- 
ergy tax  as  a  replacement  for  the  income 
tax,  the  screaming  would  be  heard  at  the 
outer  edges  of  the  galaxy.  The  difference  is 
that  Clinton  acts  in  the  name  of  the  environ- 
ment. Environmental  extremists  allege  that 
"greenhouse  gases"  from  energy  use  are  caus- 
ing the  world  to  wann,  with  bad  effects.  This 
is  disputed  by  other  scientists,  and  recently 
The  New  York  Times  reported  that  sunspot 
cycles  might  be  the  culprit  in  any  wanning. 
The  only  clear  fact  at  this  time  is  that  Chn- 
ton's energy  tax  rests  on  speculation  about 
global  warming,  hardly  a  legitimate  basis  for 
decking  the  poor 

INTIMIDATION.  Moreover,  even  if  the  global- 
warming  presumption  is  true,  Chnton's  tax 
does  nothing  to  avert  it.  It  will  merely  redi- 
rect energy,  capital,  technology,  and  industi-y 
away  from  the  U.  S.,  Europe,  and  Japan  to 
China,  India,  Mexico,  and  other  Third  World 
countries.  These  nations  are  not  required  by 
the  treaty  to  reduce  their  energy  use.  With 
the  rest  of  the  world  able  to  take  up  the 
slack,  there  will  be  no  reduction  in  green- 
house gases,  only  in  living  standards  in  the 
few  industrialized  democracies. 

From  the  U.  S.  standpoint,  there  are  only 
two  ways  to  understand  this  treaty.  One  is 
that  Chnton  has  moved  on  from  domestic  re- 
distribution to  international  redistribution.  The 
other  is  that  environmentalists  aUied  with  CUn- 
ton-Gore  want  a  pristine  playgi-ound  and  don't 
care  what  it  costs  the  American  people. 

Republicans  are  too  intimidated  by  the 
Greenshirts  to  save  us  from  the  energy  tax. 
Again  outmaneuvered.  Republicans  require 
the  bold  stroke.  They  should  jettison  their 
flat-tax/sales-tax  ideas  and  accept  Chnton's 
energy  tax — but  as  a  replacement  for  the  in- 
come tax.  If  this  doesn't  cause  Clinton  to 
abandon  his  treaty,  at  least  the  negative  eco- 
nomic effects  of  his  energy  tax  would  be  off- 
set by  positive  effects  from  abohshing  the  in- 
come tax.  There  is  no  other  way  for  Clinton 
to  indulge  environmental  fantasies  without 
harming  American  jobs  and  Uving  standards. 
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Next  time  you're  thinking  about  clioosing 


a  business  PC,  consider:  instead  of  running 


around   and   locating   e  a  c  li   and  every 


HP  Vectra  VE 
for  Business  from $992 


PC   in  your  network,   you   can   save  your 
breath  by  using  the  HP  Vectra  V  and  X  Series  PCs.  Our 


Intel®  Pentium"'  processor -  based   PCs  are   designed  not 


just  to  be  manageable,  but  to  actually  help  you  manage. 


Betw^een    our    hardware    and    software    features  like 


TopTOOLS  and  OpenView,  we  offer  a  host  of  non- 


proprietary, DM1  -  s  t  a  n  d  a  r  d  s  -  b  a  s  e  d  management 


pentium® 

solutions.  You  can  remotely  monitor  and  upgrade  the  BIOS 
of  multiple  PCs  throughout  your  entire  network,*  collect 
asset  data  from  them,  t  r  o  u  b  1  e  s  h  o  o  t  problems  before  they 
even  become  problems  and,  in  general,  get  more  work  done. 
Have  a  seat  and  please  type:  wiviv.hp.com/go/vectracommercial 
Better  products,  better  productivity. 
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Economic  Trends 


BY  GENE  KORETZ 

WIGGLE  ROOM  IN 
THE  WORKFORCE 

Seniors  are  taking  up  the  slack 

Has  the  amazing  U.  S.  labor  supply  fi- 
nally been  depleted?  Since  1995,  the 
labor  force  has  been  gi'owang  significant- 
ly faster  than  the  working-age  popula- 
tion. The  trend  validated  the  view  that 
the  potential  supply  of  workers  was  far 
lai'ger  than  the  jobless  rate  suggested, 
and  that  better  employment  prospects 
would  pull  a  lot  of  bystandei-s  into  the  la- 
bor market.  And  it  has  helped  keep  in- 
flation and  labor  costs  at  bay. 

Now,  as  his  latest  testimony  before 
Congress  indicates.  Federal  Reserve 
Chairman  Alan  Greenspan  is  concerned 

OLDER  WORKERS  LEAD 
THE  PACK  IN  JOB  GAINS 


EMPLOYMENT  GROWTH:  _ 

■  55-TO-64-YEAR^OLDS 

■  REST  OF  THE  WORK  FORCE  — 


'91      '92       '93       '94       '95       '96  '97* 
A  PERCENT  CHANGE  YEAR-OVER- YEAR       'THROUGH  SEPT. 
DATA;  LABOR  DEPT. 

that  the  pool  of  potential  workers  is  fi- 
nally nmning  di-y.  Unless  the  economy 
slows  markedly  and  soon,  he  implies, 
the  Fed  may  have  to  step  in  to  keep 
wage  pressures  from  erupting. 

Not  everyone  agrees.  James  W. 
Paulsen  of  Norwest  Investment  Man- 
agement thinks  the  Fed  still  has  wiggle 
room  before  tapping  the  brakes.  Pro- 
viding this  breathing  space,  he  says,  are 
a  lot  of  the  very  workers  who  took  it  on 
the  chin  when  the  decade  began:  those 
in  the  55-to-64  age  group. 

In  the  last  'Z'A  years,  notes  Paulsen, 
this  "over  the  hill"  gi"oup,  which  repre- 
sents only  9%  of  the  labor  force,  has 
accounted  for  more  than  1  million  jobs, 
almost  22%  of  the  nation's  total  job 
gains.  Over  the  same  period,  those  same 
workers  have  taken  on  jobs  at  a  3.45% 
annual  rate,  more  than  twice  as  fast  as 
the  overall  population.  In  the  past  12 
months  the  rate  has  sui7,':ed  to  4.1%,  vs. 
1.8%  for  all  other  workeis  (chart). 

The  comeback  of  older  wuj'kers  helps 
explain  the  puzzling  sui"ge  in  labor  force 
growth  in  the  past  two  years.  Paulsen 


points  out  that  the  participation  level 
in  the  workforce  of  men  in  this  age 
gi-oup,  which  fell  steadily  from  about 
88%  in  the  1950s  to  65%  a  few  years 
ago,  has  climbed  back  to  67.6%.  And 
after  stagnating  for  20  years,  the  per- 
centage of  working  women  in  the  55-to- 
64  age  group  has  jumped  from  43%  to 
51%  in  the  past  decade. 

What's  behind  these  trends?  On  the 
supply  side.  Challenger  Gray  &  Christ- 
mas Inc.,  a  Chicago-based  employment 
firm,  points  to  a  new  breed  of  "restless 
retirees"  who  are  bored  with  full-time 
leisui'e.  On  the  demand  side,  many  com- 
panies that  jettisoned  older  workers 
during  downsizing  now  find  their  tal- 
ents and  experience  desu'able.  And  be- 
cause many  older  workers  were  trau- 
matized by  layoffs,  their  wage  demands 
remain  subdued. 

With  no  sign  that  the  employment 
gi'owth  among  senior  workers  is  slack- 
ening, Paulsen  tliinks  they  may  continue 
to  provide  a  cushion  against  wage  pres- 
sures in  the  year  ahead.  "They're 
healthier  than  ever,"  he  notes.  "Many 
are  eager  to  work,  and  finally  they're 
really  in  demand." 


HOW  MUCH  IS  A 
COACH  WORTH? 

More  in  the  NBA  than  in  the  NFL 

Why  did  the  New  England  Patriots 
allow  the  New  York  Jets  to  lure 
Bill  Parcells  away  from  the  Patriots 
with  a  six-year,  $20  million  coaching 
deal  while  the  Boston  Celtics  were  will- 
ing to  pay  Rick  Pitino  $5  million  a  year 
to  take  the  helm  of  their  team?  In  the 
latest  issue  of  the  Federal  Reserve 
Bank  of  Boston's  Regioval  Review,  eco- 
nomics student  Chris  Kaegi  throws 
some  light  on  this  question  bugging 
sports  fans  in  the  Boston  Ai-ea. 

Part  of  the  answer,  says  Kaegi,  re- 
lates to  the  way  revenues  ai"e  di\^ied  up 
in  different  sports  leagues.  In  the  Na- 
tional Football  League,  he  notes,  two- 
thirds  of  total  league  revenue  is  shared 
equally  among  all  teams,  compai'ed  with 
only  a  third  in  the  National  Basketball 
Assn.  According  to  economist  John 
Vrooman  of  Rice  University,  the  financial 
incentives  to  win  are  five  to  six  times 
greater  in  the  NBA  than  the  NFL. 

Thus,  the  average  NBA  coach  earns 
about  $2  million  a  year,  twice  as  much  as 
the  average  nfl  coach.  And  the  Celtics 
were  willing  to  splurge  on  Pitino  be- 
cause he  will  generate  tremendous  prof- 
its for  them  if  he  produces  a  ■winning 


team.  By  contrast,  although  the  P 
made  the  Super  Bowl  last  year 
total  1996  revenue  rose  just  $19  i 
only  modestly  more  than  the 
$16  miUion  gain  posted  by  nfl 
"No  wonder  they  refused  to  pi 
bucks  to  keep  Parcells,"  says  Kae 


WHY  HOUSING 
WON'T  SPIKE 

Inventories  were  miscounted  I 

Something  strange  has  been  hs 
ing  in  the  housing  market.  Alt 
new  homes  have  been  selUng  at  a 
clip,  the  stock  of  unsold  new  homi 
ative  to  sales  has  fallen  to  leve 
seen  since  the  recession  of  the 
1970s.  Does  this  mean  that  new  s 
family  housing  starts,  which  have 
sUpping  lately,  are  primed  for  exp 
growth  and  that  housing  price 
about  to  escalate? 

No,  says  the  Jerome  Levy  Ecoi: 
Institute.  For  one  thing,  its  rese; 
note  that  changes  in  financing  andj 
practices  have  boosted  the  shai 
homes  sold  before  they  ai'e  built  orl 
pleted.  (Less  than  30%  of  new  h 
sold  in  August  were  ready  to  be  ! 
pied).  Thus,  the  industry  can  opb 
with  leaner  stocks  of  unsold  homes 
At  the  same  time,  in  the  proc© 
revising  its  data-collection  practices^ 
the  past  year,  the  Commerce  Depti 
covered  that  it  has  been  overestimi) 
inventories  and  underestimating  il 
for  years.  That  suggests  that  th|i 
ventoiy-sales  ratio  is  probably  not  ct 
line  with  historical  nornis.  ' 

In  other  words,  today's  appar* 
low^  inventories  do  not  reflect  a  rajc 
imbalance  be- 
tween supply  and 
demand.  Econo- 
mist Michael  Car- 
liner  of  the  Na- 
tional Association 
of  Home  Builders 
says  that  housing 
stocks  are  lean, 
but  not  enough  to 
either  cause  prices 
to  explode  or 
touch  off  a  large 
building  surge. 
"We  expect  new 
home  starts  to 
move  higher  in 
coming  months  and  prices  to  stren 
en,"  he  says,  "but  construction  acti 
is  still  not  likely  to  exceed  the  pa 
the  first  half  of  the  year." 


ASCANTSUI 
OF  NEW  HOME! 


AUG  '95  AUC 
▲  MONTHS  SUPPLY 
OF  UNSOLB  HOMES 
DATA  COMMERCE  OEPt 
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went  to  Milan  for  a  last-minute  meeting. 


took  ten  clients  to  dinner  instead  of  just  om. 


you  had  to  head  for  Hong  Kong  before 


ng.  (And  anything  is  usually  what  happens.) 


call  1-800-THE-CARD  or  visit  www.americanexpress.com 

jpfoved  based  on  a  variety  of  lactois  including  account  histmy.  credit  recofd  and  peisonal  resources. 


do  more 


Cards 


FIXING     HEALTH      CARE  ISN'T 
EXACTLY     BRAIN  SURGERY. 


IF     ONLY     IT     WERE     THAT  EASY 


About  the  only  aspect  of  the  health  care  debate  any  two  people  might  agree  on  is  that 
the  system  needs  work.  Some  might  say  considerable  work.  That  said,  we'd  like  to  weigh 
in  with  a  few  ideas  of  our  own  since  we're  actually  in  the  position  to  do  something  about 
it.  ■  First  of  all.  the  paramount  focus  of  health  care  must  be  quality.  It  should  be  the  only 
reason  we're  in  this  business-to  help  raise  the  (piality  of  care  not  just  for  our  members, 
but  lor  all  Americans.  Which  is  why  we're  working  to  enal)le  a  level  of  health  care  never 
available  under  the  old  fee-for-service  system.  ■  Of  course,  we  can't  do  this  alone. 
So  we're  joining  with  academic  medicine  to  make  the  system  better.  That's  the  reason  we've 
pioneered  and  allocated  $15  million  to  fund  the  Academic  Medicine  and  Managed 
Care  Forum.  An  ongoing  gathering  of  our  experts,  and  those  from  more  than  M)  of  the 
nation's  leading  universities  and  teaching  hospitals.  Including  Johns  Hojikins.  Yale, 
Emory,  Baylor  and  Stanford.  Together,  we're  seeking  new  ways  to  reach  out  and  help 
make  sure  patients  get  the  health  care  they  need.  ■  Already,  we  send  timely  reminders 
that  encourage  members  to  see  their  doctors  lor  immunizations  to  prevent  illness  and 
to  get  screenings  that  help  physicians  diagnose  disease  early  enough  to  do  something 
about  it.  If  at  first  they  don't  respond,  we  remind  and  remind  again.  Just  one  result  is  a 
significant  reduction  in  late-stage  breast  cancer.  ■  To  better  manage  chronic  diseases, 
we've  created  outreach  elforts  that  have  reduced  asthma  emergencies  60%,  promoted 
eyesight-saving  laser  therapy  for  diabetics  and  improved  the  qualitv  of  life  lor  people 
with  congestive  heart  failure.  ■  In  case  of  rare  illness,  our  National  Medical  Excellence 
Program"  assigns  a  nurse  case  manager  who  coordinates  access  to  some  of  the  nation's 
leading  specialists  and  hospitals,  when  appropriate  care  is  not  available  locally,  it  s  our 
policy  and  it  should  be  everyone's.  ■  Frankly,  there's  more  work  to  be  done.  And  with 
the  stakes  so  high,  we're  obligating  ourselves  to  do  more  than  our  share  of  it.  Because  no 
matter  how  complex,  it  has  never  l)een  our  policy  to  turn  our  back  on  a 
problem.  Whether  it's  that  of  a  patient,  or  of  an  entire  health  care  system.  US  HcalthCafB 
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You  supply  the  vision. 
We'll  supply  everything  else 

11  ' 


I 


You  know  where  you  want  to  take  your  company. 
But  you  need  the  right  stuff  to  get  you  there. 
At  Corporate  Express*,  we  provide  office 
supplies  from  well-known  companies  like  3M. 
We  also  supply  everything  from  furniture  to 
ad  specialties  to  same  day  courier  service.  And 
that  means  you  can  focus  on  your  core  busi- 
ness and  eliminate  hidden  costs  of  purchasing. 

We  partner  with  visionary  companies  like 
3M,  makers  of  3M's  Post-it^  Notes,  Post-if  Flags, 
3M  Ergonomic  Products  and  other  essentials 
that  have  changed  offices  everywhere.  Thanks 
to  their  relentless  pursuit  of  innovation,  3M 


has  developed  countless  products  that  are 
recognizable  around  the  world  and  delivered  to 
Corporate  Express  customers  everywhere. 

Visit  our  web  site  at  www.corporat€ 
express.com  and  find  out  more  about 
custom  solutions  Corporate  Express  has  for 
successful  companies  just  like  yours.  Or  call 
1-800-511-3348  and 
let  us  show  you  how 
Corporate  Express® 
can    become  your 
single  source  for  all 
business  essentials. 


3M 


3M  POST-IT*  NOTES 

Post-it*  Notes  are  available 
in  a  wide  variety  of 
colors,  sizes 

and  styles.  TftpF''* 
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LL  BOOMING  CAPITAL  SPENDING 
EP  INFLATION  AT  BAY? 

capacity  may  not  ease  growing  strains  on  labor  markets 


3.  ECONOMY 


FAL  SPENDING 
tPEEDING  UP 


Amid  all  the  attention  this 
year  given  to  Wall  Street,  the 
Resei-ve,  U.  S.  consumers,  and  other  key  areas 
iconomy,  one  sector  has  received  short  shiift: 
spending.  The  fact  is,  after  a  slowdown  in  the 
lalf  of  last  year  and  early  this  year,  business  in- 
it  in  new  equipment  and  buildings  is  rebounding 
and  that  resurgence  should  continue  into  ear- 
The  bonus,  at  least  in  the  long  run,  is  that 
vestment  will  help  the  economy  become  less  in- 
irone,  though  the  short-run  impact  is  more  iffy, 
gear's  upsurge  is  not  just  high  tech,  where  out- 
tinue  to  soar.  Businesses  are  shelling  out  billions 
i  traditional  machinery,  as  weU  as  new  industrial 
warehouses,  and  office  buildings.  After  slow- 
srngle-digit  growth  rate  in  the  fourth  quarter  of 
d  the  first  quarter  of  1997,  capital  spending 
at  a  14.6%  annual  rate  in  the  second  quarter, 
len  the  Commerce  Dept.  reports  on  second- 
gross  domestic  product  on  Oct.  31,  look  for 
sizable  advance  (chart). 

Strong  corporate  outlays, 
coming  on  top  of  a  powerful 
rebound  in  consumer  spend- 
ing, are  a  key  reason  why  the 
GDP  data  will  show  robust 
growth  in  overall  demand. 
September  retail  sales  rose 
0.3%,  a  bit  stronger  than  ex- 
pected, and  sales  for  both  July 
and  August  were  revised  up- 
ward. Real  consumer  spend- 
ing in  the  GDP  numbers  ap- 
)  have  surged  at  an  annual  rate  of  between 
6%,  possibly  the  strongest  showing  in  years, 
demand  is  fueling  renewed  fears  of  Federal 
!  rate  hikes,  amid  increased  conceni  about  the 
ty  of  rising  inflation  in  1998. 

ODUCER  PRICE  INDEX  for  September  brought 
;ars  into  focus,  as  the  overall  index  jumped 
id  the  core  index  excluding  energy  and  food 
:%,  the  most  in  nearly  two  years.  However, 
:mporary  forces  appear  to  have  lifted  prices, 
g  hikes  in  tobacco  prices  and  car  and  ti-uck 
vhich  should  reverse  course  in  October 
ing  capital  spending  should  allay  some  of  those 
worries,  because  over  the  long  haul  it  adds  to 
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production  capacity  and  lifts  productivity,  helping  to  re- 
lieve some  of  the  constraints  that  expanding  demand  is 
placing  on  existing  production  facilities.  But  in  the 
here  and  now,  as  Fed  Chairman  Alan  Greenspan  point- 
ed out  in  his  market-rattHng  congressional  testimony  on 
Oct.  8,  current  labor  market  imbalances  may  be  tough 
to  alleviate  simply  through  increases  in  capacity. 

In  particular,  Greenspan 
cautioned  against  expecting 
too  much  from  the  economy's 
new  high-tech  slant.  That  is 
especially  tiaie  with  regard  to 
the  growing  strain  that  de- 
mand is  placing  on  the  labor 
markets,  as  labor  demand  out- 
strips the  growth  rate  of  the 
working-age  population.  These 
pressures,  Greenspan  said,  "re- 
flect biology,  not  technology." 

He  said  that  reducing  the  recent  two-million-plus 
annual  rate  of  job  growth  to  the  one-million  rate  con- 
sistent with  the  trend  in  population  gi-owth  would  re- 
quii'e  a  full  percentage-point  increase  in  the  trend  pace 
of  productivity,  but  such  a  shift  is  rare  in  the  annals  of 
business  history,  he  said. 

RARE.  YES,  BUT  BUSINESSES  are  making  a  spirited 
effort  in  that  direction.  The  surprising  feature  of  this 
year's  pickup  in  capital  spending  is  the  contribution 
of  non-high-tech  outlays  (chart).  In  the  second  quarter, 
purchases  of  transportation  equipment,  led  by  a  surge 
in  aircraft,  rose  at  the  fastest  quarterly  rate  in  S'A 
years,  while  sales  of  industrial  machinery  posted  the 
largest  gain  since  1984.  Other  equipment  used  in  con- 
struction, mining,  and  agriculture  is  also  growing  faster. 
Low-tech  outlays,  some  54%  of  all  equipment  spending, 
are  up  nearly  7%  from  a  year  ago,  after  the  growth 
rate  had  fallen  below  zero  early  last  year. 

Moreover,  outlays  for  new  buildings  are  also  gaining 
momentum.  After  dechning  in  the  second  quarter,  in- 
flation-adjusted construction  spending  through  August 
is  rising  at  a  15%  annual  rate  from  the  second-quarter 
level.  This  reflects  strength  in  both  industrial  and  office 
buildings,  which  should  continue.  In  paiticular,  office  va- 
cancy rates  are  still  trending  downward  from  their 
very  high  levels  of  earlier  in  the  expansion.  Vacancy 
rates  in  suburban  areas  are  down  to  about  10%  from 
more  than  20%  in  1991.  The  drop  in  downtown  areas, 
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though,  has  been  less  pronounced.  Also,  commercial 
rental  rates  have  been  rising. 

To  be  sure,  high-tech  equipment  continues  to  grow  at 
a  rapid  clip,  although  the  pace  has  eased  a  bit  in  recent 
quarters.  Through  the  third  quarter,  outlays  for  com- 
puters and  other  information-processing  equipment 
likely  grew  about  19%  from  a  year  ago,  but  in  early 
1996,  the  pace  was  26%.  High  tech's  shai'e  of  equipment 
outlays  has  surged  ft'om  just  over  30%  in  early  1991,  to 
46%  in  the  second  quarter. 

WHAT'S  BEHIND  THE  BOOM?  Companies  are  re 
sponding  to  a  host  of  positive  influences  on  capital 
spending.  One  of  the  most  important  is  the  economy's 
faster  pace  that  began  late  last  year.  Economists  call  it 
the  "accelerator"  effect,  which  links  business  investment 
to  current  and  past  growth  in  overall  output.  That 
factor  alone  suggests  that  the  speedup  in  business  out- 
lays has  further  to  run,  especially  with  consumer  spend- 
ing so  strong  (chart).  Indeed,  third-quarter  orders  for 
nondefense  capital  goods  through  August  are  rising  at 
a  24%  annual  rate.  If  that  pace  holds  up,  it  would  be 
the  fastest  in  two  years. 

Also,  production  capacity  is  very  tight,  increasing 
the  incentive  of  companies  to  add  new  machines  and 
buildings.  In  August,  manufacturers,  utilities,  and  mines 
were  using  83.9%  of  their  output  capacity,  the  most  in 
two  years.  As  for  service  producers,  the  unemploy- 
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BACK  STRONGLY 


ment  rate  in  services  averaged  4.9%  in  the  second| 
third  quarters,  the  lowest  since  early  1990. 

At  the  same  time,  financing  is  especially  attractivl 
fact,  with  profits  so  strong,  companies  have  morel 
way  to  finance  their  projects  internally,  without  goiij 
the  credit  markets,  business  week's  early-bird  tall 
profits  for  the  third  quarter  show  earnings  up  a[ 
prisingly  strong  18%  from  a  year  ago.  j 

Through  the  second  quar- 
ter, the  ratio  of  cash  flow  at 
nonfinancial  corporations  to 
outlays  for  fixed  investment 
remained  close  to  1,  a  favor- 
able level  and  about  the  av- 
erage for  the  past  three 
years.  Also,  equity  financing 
is  attractive  right  now  rela- 
tive to  debt,  given  such  high 
ratios  of  stock  prices  to  earn- 
ings. A  high  price/earnings 
ratio  lowers  the  cost  of  equity  financing.  ' 

No  one  would  argue  that  expanding  business  in\- 
ment  bodes  well  for  future  trends  in  product! : 
growth  and  inflation.  However,  as  Fed  Chairji 
Greenspan  suggested,  the  near-term  impact  is  a  (ir 
tinuing  topic  for  debate.  And  in  the  mean  time,  the 
may  well  decide  that  bumping  up  interest  rates  a  n ; 
is  a  policy  that  is  better  safe  than  sorry. 
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AFTER  PAINFUL  AUSTERITY,  A  SOLID  RECOVERY 


Hungary  is  no  longer  the  sick 
man  of  Central  Europe.  Two 
years  ago,  after  the  Mexican  peso 
crisis  of  late  1994,  its  twdn  ciUTent- 
account  and  budget  deficits  gave 
global  investors  the  jitter's.  Rut 
thanks  to  a  painful 
austerity  program  and 
cun-ency  devaluation, 
launched  in  199.5  by 
then-Finance  Minister 
Lajos  Bokros  and  his 
former  Arany  buddy, 
centr-al  banker  Ciyorgy 
Suranyi,  a  recovery  is 
kicking  in.  Real  gross 
domestic  product 
should  grow  3%  this 
year,  up  from  only  1%-  in  1996. 

Having  taken  its  medicine  early 
on,  Hungary  has  been  r-elatively 
unscathed  by  the  currency  turnnoil 
that  r'ocked  the  Czech  Republic 
last  spiing,  or  by  the  cuirent-ac- 
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count  woes  that  now  threaten  the 
Polish  zloty.  Equity  investors 
have  applauded  the  refor*ms,  send- 
ing issues  on  the  Budapest  stock 
exchange  up  130%  last  year,  and 
87%  so  far  this  year. 

Now  Hungary's 
fundamentals  are 
among  the  region's 
healthiest.  After 
falling  for  two  years, 
real  wages  are  rising, 
helping  to  broaden 
the  export-led  recov- 
ery. Private  consump- 
tion is  also  down  for 
two  years,  but  hsbc 
James  Capel  analysts 
see  a  rise  of  3%.  this  year.  Invest- 
ment spending  is  speeding  up, 
too,  fueled  by  lower  interest 
rates.  Three-month  r-ates  dropped 
nine  percentage  points  last  year*. 
Inflation,  while  still  high,  contin- 


ues to  decline  from  28.5%  in  1 
to  under  18%  for  this  year. 

And  those  twin  deficits?  Hun- 
gary's current-account  gap  is 
down  to  a  manageable  4.5%  of 
GDP  this  year,  after  reaching  9.4' 
in  1994,  higher  than  the  8%  thatlj 
spar-ked  this  year's  run  on  the  v 
Czech  koiima  (chart).  Plus,  the 
gap  is  more  than  offset  by  foreijIK^ 
direct  investment,  and  external 
debt  is  down  ft-om  69%  of  GDP  iiii 
1995,  to  a  projected  59%  in  1997, 

The  budget  deficit  is  more  pre 
lematic.  Though  down  ft'om  1994 
8.4%'  of  GDP,  it  is  stuck  at  about 
5%,  and  parliamentary  elections 
loom  in  May,  1998.  Pension  re- 
form, a  key  part  of  government 
spending,  is  finally  under  way,  b«. 
Hungary  will  have  to  keep  a  clo  - 
watch  on  spending  as  it  prepare 
to  join  the  European  Union. 

By  Karen  Lom-y  Mih: 
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jvins.  Nothing  moves  faster  than  light,  and  now  with  Qwest's  IVlacro  Capacity  Fiber  Network,  nothing 
nits  voice,  data  or  video  with  more  precision.  With  OC-192  broadband  technology  from  Nortel, 

vest  network  only  loses  one  in  every  quadrillion  bits  of  data  -  or  one  card  in  every  19  billion   

I^TEL  decks.  And  with  Qwest,  you'll  keep  a  lot  more  of  your  money.  We've  captured  light 
N  TELECOM     And  the  world  is  about  to  become  a  very  different  place.  www.qwest.net 
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News:  Analysis  &  Commentary 


HEALTH  CARE 


HIT  WHERE 
IT  HURTS 

Why  HMO  profits  are  shrinking  fast 


What  ails  managed  health  care? 
You'd  think  the  industiy  would 
be  raking  in  profits.  Nearly  80 
million  Americans  are  em'olled 
in  a  health  maintenance  organization 
(HMO)  or  another  managed-care  plan, 
double  the  number  five  years  ago. 

Yet,  for  two  years,  health  insurers 
have  been  turning  in  anemic  earnings. 
And  the  prognosis  is  gi'owing  glimmer. 
Managed-care  companies  are  just  com- 
pleting talks  with  coqjorate  customei-s  to 
set  1998  prices  and,  instead  of  wanning 
hikes  of  7%  to  10%,  as  many  experts 
predicted,  they'i'e  settling  for  boosts  of 
just  3%  to  5%.  At  the  same  time,  unex- 
pectedly high  medical  costs  have  forced 
Aetna  Inc.  and  cigna  Corp.  to  warn  an- 
alysts that  thii'd-quarter  profits  may  not 
hit  previous  estimates.  Pnidential  In- 
surance Co.'s  troubled  Pindential  Health- 
cai'e  Group,  which  began  laying  off  man- 
agers in  early  October,  has  notified 
employees  that  it  could  be  sold. 

The  problem:  Managed  cai'e  is  tiuTiing 
into  a  commodity  business.  The  easy 
money — made  when  insm-ers  first  con- 
verted employees  from  fee-for-service 
plans — is  gone.  Now,  insiu^ers  are  stuck 
competing  on  price.  In  many  markets, 
rival  insiu'ei"s  offer  neaiiy  identical  plans, 
with  broadly  overlapping  networks  of 
hospitals  and  physicians.  And  health-cai-e 
providers  are  taking  back  many  of  the 
moi'e  profitable  flmctions,  leaving  insui'ei's 
to  make  a  profit  fi"om  back-office  work. 
"In  many  respects,  a  large  number  of 
plans  have  accepted  that  fate,"  says 
Stephen  F.  Wiggins,  chairman  of  hmo 
Oxford  Health  Plans  Inc. 

The  gutting  of  managed  care  began 
as  a  battle  for  market  share.  For  three 
years,  insurers  have  low-balled  bids  to 
snap  up  big  accounts  as  quickly  as  pos- 
sible, savaging  margins  in  many  mar- 
kets. Now.  HMOS  are  nxnning  out  of  new 
bodies  to  sign  up  at  big  coi-porations. 
Still,  price  batteiing  persists — today,  as 


insui'ers  compete  for  smaller  accoimts.  A 
survey  of  1,751  midsize  employers  by 
.i&H  Marsh  &  McLennan  found  that 
health-benefit  costs  dropped  by  1.6% 
last  year,  compared  with  an  average 
3.6%  increase  at  larger  companies. 

Meanwhile,  companies  of  all  sizes  ai"e 
finding  new  ways  to  cut  their  premi- 
ums. One  way  is  to  self-insui'e.  Some 
51%  of  employers,  says  consultant  Fos- 
ter Higgins  Inc.,  now  take  on  insui'ance 
risk  themselves  with  rapidly  gi'owing 
point-of-senice  plans,  which  let  patients 
seek  cai'e  outside  a  rigid  network  of  HMO 
doctors.  When  companies  self-ijisiu'e,  the 
managed-care  company  is  left  with  only 
low-margin  marketing  and  administra- 
tive work.  As  the  trend  gi'ows,  "health- 
plan  margins  should  go  down,"  says 
David  G.  Knott,  a  consultant  at  Booz. 
Allen  &  Hamilton  Inc. 

More  companies,  too,  appear  prepai'ed 
to  negotiate  rates  directly  with  doctors 
and  hospitals,  cutting  HMOs  out  of  the 
loop  entirely.  Texas  Instruments  Inc. 
says  it  has  cut  gi'owth  in  health  costs  to 
1.5%  a  year  fi'om  20%  a  decade  ago  by 
signing  contracts  directly  with  10,200 
U.  S.  physicians  and  606  hospitals, 
among  other  providers.  And  on  Oct.  7,  a 
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group  of  140  Cleveland-area  companies 
announced  a  plan  to  contract  for  cer- 
tain expensive  procediu-es  with  five  area 
hospitals.  Other  employers  appeal*  ready 
to  band  together  to  get  a  deeper  dis- 
count when  purchasing  insurance.  GTE 
Corp.  Senior  Vice-President  J.  Randall 
McDonald  says  he  expects  to  partici- 
pate in  multi-employer  buying  consor- 
tiums within  a  year  or  two. 
TOUGH  CUSTOMERS.  At  the  same  time, 
doctors  and  hospitals  are  putting  theii' 
own  squeeze  on  insurers.  Sanford  C. 
Bernstein  &  Co.  analysts  estimate  that 
multLtiospital  chains  will  accoimt  for  63% 
of  all  hospital  beds  by  2001,  from  31%  in 
1991.  As  they  band  together  and  ac- 
quire physician  practices  and  other  ser- 
vices, hospitals  have  more  leverage  to 
negotiate  so-called  global-capitation 
rates.  Under  these  schemes,  the  hospital 
collects  a  flat  fee  to  handle  all  of  a  pa- 
tient's medical  care,  including  doctors' 
office  visits,  lab  tests,  and  sm-gery — es- 
sentially taking  on  the  insurer's  risk. 

Hospital  administrators  are  keen  to 
prove  that  they  can  manage  costs  even 
better  than  managed-cai"e  insiu'ers  can — 
and  reap  the  savings  that  otherwise 
would  flow  to  insurers.  "To  the  extent 
we  generate  savings . . .  w^e're  the  bene- 
ficiaries of  the  hard  work  we  do,"  says 
Spencer  Foreman,  president  of  Monte- 
fiore  Medical  Center  in  the  Bronx,  N.  Y. 

HMOs  essentially  are  ceding  an  op- 
portunity to  reap  profits — but  they  also 
are  reducing  their  exposure  to  uncon- 
trollable medical  costs.  Indeed,  after  un- 
derestimating claims  wildly  in  1996,  in- 
surers have  missed  the  mark  again  this 
year.  Part  of  the  problem  has  been  ris- 
ing drag  costs  and  problems  predicting 
expenses  for  the  increasingly  popular 
point-of-ser\ice  plans. 

Some  experts,  though,  tliink  there's  a 
broader  issue:  hmos  and  other  managed- 
care  operations  may  have  run  out  of 
ways  to  cut  expenses.  These  companies 


produced  impressive  cost  reductions — 
and  earnings — by  switching  patients  out 
of  old  indemnity  plans  and  slashing  doc- 
tore'  pay.  Such  profits  ai-e  what  prompted 
Aetna  to  pay  $8.2  billion  last  year  for 
U.  S.  Healthcare  Inc.  Now,  plans  ai-e  find- 
ing new  savings  hard  to  come  by.  "Five 
yeai-s  ago,  anyone  with  half  a  brain  and  a 
telephone  could  reduce  medical  utiliza- 
tion by  10%,"  says  Booz  Allen  pailner  J. 
Philip  Lathrop.  "Those  days  are  gone." 

Some  insiu'ers  figiu'e  they  can  con- 
tain costs  by  using  their  massive  pa- 
tient databases  to  demonstrate  to 
providers  wiiich  treatments  are  cheapest 
and  most  effective.  They  also  can  en- 
gage in  "disease  management,"  tai'geting 
vulnerable  patient  populations  for  pre- 
ventive care  before  disease  strikes.  But 
no  one  has  an  edge  in  the  technology. 
"We're  expecting  everybody  to  offer" 
such  data,  says  Richard  J.  Sinni,  a 
health-practice  leader  at  benefits  con- 
sultant Watson  Wyatt  Worldwide. 

So  how  can  managed-care  insurers 
escape  the  commoditization  trap?  Many 
won't.  Smaller  regional  players  that 
compete  on  price  are  destined  to  be  ac- 
quii-ed,  analysts  say.  Bigger  insiu'ers  are 
trying  new  ways  to  differentiate  them- 
selves. Oxford  is  starting  to  pay  spe- 
ciahst  teams  a  flat  rate  for  full  treat- 
ment of  a  given  disease.  It  expects  to 
provide  data  on  the  quality  of  rival 
teams,  so  patients  can  choose  among 
different  care  "packages."  Eventually, 
such  strategies  may  lead  to  exclusive 
relationships  between  insurers  and 
providers,  providing  a  critical  point  of 
competitive  distinction. 

But  any  such  arrangements  are 
years  away.  In  the  meantime,  managed- 
care  prices  will  stagnate.  Doctors  and 
hospitals  will  gain  power  And  employ- 
ers, surveying  the  carnage,  will  keep 
their  health  costs  nicely  under  control. 

By  Keith  H.  Hammonds  in  New 
York,  with  bureau  reports 
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DEALS 


GTE  GOES 

FROM  BAIT  TO  BIDDER 

MCI  shareholders  may  prefer  its  cash  to  WorldCom's  stock 


For  months,  gte  Corp.  was  rumored 
to  be  takeover  bait.  The  most  per- 
sistent speculation  was  that  long-dis- 
tance leader  AT&T  would  buy  the  compa- 
ny to  jumpstart  its  push  into  the  $100 
billion  local  telei^hone  business,  gte  Chief 
Executive  Charles  R.  Lee  never  con- 
finned  the  nimors — or  denied  them.  "I'll 
continue  to  explore  other  business 
arrangements  to  the  extent  that  they 
make  sense  for  helping  our  sharehold- 
ers," Lee  told  business  week  in  July. 

Tlu'us  out,  Lee  had  a  different  kind 
of  business  aiTangement  in  mind.  Instead 
of  being  the  hunted,  Lee  wants  to  be 
the  hunter.  On  Oct.  15,  gte  made  a  sui'- 
prise  $28  billion,  cash  offer  for  mct  Com- 
munications Corp.,  the  No.  2  long-dis- 
tance company  in  the  U.  S.  The  bid  came 
two  weeks  after  telecom  upstart  World- 
Com Inc.  offered  $;^0  billion  in  stock — all 
but  disconnecting  a  prior  deal  in  which 
British  Telecommunications  plc  had 
agTeed  to  buy  the  80% 
of  MCI  it  doesn't  ah-eady  LEE:  GTE  and 
own  for  about  $20  bil-  MCI  could  be 
lion.  WorldCom  reacted  a  snug  fit 
to  the  GTE  bid  by  say-  strategically 
ing  its  offer  is  still  the 
most  valuable.  In  a  statement,  MCi  said  it 
would  review  the  third  bid  "in  the  con- 
text of  the  company's  strategic  merger 
agi'eement  with  bt." 
"BOLD  MOVE."  Now,  instead  of  facing  eai- 
ly  retirement  as  the  phone  business  con- 
solidates, the  57-year-old  Lee  hopes  to 
end  his  career  as  head  of  a  newly  creat- 
ed $40  billion  telecom  giant.  "This  is  a 
veiy  bold  move  for  him,  and  it  clearly 
moves  GTE  up  into  the  set  of  first-tier 
playei's — if  he  can  complete  the  deal," 
says  Eric  J.  Riddleberger,  a  telecom  con- 
sultant at  Booz,  Allen  &  Hamilton  Inc. 

Who  will  walk  away  with  Mfi? 
Bankers  say  gte's  bid  could  be  the  most 
appealing.  Even  th(jugh  it's  7%  less  than 
WorldCom's  offer,  shareholders  may  pre- 
fer cash  to  Woi'ldCom  stock,  which  could 
lose  ground  in  the  year  or  more  it  would 
take  to  close  the  deal.  WorldCom  could 
increase  the  value  of  its  stock  offer  but 
is  unhkely  to  attempt  a  significant  cash 
bid.  "WorldCom's  going  to  have  to  do  a 
heck  of  a  sales  pitch,"  says  Bruce  E. 
Behrens,  co-manager  of  Flag  Investors 
Telephone  Income  Fund,  which  holds 


stock  in  all  three  companies,  bt,  mean- 
while, is  unlikely  to  up  its  offer,  having 
cut  its  bid  by  20%  last  summer  to  ap- 
pease shareholders. 

In  fact,  BT  may  welcome  the  gte  bid. 
Soui'ces  close  to  bt  say  that  the  British 
concern  encoiu'aged  (iTE.  which  had  dis- 
cussed a  merger  with  mci  prior  to  the  bt 
bid,  to  tiy  again.  One  reason:  bt  wants  to 


into  long  distance,  gte  has  been  fojjnf 
into  that  temtory  on  its  own,  siij 
up  some  1.5  million  customers.  Bu' 
lysts  say  the  effort  has  been  slo 
costly.  "A  lot  of  planets  hne  up  \\ 
says  Riddleberger. 

Still,  there  ai-e  potential  problems  fe> 
alysts  estimate  that  the  $28  billioiDii 
vrill  dilute  eai'nings  about  20%  in  fi,^ 
And  even  after  a  merger  with  GTEp: 
might  still  have  to  plow  money  intofe 
comiections  to  serve  its  urban  bus© 
customer's  since  gte  operates  most!  : 
rm-al  and  subiu'ban  areas. 

WorldCom's  ceo  Bernard  J.  Ebbcij 
imlikely  to  walk  away  from  mci.  Hei^ 
not  be  able  to  to  match  the  cash  » 
but  he  can  demonstrate  more  pott; 
for  post-merger  savings.  WorldCon; 


How  the  Deals  Stack  Up 


COMPANY  AND  TERMS 


STRATEGIC  FIT 


GTE 

$28  billion,  all  cash 


WORLDCOM 

$30  billion  in  stock 


The  largest  non-Bell  local  phone  company  is  not  constraine 
in  its  forays  into  long  distance,  making  it  a  good  partner  f 
MCI,  which  could  use  GTE's  local  connections. 

WorldCom  is  No.  4  in  long  distance,  and  the  combination  wit 
No.  2  MCI  could  prove  potent.  WorldCom  also  is  ahead  of 
and  AT&T  in  local  service. 


BRITISH  TELECOM 

$20  billion  in  stock  and 
cash  for  80%  of  MCI 


keep  its  marketing  alliance  with  MCl 
alive,  and  the  chance  of  doing  that  imder 
WorldCom  looked  dicey.  Says  one  indus- 
try analyst  of  the  (;te  bid:  "This  has  to 
make  bt  happy." 

gte  and  mci  also  have  a  lot  to  offer- 
each  other  str-ategically.  mci  has  been 
spending  heavily  to  launch  a  local  phone 
business.  Tlris  year  alone,  the  unit  is  ex- 
pected to  nin  an  $800  million  loss.  For 
gte,  mci  provides  an  excellent  entree 


MCI  and  BT  had  hoped  to  create  a  major  force  in  global 
communications,  combining  BT's  local  and  long-distance 
networks  in  Britain  and  Europe  with  MCl's  U.S.  system.  ^ 

example,  ah-eady  has  local  connectfn 
in  many  major  cities.  Ebbers  estimei 
that  a  combined  company  can  sav($l 
billion  annually  by  2002.  "A  WorldCin 
mci  deal  makes  the  most  sense  strat|i 
caUy,"  says  Scott  Cleland,  an  analyst  '0 


Legg  Mason  Wood  Walker  Inc.  Buu 
the  end.  Lee's  cash  may  bag  the  trolj 
By  Peter  Elstrom  in  New  York  'M 
Catherine  Yang  in  Washington  and  '^ 
san  Jackson  in  Stamford,  Conn. 
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a  FINANCE 


lEY  GETS  TIGHTER 
lOST  EVERYWHERE 

ates  are  rising.  Where  they  won't.  Is  the  U.S.  next? 


irst  shot  was  fired  on  Oct.  1  by 
Bank  of  Canada,  which  boosted 
rest  rates  to  cool  the  countiy's 
economy.  Federal  Reserve 
m  Alan  Greenspan  delivered  his 
-ober  smiDrise  a  week  later  with 
warning  that  U.  S.  gi'owth  was 
inable,"  a  hint  that  the  Fed  was 
)  raising  rates  than  was  widely 
1.  But  the  big  shock  came  on 
when  the  German  Bundesbank 
d  its  fii'st  rate  increase  in  five 
a  move  that  prompted  similar 
France,  Belgium,  Demnark,  and 
herlands. 

.bolical  plot  by  central  bankers 
en  credit  just  when  the  world 
/  is  hitting  full  stride?  Hardly, 
outbreak  of  interest-rate  hikes 
11  signal  a  tuiTiing  point  in  glob- 
taiy  poUcy:  After  years  of  keep- 
s  relatively  loose,  many  central 
re  suddenly  feeling  pressure  to 
course.  Their  reasons  vary 
but  the  direction  for  interest 
the  same:  up. 

3ank  of  Canada  is  not  only  try- 
emper  a  gi'owth  rate  of  nearly 
it  also  wants  to  bolster  a  ciu- 
hat  has  been  sagging  as  the 
's  trade  surplus  shiinks.  In  Eu- 


rope, the  Bundesbank  has  two  head- 
aches to  cope  with:  Import  prices  and 
inflation  ai'e  lising,  and  GeiTnan  bankei's 
also  are  shouldering  the  burden  of 
bringing  Eiu'ope's  disparate  economies 
and  interest  rates  into  sync  as  the  Con- 
tinent moves  toward  a  single  cuiTency 
in  1999. 

In  the  U.  S.,  Greenspan's  saber  rat- 
tling seemed  aimed  less  at  inflation  than 

at  a  stock  market  that   

had  gotten  ahead  of 
itself.  "Greenspan's 
deep  concern  is  that 
excessive  optimism  in 
the  mai'kets  tiuTis  into 
a  financial  bubble," 
says  David  M.  Jones, 
chief  economist  for 
Aubrey  G.  Lanston  & 
Co.  "He's  afraid  that 
if  the  markets  keep  soaring,  the  Fed 
at  some  point  loses  control." 

As  a  result,  some  bearish  forecasters 
predict  that  the  central  bank  moves 
will  feed  thi'ough  into  higher  long-term 
rates  in  the  U.  S.  and  Europe.  Morgan 
Stanley,  Dean  Witter,  Discover  &  Co.'s 
Stephen  S.  Roach  sees  rates  at  least  a 
full  percentage  point  higher  in  many 
countries  next  vear  as  central  banks 


European  rates  are 
moving  into  sync  as 
monetary  union 
approaclies 


try  to  mop  up  liquidity  that  has  flowed 
from  low  rates.  By  easing  too  much, 
Roach  beheves  the  central  banks  are 
now  in  a  fix.  He  fears  these  past  "poli- 
cy mistakes  by  the  world's  wise  men 
could  have  dire  consequences  for  the 
liquidity-driven  asset  bubbles  of  the 
late  1990s." 

BUBA  MISSION.  Other  forecasters,  how- 
ever, predict  that  any  future  rate  hikes 
are  apt  to  be  minimal — certainly  less 
than  during  recent  business  cycles. 
Wliy?  Inflation  stands  at  very  low  lev- 
els—1.8%  in  Canada,  2.2%  in  the  U.  S., 
and  1.9%  in  Gennany. 

Any  hike,  no  matter  how  small,  could 
be  bad  news  for  Latin  America  and  for 
Asian  economies  on  the  mend  fi-om  cur- 
rency crises.  Meanwhile,  .Japan  is  un- 
likely to  join  the  rate  parade.  Its  econo- 
my is  still  reeling  fi"om  financial  excesses 
of  the  1980s  and  central  bankers  there 
have  publicly  inled  out  any  near-term 
rate  hikes.  "Tlie  domestic  economy  can't 
take  it,"  says  Richard  Jeiram,  a  Tokyo- 
based  economist  with  iNC  Barings  Secu- 
rities (Japan)  Ltd.  "You'll  force  a  whole 
load  of  companies  into  banki'uptcy." 

None  of  that  is  likely  to  deter  the 
Bundesbank  from  what  it  sees  as  its 
mission.  The  Buba  cited  the  potential 
inflationary  pressiu'es  from  a  weakening 
Deutschemai-k  as  justification  for  raising 
a  key  short-tenn  rate  to  3.3%  from  3%. 
But  politics  was  at  work  too.  With 
short-term  rates  in  Germany  and 
France  much  lower  than  those  in  Italy 
and  Spain,  policymakers  need  to  align 
European  rates  to  avoid  triggering  a 
currency  crisis  of  their  own.  Indeed, 
after  the  Bundesbank's  hike,  the  Bank 
of  Spain  slashed  its  key  short-teiTn  rate 
by  more  than  a  half-point,  to  5%. 

The  Gennans  may  take  the  lead  with 
each  hike,  for  fear  that  allowing  weak 
sisters  such  as  Italy  and  Spain  to  cut 
rates  too  much  could  pump  unwanted 
stimulus — and  inflation — into  the  Euro- 
  pean  economy.  Ana- 
lysts expect  the  Bun- 
desbank to  push  short- 
tenn  rates  as  high  as 
4.5%  to  i-each  equilibri- 
um by  the  time  the 
European  Monetary 
Union  takes  effect. 

Eventually  the  U.  S. 
could  get  di-agged  into 
the  Em-opean  rate  ral- 
ly. If  rising  Geiman  rates  push  the  doUai* 
too  low  against  the  mark,  Greenspan  & 
Co.  would  have  one  more  reason  to  tight- 
en. While  the  Fed's  next  move  remains 
unceitain,  the  dii'ection  for  rates  in  much 
of  the  rest  of  the  world  no  longer  is. 

By  Dean  Foust  in  Washington,  ivith 
Kerry  Capell  i7i  New  York,  Thane 
Peterson  in  Frankfurt,  and  Emily 
Thornton  in  Tokyo 
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CORPORATE  PROFITS  

r 

JUST  WHEN  YOU  THOUGHT 
THE  BIG  GAINS  WERE  OVER 

Wall  Street  leads  an  earnings  rise  that  could  approach  20% 

Strong  quarter  or  weak?  In 
BUSINESS  week's  flash  report 
on  third-quarter  profits  at 
80  companies,  the  answer  is 
decidedly  strong,  with  earn- 
ings up  17%  on  a  10%  sales 
jump.  More  than  4%  of  that 
profit  bump  came  from 
Texas  Instruments  and  trw, 
both  coming  back  from  loss- 
es a  year  before.  Financial 
services  and  Wall  Street  firms 
also  showed  strength,  including 
Merrill  Lynch  (+49%),  Travelers 
Group  (-1-39%),  and  Donaldson,  Lufkin  &  Jenrette  Securities 
(+114%).  Among  the  trouble  spots:  Eastman  Kodak  (-43%) 
preannounced  its  problems,  while  Chrysler  and  General  Mo- 
tors both  posted  subpar  performances.  That  made  Ford  Mo- 
tor the  winner  among  the  Big  Three  auto  makers,  with  a 
64%  profit  gain. 


RETAILING 


LOTS  OF  BLUE  IN 
WOMEN'S  WEAR 

After  a  weak  September,  the 
chains  have  holiday  jitters 

Things  were  finally  looking  up  for 
the  nation's  retailers  at  the  end  of 
August.  Consumer  spending  was 
rising,  and  inventories  were  down.  It 
appeared  that  retailers  were  going  to 
report  strong  third-quarter  growth,  fol- 


lowed by  a  blockbuster  holiday  season. 

But  September  same-stoi-e  retail  sales 
gi"ew  only  2.9%.  Women's  specialty  I'e- 
tailers  fared  worse,  with  those  sales 
dropping  1.4%.  Some  chains  reported 
double-digit  drops:  Sales  at  AnnTaylor 
Stores  Corp.,  which  has  been  losing 
gi-ound  .since  June,  1996,  fell  13.9%. 

What  went  wrong?  Retailers  are 
blaming  the  death  of  Britain's  Princess 
Diana,  which  kept  some  consumers 
glued  to  their  television  sets,  and  Sep- 
tember's unseasonably  warm  weather, 
which  kept  othei-s  outtloors — and  out  of 
the  stores.  But  the  poor  sales  for 
women's  clothiers  in  particular  also  re- 
flect mistakes  in  fashion  and  marketing 
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by  companies  that  once  had  a  locio 
the  women's  apparel  market.  Now  t.jS.,, 
retailers  are  racing  to  reduce  eamg,  ,. 
and  sales  forecasts  and  lower  enol 
year  expectations.  AnnTaylor,  forji 
stance,  is  now  expected  to  earn  as  la 
as  .50<?  a  share  for  the  year,  vs.  53(ZH 
1996.  Just  two  months  ago,  analysts] 
its  EPS  at  .58c  for  1997. 
IMPORTING  TALErfT.  Execs  at  the  won 
chains  are  hoping  for  a  comeback  inii 
fomth  cjuaiter.  And  a  few  companies? 
bringing  in  new  merchandising  talenjt 
tiy  to  save  the  critical  Christmas 
son.  On  Oct.  14,  AnnTaylor  tapp^i 
Bloomingdale's  Inc.  executive,  Difff 
Holtz,  to  run  its  merchandising.  Ipf 
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EST.  EPS  REPORTED 
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EPS 
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0.65 

0.70 
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0.61 

0.61 

— 

1   1  o 
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+0.07 

1.24 
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0.51 

0.58 
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-0.23 
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0.35 
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1.08 
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1.35 
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0.53 
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+U.'l'  X 

0.26 

0.27 
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A  O  1 

0.34 

+0.03 

0.64 

0.64 

0.84 

0.85 

+U.U1 

0.44 

0.46 

.fx  no 

+\J.\J£. 

1.89 

1.72 

-0.17 

0.81 

0.81 

— 

0.86 

0.85 

-0.01 

1.52 

1.72 

+0.20 

0.52 

0.57 

+0.05 

0.85 

0.82  * 

-0.03 

0.77 

0.S4 

+0.07 

3.35 

3.55 

+0.20 

0.60 

0.44 

-0.16 

0.48 

0.36 

-0.12 

1.09 

1.11 

j_A  AO 

0.82 

0.62 

A  OA 

— u.^u 

1.00 

1.11 

+0.11 

0.23 

0.20 

-0.03 

0.62 

0.83 

+0.21 

0.51 

0.54 

^  A  A^ 

0.71 

0.71 

1.10 

1.77 

+0.67 

0.20 

0.28 

+0.08 

CURRENT 

QTR.  SALES 

QTR.  PROFITS 

EST.  EPS 

REPORTED 

(MILLIONS) 

%  CHG. 

(MILLIONS) 

%  CHG. 

(8/19) 

EPS 

DIFF 

ENRON 

5,806.0 

+80 

134.0 

+9 

0.46 

0.44 

-0.02 

FEDERAL  EXPRESS! 

3,297.2 

+22 

143.3 

+131 

0.73 

1.22 

+0.49 

FIRST  CHICAGO  NBD 

NA 

NA 

385.0 

+8 

1.25 

1.26 

+0.01 

FOOD  LION 

2,366.9 

+  11 

1.2 

-«8 

0.12 

0.00 

-0.12 

GANNETT 

1,146.1 

+5 

152.5 

+37 

0.48 

0.54 

+0.06 

GRAINGER  (W.W.) 

1,066.9 

+  18 

56.5 

+8 

1.18 

1.12 

-0.06 

HERTZ 

1,102.1 

+4 

93.4 

+26 

0.85 

0.86 

+0.01 

MARRIOTT  INTERNATIONAL 

2,676.0 

+21 

67.0 

+16 

0.48 

0.49 

+0.01 

MERRILL  LYNCH 

8,146.0 

+31 

493.0 

+49 

1.10 

1.24 

+0.14 

MORGAN  STANLEY,  DEAN  WITTER 

7,257.0 

+31 

678.0 

+51 

0.89 

1.09 

+0.20 

MORGAN  (J.  P.) 

NA 

NA 

396.0 

+43 

1.95 

1.96 

+0.01 

NATIONSBANK 

NA 

NA 

788.0 

+26 

1.08 

1.08 

PIER  1  IMPORTStt 

258.1 

+  12 

22.0 

+93 

0.21 

0.30 

+0.09 

ROADWAY  EXPRESS 

642.2 

+19 

10.4 

+127 

0.44 

0.50 

+0.06 

SAFEWAY 

5,371.4 

+36 

150.0 

+42 

0.58 

0.60 

+0.02 

SERVICE  MERCHANDISE 

656.1 

-11 

-22.4 

NM 

-0.11 

-0.22 

-0.11 

TEMPLE-INLAND 

938.4 

+9 

12.6 

-61 

0.33 

0.22 

-0.11 

TIME  WARNER 

3  231.0 

+50 

-28.0 

NM 

-0.18 

-0.19 

-0.01 

TRAVELERS  GROUP 

6,475.6 

+15 

822.8 

+39 

0.98 

1.24 

+0.26 

TECHNOLOGY 

30,588.4 

+8 

2,454.9 

+33 

0.66 

0.60 

-0.06 

ADVANCED  MICRO  DEVICES 

596.6 

+31 

-31.7 

NM 

0.32 

-0.22 

-0.54 

APPLE  COMPUTERttt 

1,614.0 

-30 

-161.0 

NM 

-0.12 

-0.19  * 

-0.07 

ASCEND  COMMUNICATIONS 

270.4 

+9 

40.1 

-11 

0.35 

0.20 

-0.15 

BAY  NETWORKSt 

601.3 

+  15 

41.3 

+635 

0.16 

0.19 

+0.03 

EATON 

1,931.0 

+  12 

54.0 

-36 

1.39 

0.70 

-0.69 

GENENTECH 

231.3 

-2 

32.1 

-37 

0.24 

0.25 

+0.01 

HONEYWELL 

2,038.7 

+  13 

118.9 

+18 

0.93 

0.93 

HUGHES  ELECTRONICS 

4,112.7 

+8 

240.2 

-5 

0.51 

0.60 

+0,09 

INTEL 

6,155.0 

+20 

1,574.0 

+20 

0.91 

0.88 

-0.03 

MOTOROLA 

7,353.0 

+13 

266.0 

+29 

0.62 

0.44 

-0.18 

NCR 

1,563.0 

-6 

-9.0 

NM 

0.00 

-0.09 

-0.09 

TEXAS  INSTRUMENTS 

2  500.0 

+4 

239.0 

NM 

1.12 

1.20 

+0.08 

UNISYS 

1,621.4 

-1 

50.9 

+258 

0.12 

0.14 

+0.02 

UTILITIES  &  TELECOM 

15,574.4 

+15 

1,644.1 

-2 

0.79 

0.79 

AMERITECH 

4,006.0 

+8 

613.0 

+18 

1.04 

1.12 

+0.08 

COLUMBIA  GAS  SYSTEM 

995.0 

+  121 

0.1 

NM 

-0.08 

0.00 

+0.08 

GTE 

5,940.0 

+  11 

756.0 

0 

0.76 

0.79 

+0.03 

lUINOVA 

841.8 

+76 

63.3 

-30 

1.27 

0.87 

-0.40 

SPRINT 

3,791.6 

+8 

211.7 

-33 

0.59 

0.49 

-0.10 

tFlrst-quarter  tt  Second-quarter  results  ttt  fourth-quarter  results  NM  =  not  meaningful  NA  =  not  available  *EPS  adjusted  for  special  items 
DATA  STANDARD  &  POOR'S  COMPUSTAT,  A  DIVISION  Of  THE  McGRAW-HILL  COS,  EARNINGS  ESTIMATE  DATA  PROVIDED  BY  l/B/E/S  INTERNATIONAL  INC  , 
NEW  YORK.  NY  l/B/E/S  IS  A  REGISTERED  TRADEMARK  Of  l/B/E/S  INTERNATIONAL  INC 


;  foui"  days  after  Liz  Claibome 
ed  over  merchandising  and  mar- 
)r  its  Liz  Claibome  Collection  to 
kala  Bromer.  fonnerly  president 

'  V 


of  Andi'ea  Jovine  Sportswear".  But  change 
won't  come  quickly:  Talbots  announced 
a  return  to  conservative  styles  in  the 
secnnd  quarter,  and  even  so,  same-store 
-■  -  sales  still  fell  4.7%  in 

■-•  September 

Women's  specialty  re- 
tailers are  being 
squeezed  on  two  fronts. 
On  one  side  are  the  re- 
vived depaitment  stores. 
On  the  other  are  dis- 
counters such  as  T.J. 


JUST  BROWSING:  Thiyi 
traffic  has  plagued 
established  retailers 


Maxx  and  Ross  Stores.  Analysts  say  The 
Limited  Inc.  expects  thhtl-quarter  earn- 
ings of  16(2  a  shar-e,  compai'ed  with  15(2  a 
share  a  year  ago.  But  off-price  Ross 
Stores  should  earn  41?  a  share,  com- 
pared with  32c  a  year  ago.  "The  woman 
who  was  shopping  at  AnnTaylor  or  Tal- 
bots a  decade  ago  is  maybe  35  or  40 
years  old  and  may  have  had  a  baby," 
says  Kurt  Barnard,  president  of 
Barnard's  Retail  Trend  RepoH.  "She's 
not  wearing  those  styles  today." 

As  cold  weather  and  the  holidays  ap- 
proach, women  are  e.xpected  to  head 
back  to  the  stores.  For  women's  appar- 
el speciaUsts,  Santa  can't  come  too  soon. 
By  De'Ann  Weimer  in  Chicago 
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COMMENTARY 

By  Michael  J.  Mandel 

GET  REAL-AND  WIN  A  NOBEL  PRIZE 


r 


Economists  are  rarely  lauded  for 
being  useful.  Yet  in  large  part 
tliat  is  why  the  1997  Nobel 
Memorial  Prize  in  Economic  Science 
was  given  to  Robert  C.  Merton  of 
the  Harvard  business  school  and  My- 
ron S.  Scholes,  a  professor  emeritus 
at  Stanford's  Graduate  School  of 
Business.  Their  method,  de- 
veloped with  the  late  Fisch- 
er Black,  for  measui'ing  the 
value  of  a  stock  option — 
which  allows  an  investor  to 
buy  or  sell  a  stock  at  a  fixed 
price — was  a  theoi'etical  tour 
de  force,  solving  a  problem 
wliich  had  puzzled  analysts 
for  decades. 

But  equally  important,  the 
Black-Scholes  option  pricing 
rule,  as  it  was  called,  was 
practical  enough  to  be  adopt- 
ed by  traders.  (Black  died  in 
1995,  and  the  Nobel  prize  is 
not  awarded  posthumously.) 
Because  the  method  could  be 
used  to  price  not  just  op- 
tions but  more  complicated 
instinments  as  well,  it  made 
possible  thriving  markets  in 
financial  derivatives  such  as 
stock-index  options.  "Such 
rapid  and  widespread  appli- 
cation of  a  theoretical  result 
was  new  to  economics,"  says 
the  Nobel  announcement. 

The  widespread  use  of  the 
option  pricing  rale  only  em- 
phasizes the  vitality  of  finan- 
cial economics  compared  MERTON 
with  mainstream  economics,    their  ivo 
This  is  the  second  Nobel 
prize  awarded  in  recent  years  to  fi- 
nancial economists.  The  previous  one, 
in  1990,  went  to  Han-y  M.  Mark- 
owitz,  Merton  H.  Miller,  and  William 
F.  Sharpe  for  their  work  on  portfolio 
diversification  and  efficient  capital 
markets,  which  helped  create  today's 
mutual-fimd  industry. 
LITTLE  BOASTING.  Mainstream  econo- 
mists have  few  such  concrete  contri- 
butions to  boast  about.  Instead,  most 
bi'anches  of  economics  have  tended 
to  lean  away  from  the  idea  of  being 
useful  in  favor  of  theoretical  ele- 
gance. Take  macroeconomic  forecast- 
ing. Most  businesses  and  ordinary 


people  care  deeply  about  whether 
the  economy  is  likely  to  continue 
booming  over  the  next  year  or  if  it 
may  shde  into  recession.  Indeed, 
these  questions  are  the  main  focus  of 
the  pubhc's  interest  in  economics. 
Yet  over  the  past  15  years,  there  has 
been  very  little  academic  work  de- 


AND  SCHOLES:  They  won  this  year's  Nobel  for 
rk  in  Pleasuring  the  value  of  stock  options 


voted  to  improving  macro  forecasts. 

Financial  economics,  despite  its 
demonstrable  achievements — or 
maybe  because  of  them — is  still 
viewed  as  peripheral  to  basic  eco- 
nomics. N.  Gregory  Mankiw's  new 
economic-principles  textbook — which 
epitomizes  the  mainstream  view — 
mentions  the  stock  market  only  in 
passing.  The  achievements  of  finan- 
cial economists,  including  portfolio  di- 
versification and  asset  pricing,  re- 
ceive no  attention  in  the  textbook  at 
all,  even  though  Mankiw  himself  has 
done  work  in  financial  economics. 
(Full  disclosure:  The  most  recent  edi- 


tion of  the  economics  textbook  by 
Paul  A.  Samuelson  and  William  D 
Nordhaus,  which  I  helped  revise, 
does  mention  financial  economies, 
only  in  a  short  appendix.) 

To  be  sui'e,  there  are  many  ecoi 
mists  who  are  interested  in  the  pr 
tical  applications  of  their  work.  Th 
idea  of  using  tradeable  po 
lution  credits  to  help  cont 
noxious  emissions  without 
inflicting  excessive  costs  o 
the  economy  was  champi- 
oned by  economists.  And  1 
heated  academic  debate  a 
few  years  ago  over  the  en 
ployment  impact  of  the  mi 
mum  wage  helped  clarify 
some  important  poHcy  is- 
sues. One  set  of  economist: 
argued  that  a  minimum 
wage  increase  would  desti 
jobs,  while  another  argued 
that  employment  would  gc 
up.  The  eventual  consensu^ 
was  that  a  small  increase 
wouldn't  make  much  of  a 
difference  in  either  du'ec- 
tion — which  actually  made 
easiei'  for  Congi'ess  to  pasi 
a  minimum  wage  increase 
1996. 

But  increasingly,  main- 
stream economists  are  fail- 
ing the  market  test.  The  ri 
cent  annual  meeting  of  the 
National  Association  for 
Business  Economics  devot( 
several  sessions  to  job 
switching  and  finding  new 
careers,  a  sure  sign  that 
businesses  are  continuing 
their  long-teiTn  trend  of  shedding 
economists.  And  economists  have 
found  themselves  more  and  more 
marginalized  within  the  CUnton 
White  House. 

If  the  decisions  of  the  Nobel  com 
mittee  are  any  guide,  it  may  be  tim 
for  mainstream  economists  to  start 
thinking  a  little  more  like  financial 
economists — to  be  a  little  more  pra( 
tical  and  a  little  less  arrogant.  Use- 
fulness is  not  the  only  value,  but  it'; 
a  good  start. 

Economics  Editor  Mandel  holds 
PhD  in  economics  from  Harvard. 
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ne  of  data  sharings 


greatest  challenges  is  unlocking 


Legacy  data  drives 

most  corporate 
business.  It's  valuable, 
I        but  hard  to  get  to 
^d  use.  Can  Web 
I  technology  hi^P^P 

an  take  advantage  of  it.  Only  then  can  you         ything  that  has  hap-      market  responsi 


data  trapped  behind  legacy  sys-  4 


ems  so  more  data  warehouse  users 


*<i  on  the  Web  until 
-apthingmore 


by  usinj 
brov 


^ven  think  about  leveraging  it  via  the  Web.  Sound  difhcult?  It  is. 


Jnless  you  have  EMC  Enterprise  Storage^"^  with  DataReach^M*  Putting  EMC  at  the  center  lets 


Not  Without 
EMC  Enterprise  Storage 
It  Can't. 


you  extract,  transport  and  load  legacy  data  5 


imes  faster  than  through  the  network.  So  its  available  to  anyone  who  needs  it  right  away,  all 


he  time.  Think  about  that  when  you  hit  another  wall  m  your  data  warehouse.  To  hnd  out 


EMC 

nore,  call  1-800-424-EMC2,  ext.  146,  or  visit  us  at  www.emc.com.  The  Enterprise  Storage  Company 
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STRATEGIES 

UPS  PUTS  ITS 
BACK  INTO  IT 

The  strike  boosted  rivals.  Can 
the  shipper  regain  lost  turf? 

Talk  of  the  United  Parcel  Service 
Inc.  stiike  still  irks  Keith  Newman. 
When  in  August  the  Big  Brown 
Army  all  but  shut  down  for  15  days 
during  the  Teamsters'  walkout,  the 
transportation  manager  at  Fort  Smith 
(Aj-k.)-based  Baldor  Electnc  Co.  scram- 
bled to  come  up  with  ways  to  ship 
about  2,000  packages  of  electric  motors 
and  drives  a  day.  The  stiike  cost  Baldor 
and  its  customers  $44,000  in  extra 
freight  charges,  as  Newman  shifted 
business  to  other  carriers.  When  UPS 
came  back,  Baldor  kept  10%  of  his  busi- 
ness with  competitors  such  as  rps  Inc. 
"We  don't  want  to  have  all  our  eggs  in 
one  basket  again  anytime  soon,"  he  says. 

Include  Newman  with  the  scores  of 
customers  that  UPS  executives  are 
working  overtime  to  win  back  (table). 
Nearly  two  months  after  the  strike  end- 
ed, UPs's  clients  are  taking  a  second 
look  at  other  carriers  to  distribute  their 
products.  It's  early  to  gauge  peiTnanent 
losses,  but  UPS  execs  concede  that  since 
the  strike,  volume  is  running  5%  be- 
hind its  usual  12  million  packages  a  day. 
Now  the  $22.4  billion  company  is  count- 
ing on  a  beefed-up  sales  force,  dii'ect- 
mail  offers,  and  an  ad  campaign  to  re- 
bound. "I'm  sure  our  competitors  got 
packages  fi'om  us,"  says  Joe  Pine,  UPS's 
vice-president  of  marketing.  "But  we're 
doing  our  best  to  get  them  back." 
SHIPPING  SHOWDOWN.  He'll  need  to. 
The  strike  cost  its  $700  million  in  lost 
revenue,  plus  costs  of  leasing  additional 
aircraft  and  trucks.  And  that's  just  the 
short-term  fallout.  A  bigger  question, 
cautions  analyst  Paul  Schlesinger  of 
Donaldson,  Lufkin  &  Jem-ette  Securities 
Corj).,  "is  whether  that  5%  is  the  extent 
of  customer  dissatisfaction,  or  only  what 
the  customers  were  able  to  move,  given 
competitors'  capacity." 

Having  gi'abbed  ups  business  during 
the  strike,  rivals  are  emboldened  to  try 
for  more.  Federal  Express  Corp.  is 
opening  new  hubs  in  Fort  Worth  and 
Paris,  France,  as  part  of  $2.5  billion  it's 
spending  on  new  capacity.  On  Oct.  6, 
the  Memphis-based  overnight-shipping 
leader  bought  CaUber  System  Inc.,  par- 
ent of  RPS.  That  puts  FedEx  on  iips's 
turf — nonexpress  gi-ound  delivery. 


tage.  Runyon:al5 
pushing   new  se 
vices  such  as 
seas  shipping. 

The  PostaUt 
vice's    efforts  a 
paying  off.  St  I 
tersbiu-g  (Fla.)-;s 
Home       Sho  ■ 
Network  Inc., 
ships  about  6(' 
packages  a 
raised  the  port 
the  business  it  iv 
the  agency  dii 
the  strike,  andio 
ships  5%  less^v 
I  PS  than  befori 
walkout.  The 
Office  has  "d 
strated    to  v 
desire  to  be  o 
innovative  ancr 
sponsive,"  sa; 
spokesman. 
PEERLESS?  Fed  < 
also  putting  o 
pressure    on  i 
During  the  st'k 
the  company  di 
ered  a  daily  ava 
of  800,000  *pack:f 
a  15%  jump  / 
normal  levelsi 
hopes  to  keep  I 
of  the  windfall  al 
prepaiing  to  conja 
UPS  on  the  grouiij 
well  as  in  the  ail'' 
UPS  dismissGS  16 

GROUND  WARS  FedEx  turned  up  the  heat  in  ground  ex's  new  ^ 
delivery  service  with  its  $2.7  billion  RPS  acquisition.      pointing  out  i 

GOING  POSTAL  The  U.S.  Postal  Service  is  attacking      '"^"-^  customersjj 
with  cheaper  rates  and  investing  $270  million  in 
advertising  in  1998  to  spread  the  word  about  its 
overnight  and  parcel  services. 


UPS'S  HEAVY  LOAD 


LOST  BUSINESS  Shipping  volume  has  dropped  5% 
since  the  Teamsters'  strike,  as  customers  have  shifted 
business  to  other  carriers. 


Then  there's  the  U.S.  Postal  Ser- 
vice. Under  the  direction  of  former 
Ford  Motor  Co.  executive  Marvin  T. 
Runyon,  the  agency  has  long  coveted 
UPS's  parcel  business.  Six  months  be- 
fore the  strike,  the  postal  service  put 
together  an  inch-thick  game  plan  on 
how  to  play  a  ups  walkout,  including 
lining  up  2,700  temporary  workers  to 
help  with  extra  business.  The  result: 
The  volume  of  express  mail  shot  up 
70%,  while  priority  and  parcel  mail 
climbed  50%. 

To  retain  the  extra  volume,  Piunyon 
is  urging  lawmakers  on  Capitol  Hill  for 
leeway  to  negotiate  with  large  ship- 
pers on  prices — even  as  UPS  lobbyists 
argue  that  the  Post  Office's  quasi-gov- 
ernmental status  gives  it  unfair  advan- 


say  that  no  o 
shipping  comi 
can  match  its  I 
vice.  Take  cati( 
company  Lands'  End  Inc.  Senior  ' 
President  of  Operations  Franci 
Schaecher  says  he  can't  afford  to 
up  the  UPS  tracking  service,  w 
Lands'  End  stniggled  to  replicate 
ing  the  strike  by  encouraging 
tomers  to  notify  the  company  \ 
packages  arrived. 

J.  Peterman  Co.,  a  Lexington  C 
based  catalog  shipper  that  sends  ] 
packages  a  day,  tells  a  similar 
"With  our  scale  and  need  for  dep 
ability,  there  aren't  many  carriers 
can  do  what  ups  does,"  says  Se 
Vice-President  John  R.  Rice.  That's 
actly  what  ups  is  banking  on  to  he 
win  the  shipping  showdown. 

By  Nicole  Hams  in  Atlanta, 
bureau  reports 


Sick  (lays,  vacations,  downtime.  There  are 
nough  things  to  worry  about  at  the  office.  Choosing 
the  right  car  doesn  't  have  to  he  one  of  them. 


L  14  yn  J  yi  Cl       Few  tilings  can  make  your  \oh  easier  llian  clioosing  a  Liimina 
for  your  fleet.  It  can  go  up  to  100,000  miles  kefore  its  first  scliedulecl  tune-up.'  Its  suspension 
is  lulled  for  life.  It  even  lias  a  liandy  oil-wear  indicator.  And  witli  24-Hour  Roadside  Assistance'^ 
your  employees  will  never  travel  alone.  Better  yet,  it's  not  only  dependable,  it's  affordable  too. 


In  fact.  Consumers  Ditjcst  namec     umma  a  "Best  Buv"  in  its  class.  All  of  wliicli  nial 


l?e 


clioosing  your  next  fleet  car  one  less  tiling  you'll  liave  to  worry  about. 


Genuine  Chevrolet  - 

The  Cars  More  Americans  Trust.  — 


CJI  |.8(l()-Ml-;|-:"r-(  )l'e,ali<ms  ..r  v,„l  vvww.Ll,cvr<,lct...,m   ' Ma.nl.-n.ln,    n.-«li  ^ar^■  »       u.-.^  a,ul  .Invn;  . ,.nj,l,..„j,  Scx'  .nvncr  i  manual  l.„-  nu„v  .nlonnal,,. 
t?™  yuur  cLmIlt  ..r  llcvl  jt^i.unl  executivf  f.>r  protlrani  tlelaiii-  <U\'-)'-Hl  GM  Coqi.  HikI-L-  up,  America'  A' 
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RETAILING 


WHY  FOOT  LOOKER 
IS  IN  A  SWEAT 

Woolworth's  big  bet  on  athletic  footwear  is  souring 


walking  out 


To  find  out  why  things  aren't  going 
too  well  in  the  executive  suite  atop 
the  fabled  Woolworth  Building  in 
lower  Manhattan,  take  the  elevator 
down  to  the  ground  floor.  There  you'll 
find  an  outlet  of  Foot  Lrjcker,  the  sports 
shoe  chain  that's  supposed  to  be  Wool- 
worth  Corp.'s  salvation.  A  hip  young 
man  has  just  decided  against  buying 
the  latest  Xikes  and 
empty-handed.  "I  can't 
spend  that  much,"  he 
says.  "Besides,  there's 
not  enough  selection  or 
atmosphere." 

After  making  the 
tough  decision  last 
summer  to  shutter  the 
five-and-dime  stores 
that  launched  the 
Woolworth  empire  a 
century  ago.  Chief  Ex- 
ecutive Roger  N. 
Farah  had  made  Foot 
Locker  the  linchpin  of 
his  turnaround  plan  for 
the  $7.1  billion  retail- 
er. But  same-store 
sales  at  Foot  Locker 
have  been  falling  for 
seven  months,  as  fickle 
teenagers  spurn  costly 
Nikes  for  other  foot- 
gear and  larg(-r  super- 
stores push  around  the 
industry  pioneer.  "It's 
been  very,  very  chal- 
lenging," Farah  sighs. 
"SHAKEN  UP."  Farah 
had  good  rcasfjn  to  bet 
on  Foot  Locker  when 
he  became  CKO  in  late 
1094.  Riding  a  fitness 
craze  that  doubled 
sales  of  sports  shoes 
and  apparel  since  1987, 
Woolwoith's  athletic  division — which  in- 
cludes P'oot  Locker,  Lady  Fool  Locker, 
Kids  Foot  Locker,  Champs,  and  Eastbay 
catalog — has  grown  into  a  S^lfj  billirjn 
business.  Its  1996  profits  of  $461  million 
exceeded  those  of  the  entire  corpora- 
tion, as  other  units  lost  money. 

But  Foot  Locker  can  no  longer  sup- 
port Woolworth.  It's  slipping  in  a  slow- 
ing market.  After  soaring  10.2%  last 


year,  the  $8  billion  athletic-shoe  indu.s- 
try  is  growing  at  half  that  rate  this 
year.  Of  all  the  players,  Foot  Locker 
is  getting  hit  hardest.  The  most  alarm- 
ing sign  was  its  11.2%  slide  in  same- 
store  sales  in  August,  the  crucial  back- 
to-school  sales  season.  "They  gave  up 
on  a  dead  industry'  in  favor  of  putting 
all  their  eggs  in  on^-  basket,"  says  Kurt 
Barnard,  a  veter-.  vatcher  who 


ou 


WOOLWORTH:  A  DECLINE 
IN  THE  ATHLETIC  DIVISION 


BIG  REACH?  Foot,  Locker  is  scramhling 
t<j  /■'itch  up  with  rival  superstores 


-    SAME-STORE  — 
SPORTSWARE  SALES 
yEAR-OVER-rEAR 


FEB. '97 
A  PERCENT 


SEPT. 


DATA.- WOOLWORTH  CORP. 


publishes  Barnard's 
Retail  Trend  Report.. 
"And  that  basket  is 
getting  shaken  up. 
They're  going  to  have 
scrambled  eggs." 

Once  known  in  the 
industry  as  Big  Foot, 
Foot  Locker  is  still  the 
largest  retailer  of  ath- 
letic footwear  and  ap- 
parel, with  about  one- 
fourth  of  the  L'.  S.  market.  But  it  is 
rapidly  losing  grrjund  to  newcomers  that 
have  stores  as  much  as  10  times  its 
size.  At  some  .Just  P'or  Feet  Inc.  and 
Sneaker  Stadium  stores,  kids  can  try 
out  gear  on  real  basketball  courts.  Foot 
Action  features  racks  of  spandex  and 
sweats,  as  well  as  sports  shows  on  big- 
screen  TVs.  "These  larger  formats  give 
retailers  the  opportunity  to  romance 


products  better,"  says  Thomad|'|SI 
Clarke,  president  of  Nike  Inc. 

Foot  Locker  was  slow  to  respoi 
the  shifting  marketplace,  partly  be(  : 
Farah  was  busy  stabilizing  the  re 
the  corporation.  He  eliminated  16 
sions,  fiired  45  top  executives,  and 
in  vain  to  preserve  the  namesake 
and-flimes.  He  slashed  jobs  and  inst 
computers  to  better  track  inven  "Jj- 
But  the  problems  only  worsened,  as 
ployees  and  unattended  custoi 
walked  off  with  mounds  of  merchar 
By  the  end  of  the  year,  internal  (  (PE 
ments  show,  the  retailer  could  no 
count  for  $43  million  in  inventory  a 
five-and-dimes.  The  so-called  shrin 
amounted  to  5.82% — three  tim- 
companywide  average. 

By  the  time  Farah  finally  pulli 
plug  on  the  Wool 
stores,  Foot  L 
was  in  a  tailspi 
droves,  teenagers 
abandoning  Ni 
"brown  shoes"- 
Martens,  Timbei 
boots,  and  the 
Purchases    of  \ 
priced  sneakers,  w 
had  been  Foot  1  i- 
er's  forte,  plunge 
told  them  to  paint 
brown  and  mark 
down,"   says  Al 
Kingsley  of  Greet 
Partners,  a  m 
Woolworth  invests 
Woolworth  race 
truckloads  of  bi 
shoes.  But  it  stiD 
the  problem  of  d 
selling  spaces.  Fa] 
answer?  Create  ins  > 
superstores  at  many  of  the  comps  5 
1,550  P>jot  Locker  outlets  by  litei 
pushing  back  the  stores'  stockr 
walls.  By  late  next  year,  he  expect 
convert  100  of  the  five-and-dimes 
superstores  that  will  combine  all 
company's  athletic-wear  offerings  id 
one  roof.  Farah  figures  that  those 
versions  alone  will  boost  sales  $300 
lion  to  $400  million. 

WoolwTjrth  also  is  eyeing  acqu 
and  expansion  overseas.  It  just  op 
its  first  store  in  Japan  and  plans  to  | 
ble  its  presence  in  Europe.  But  tlj 
big  plans  require  big  money  and 
credit — neither  of  which  the  retailer| 
count  on.  That  is  why  Woolworth 
plans  to  sell  its  landmark  skyscra 
"It's  worth  $100  miUion,"  Farah  s 
It  also  has  a  great  Broadway  sti 
front — for  the  right  retailer. 

By  I.  Jeanne  Lhtgan  in  New) 


Introducing 

CFO  Vision 


THE  POWER  TO 

FIGURE  IT  OUT 


ISIONS  ARE  TOUGHER. 


IS  CRITICAL. 


OURCESARE  LEANER. 


)THE  BUCK  STOPS  WITH  YOU 


PE  JUST  WONT  CUT  IT  ANYMORE. 


Stop  crunching  and  start  analyzing.  With 
CFO  Vision  you  can  visualize  your  business 
interactively. .  .and  gain  control  of  informa- 
tion to  spot  opportunities  and  risks  faster 
than  ever  before.  Reengineer  the  entire 
process  of  financial  consolidation,  reporting, 
and  analysis ..  .as  you  accelerate  the  flow 
of  information  to  decision  makers  at  every 
level  of  your  organization. 

With  the  click  of  a  mouse: 

■  Understand  the  facts  beyond  the  figures. 

■  Improve  timeliness  and  availability  of 
business  reporting. 

■  Analyze  every  "slice"  of  your  business — 
from  branch  profitability  to  product  cost 
analysis — in  any  currency. 

Pov^erful,  award-winning  data  warehousing, 
OLAR  graphics,  and  EIS  capabilities  are  all 
included  in  one  fully  integrated,  easy-to-use 
solution.  It's  all  yours  from  one  vendor: 
SAS  Institute,  with  a  proven  track  record 
for  continuous  innovation  and  reliable 
support  at  more  than  29,000  organizations 
worldwide. .  .including  the  Fortune  100. 

For  a  free  preview  of  CFO  Vision, 
just  give  us  a  call  or  send  us  E-mail 

at  bw@sas.sas.com 


919.677.8200    Fax  919.6774444  www.sas.com/vision/ 


SAS  IS  a  registered  trademark,  and  CFO  Vision  a  trademark, 
of  SAS  Institute  Inc  Copyright©  1996  by  SAS  Institute  Inc 


COMMENTARY 


By  Peter  Coy 


ON  RATES-IT'S  MORGAN  VS.  STANLEY 


Which  way  are  interest  rates 
headed?  Most  Wall  Street 
fiiTTis  try  to  give  clients  a  sin- 
gle answer.  Not  Morgan  Stanley, 
Dean  Witter,  Discover  &  Co.  The 
company's  chief  global  strategist. 
Barton  M.  Biggs,  says  rates  wall  fall. 
"To  me,  Ti'easury  bonds  are  by 
far  the  best  value  of  any  asset 
class  in  the  world,"  he  WTote  in 
late  September.  No  way,  says 
the  fii-m's  chief  economist, 
Stephen  S.  Roach:  Inflation  will 
rise  and  so  will  rates.  "I  just 
don't  buy  the  gospel  of  global 
price  stabihty  that  is  widely 
presumed  to  keep  pushing  fi- 
nancial markets  to  ever-higher 
highs,"  he  writes. 

In  other  words,  on  perhaps 
the  most  critical  economic  ques- 
tion of  the  day,  Morgan  Stan- 
ley's biggest  forecasting  brains 
are  about  as  far  apart  as  Yassii* 
Arafat  and  Benjamin  Netan- 
yahu. Their  debate  became  so 
animated  dming  a  recent  week- 
ly Monday-morning  conference 
call  with  brokers  that  news  re- 
ports described  a  veritable 
"shouting  match" — though  both 
analysts  insist  that  they  remain 
on  good  teiTns  after  12  years  of 
working  together. 
TWO-HANDED?  You  could  argue 
that  this  jousting  is  tough  on 
the  firm's  chents,  who  may 
want  a  clear  signal  indicating 
where  to  stash  their  hundreds 
of  bOhons  of  dollars  in  assets. 
By  promulgating  two  opposite 
views,  Morgan  Stanley  comes 
across  like  the  two-handed 
economists  that  HaiTy  S.  Tru- 
man used  to  despise — wanting 
to  have  it  both  ways.  Jokes  Ed- 
ward C.  Ettin,  the  Federal  Re- 
serve's deputy  research  direc- 
tor: "Whatever  happens,  Morgan 
Stanley  will  be  right." 

Nonetheless,  the  intramural  de- 
bate between  Biggs  and  Roach  is 
healthy— perhaps  even  necessaiy.  In- 
stead of  forcing  its  forecasters  into  a 
compromise,  Morgan  Stanley  lets 
them  argue  their  cases  as  forcefully 
as  possible.  Clients  who  tolerate  the 
ambiguity  may  end  up  understanding 


the  issues  better  than  if  they  heard 
just  one  point  of  \iew. 

Economists  at  other  Wall  Street 
firms,  where  the  rainbow  of  opinion 
is  more  monochromatic,  say  they  un- 
derstand w^hat  Morgan  Stanley  is  go- 
ing thi'ough.  Achieving  consensus  is 

FIRE  OR  ICE: 
THE  GREAT  DEBATE 

Will  the  world  end  in  fire  or  ice?  Two  big- 
narne  analysts  at  Morgan  Stanley  see  trouble 
for  the  stock  market,  but  for  opposite  reasons. 

Bartm  Biggs  is  worried  about  ice — that  is, 
deflation.  Stephen  Boach  fears  fire — inflation. 


NAME: 

Stephen  S.  Roach. 
TITLE:  Chief  econo- 
mist, Morgan  Stan- 
ley, Dean  Witter, 
Discover  &  Co. 
QUOTE:  "The  econo- 
my is  fundamentally 
very  strong,  and 
we're  not  going  to 
get  any  relief  on 
inflationary  risks 
from  a  spontaneous 
slowdown." 


NAME: 

Barton  M.  Biggs. 
TITLE:  Global  strate- 
gist, Morgan  Stanley 
Asset  Management. 
QUOTE:  "We're  stili 
in  a  deflationary 
world.  Whether  it's 
the  Bundesbank 
raising  rates  or 
currency  deprecia- 
tions in  Asia,  they 
are  all  basically 
disinflationary." 


harder  than  it  used  to  be,  explains 
Bruce  Steinberg,  chief  economist  at 
Menill  Ljnch  &  Co.  "We're  having 
the  weakest  pricing  cycle  since 
World  War  II  and  also  the  strongest 

earnings  cycle  of  all  time  Since 

we  draw  upon  history  to  guide  us, 
this  kind  of  thing  makes  for  a  bigger 
debate  about  what  happens  next." 
Borrowing  from  the  poet  Robert 


Frost,  Biggs  di\ides  forecasters  intj 
those  who  see  the  bull  market  beij 
killed  off  by  "fii'e,"  or  inflation,  vs. 
those  w^ho  ai'e  more  concerned  aboj 
"ice,"  or  disinflation.  It's  ice  that 
worries  Biggs.  He  predicts  an  eco-l 
nomic  slowdown  in  which  the  stoclj 
market  will  suffer,  but  the 
bond  market  should  thiive.  Hi 
predicting  that  30-year  Trea- 
sury bond  jields  will  fall  to 
5.5%  to  6%  within  six  months! 
from  their  cuiTent  level  of 
about  6.4%. 

"BLOWN  AWAY."  Roach  sees 
fii-e — inflation — beginning  to 
accelerate.  His  forecast  for  tH 
U.  S.  consumer  price  index  is  I 
actually  not  too  high:  an  aver] 
age  rate  of  3.1%  next  year,  va 
2.5%  this  year.  But  he  says  tlj 
financial  markets  are  betting 
on  a  much  low-er  rate.  So  he 
figures  30-yeai'  Ti'easuries  wilj 
hit  7%  to  7.5%  within  six 
months,  though  they  may  ac9 
ally  drop  below  6%  between  j 
now  and  then. 

Biggs  and  Roach  have  eac 
had  theh-  fair  share  of  both 
smart  calls  and  embarrassing'' 
mistakes:  A  year  ago.  Roach 
was  forced  to  retract  a  hpariatj 
forecast  on  interest  rates  and 
the  stock  market  when  reality 
ran  over  him,  and  on  Oct.  8,  h 
confessed  that  he  w^as  "blown 
away  by  the  powder  of  the  boro 
rally  over  the  past  three 
weeks."  Biggs  also  missed  rami 
of  the  stock  mar-ket's  gains  by 
being  overly  bearish.  While  ' 
they  disagr'ee  on  rates,  they  dc 
agr-ee  that  the  stock  market  is 
near  a  top — so  if  it  continues  i 
heading  upw^ard,  they'll  both 
look  bad.  i. 
Then  again,  very  few  fore-  I 
casters  have  been  consistently  right 
about  the  stupendous  peri'orrriance  (, 
the  stock  market  and  the  U.  S.  econ 
omy.  Say  this  for  the  Morgan  Stanlf  ' 
team:  In  their  offices  high  above  ) 
Times  Square,  Biggs  and  Roach  are;i 
providing  some  of  the  best  theater 

on  Broadway.  1^ 
 ^ 


i 


Coy  is  associate  economics  editor 


If  your  mainframe-based  enterprise  has  expanded  to  include  thousands  of  PCs  and  servers,  while 
)ur  internal  resources  haven't,  call  Vanstar,  the  distributed  computing  experts,  f  Vanstar  offers  the 
itwork  management  and  life  cycle  services  you  need  to  manage  growth:  consulting  and  tiesign, 
;twork.  planning,  integration,  procurement,  financing,  installation,  and  deskside  support.  Everything 
)u  need  to  break  free  of  your  internal  constraints.  fWith  Vanstar,  you  choose  as  much,  or  as  little, 
^our  expertise  as  you  need  to  master  your  distributed  computing  environment.  That  flexibility  is  why 
andreds  of  Fortune  1000  companies  have  selected  Vanstar.  fTolearn 
Dw  you  can  stay  ahead,  please  visit  us  at  www.vanstar.com/8ball  or  call 

W      The  TecHNOLOO''   Services  Co 

i  at  1-800-994-2345.  We'll  help  you  make  a  clean  break.  www.vanstar.com 
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In  Business  This  Week 
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BARGAIN  CHIPS. 
SHRINKING  PROFITS 

ARE  CHEAP  CHIPS  DRAGGING 
down  Intel?  The  company 
disappointed  investors  with 
third-quarter  earnings  that 
fell  $72  million  short  of  esti- 
mates, and  its  stock  fell  5.6%, 
to  86"/u.,  on  the  news.  Intel 
earned  $1.57  biUion,  up  20% 
from  last  year's  third  quar- 
ter, on  revenues  of  $6.2  bil- 
lion, up  19.7%.  Not  bad 
growth,  but  investors  were 
spooked  by  a  drop  in  the 
average  selling  price  of  In- 
tel's microprocessors.  Pentium 
prices  are  under  pressui-e  as 
PC  makers  push  cheaper  mod- 
els at  retail.  The  result:  Intel 
grossed  about  16%-  less  per 
chip,  says  analyst  Ashok  Ku- 
mar of  South  Coast  Capital. 
Making  matters  worse,  prices 


CLOSING  BELL 


ON  THE  LOOSE 

CoreStates  Financial  still 
says  it  will  go  it  alone.  But 
the  stock  market  won't  buy  it. 
Shares  in  the  Philadelphia 
bank  rose  almost  6%,  to 
7()%  on  Oct.  14,  as  investors 
bet  that  the  bank  will  eventu- 
ally be  acquired.  Takeover 
talk  heated  up  in  September 
when  CoreStates  rejected 
Mellon  Bank's  unsolicited  bid 
of  about  $88  per  share.  Jan- 
ney  Montgomery  Scott  analyst 
Claire  Percarpio  says  that  bid 
puts  CoreStates  in  play  and 
figures  several  banks,  includ- 
ing Banc  One  and  Allied  Irish 
Banks,  may  be  interested. 
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for  flash  memory,  where  Intel 
has  a  33%  market  share,  are 
wilting.  That  could  trim  In- 
tel's flash  revenues  by  some 
$56  million,  says  analyst  Alan 
Niebel  of  Semico  Research. 


A  BUSY  SIGNAL 
FOR  THE  FCC 

THE   FEDERAL  COMMUNICA- 

tions  Commission  was  dealt  a 
blow  by  a  U.  S.  Court  of 
Appeals  in  a  decision  that 
could  stymie  new  entrants  in 
the  local-exchange  phone 
business.  On  Oct.  14,  the 
court  ruled  against  an  FCC 
order  requiring  the  Baby 
Bells  to  offer  rivals  pieces  of 
their  network  at  reduced 
rates,  and  to  recombine  those 
elements  for  them.  Potential 
entrants  preferred  this 
approach  because  it  provides 
bigger  margins.  The  FCC  is 
expected  to  appeal  the  ruling 
to  the  Supreme  Court. 

AVIS:  DENYING 
HARDER  

AVIS  RENT  A  CAR  IS  TAKING 

more  heat  over  allegations  of 
discrimination.  On  Oct.  14, 
Pennsylvania  Attorney  Gen- 
eral Michael  Fisher  filed  a 
complaint  with  the  state's  hu- 
man relations  commission 
against  Avis  and  one  of  its  li- 
censees, claiming  the  car- 
rental  licensee  discriminated 
against  minority  customers. 
TTie  suit  gi'ew  out  of  a  five- 
and-a-half  month  undercover 
investigation  by  the  state  A(;'s 
office.  State  officials  contend 
the  probe  showed  a  "cleai"  pat- 
tern of  discrimination."  Avis 
also  faces  allegations  of  dis- 
crimination in  North  Carolina 
and  Florida.  In  a  statement. 
Avis  denied  the  allegations. 

WILL  A  SUITOR  SOON 
COME  GALLING? 

FRONTIER  IS  ON  THE  EDGE  OF 

a  major  restructuring.  Faced 
with  an  unexpected  14%-  drop 


HEADLINER:  STANLEY  ROSENBLA' 


SMOKING  SEHLEMENT  ALARM 


When  Miami  plaintiffs' 
attorney  Stanley  Rosen- 
blatt won  $300  milhon  from 
the  tobacco  industry  on 
Oct.  10,  he  called  it  a  huge 
win  for  his 
clients:  flight 
attendants  claim 
ing  injuries 
from  second- 
hand smoke. 

But  the  set- 
tlement money 
will  fund 
research  on 
the  dangers  of 
secondhand  smoke.  Not  a 
dime  goes  to  the  plaintiffs. 
Meanwhile,  Rosenblatt 
and  his  law  partner  wife, 
Susan,  get  $49  million  for 
fees  and  expenses. 

Rosenblatt  says  his  set- 
tlement will  help  atten- 
dants sue  because  it  forces 


the  industry  to  prove  S(, 
ondhand  smoke  is  not  d\ 
gerous.  But  it  bars  ther 
from  bringing  future  chj 
actions  or  suing  for  pun; 

tive  damages. 

Public  Citiz( 
Litigation  Grc 
a  Washington 
(D.  C.)  public 
interest  grou 
specializing  ii 
overturning 
settlementit 
deems  abi 
sive  to  plainti.' 
is  trying  to  see  if  Rosen 
blatt's  clients  want  to  c(- 
test  the  deal.  "I  don't 
understand  how  anyone 
can  think  this  is  a  good 
deal  for  the  plaintiffs," 
says  co-founder  Alan 
Morrison. 

By  Mike  Fra 


in  third-quarter  profits,  the 
Rochester  (N.  Y.)  phone  com- 
pany announced  Oct.  14  it 
will  replace  two  top  execu- 
tives, cut  700  jobs,  and  di- 
vest its  cellular-phone  and 
prepaid  calling  card  opera- 
tions. The  moves  raise  specu- 
lation that  Frontier  may  be 
acquired.  The  company,  which 
sells  both  local  and  long-dis- 
tance services,  has  been 
passed  over  before.  UBS  Se- 
cmities  analyst  Linda  Meltzer 
says  that  even  though  the 
company  wants  to  remain  in- 
dependent, "the  houseclean- 
ing  could  make  [it]  more 
attractive  as  a  takeover  can- 
didate." A  Frontier  spokes- 
man declined  comment. 


NCR  REGISTERS 

A  REVAMP  

NCR    IS    PLANNING    TO  CUT 

1,000  jobs  in  1998  as  pait  of  a 
reorganization  the  money-los- 
ing computer  maker  started 
earlier  this  year.  After  the 


changes,  each  of  the  eo] 
ny's  business  units  will  3 
complete  profit-and-los : 
sponsibility  and  their  ' 
sales  and  professional  siJ 
Lars  Nyberg,  NCR's  chais 
and  CEO,  says  the  reon 
zation  is  designed  to  n 
the  company  operate  . 
competitively.  But  Nj: 
still  has  some  work  tn 
The  same  day  NCR  annoijo 
the  job  cuts,  the  comi 
said  it  lost  $9  million  ill 
third  quarter  as  revei 
dropped  6%,  to  $1.56  bil| 

ETCETERA... 


■  Major  League  BasebaH 
move  an  American  Le^ 
team  to  the  National  Leit 

■  The  European  Com 
sion  approved  the  merg" 
Grand  Met  and  GuinnesLj 

■  Lucent  Technologi(f| 
buying  computer  netw(l( 
Livingston  Enterprises^ 

■  Four  companies  wonfi 
colm  Baldrige  awaS 
including  a  rerun:  Solec( 


OLICYHOLDEFU  WC  MU  TNGACED  IN  A  GREAT  MUTUAL  ENTERPRISE    IT  IS  GREAT  BECAUSE  IT  SEEKS  TO  PREVENT  CRIPPEING  INjURIES  AND  DEATH  ftV  Rl  MOVINti  THE  CAUSES  OF  HOME  HIGH  WAV  AND  WORK  ACCIDENTS 


Liberty  Mutual's  managed  care  is  as  fast  as  Hector's  fast  break.  After  his  accident,  Hector's 
employer  called  our  24-hour  claims  service  hothne.  We  found  the  right  doctor  to  treat  him,  at 
the  right  price.  A  rehabilitation  nurse  coordinated  a  return-to-work  plan.  And  through  our  on-site 
rehabilitation  program,  a  therapist  worked  to  help  Hector  properly  do  his  job  and  avoid  reinjui'y, 
so  today  Hector  is  back  on  the  )ob  (and  on  the  boards)  leading  a  safer,  more  secure  life. 
^    There[i  more  informal  ion  M-e'i^  like  to  ohare.  So  pleaje  call  John  Ryan  LIBERTY 

MUTUAL 

at  (617)  57-i -58-i2  or  i'U'it  our  uYlhute  at  http://n'n-n'.lil>ertymiitital.coni      '^^c  j^^^Jorri  of  Ij'Jy  ft^ 


inu  GNV  kVASHDIM  1 


■ijy  l.^!  H  1  V  !U  UNV  Ml^fliNI  PNI 


SN13^  il  3snv03'd  IV  I 


ivnini^  ivjho  y  ni  c30vdn5  ^av  ]A\  ^)i^a^o^u  iiio.i 


8  a.m.  Bob's  number  in  Milan.  You  got  it 


.  Whatever's  important  to  you  —  appointments,  contaci 

e-mail,  expense  trackmg  —  the  pocket-sized  PalmPilot 

connected  organizer  makes  it  easy  to 

stay  on  top  of  things  It  lets  you  enter, 

access,  and  update  the  information  you  need 

j  :r.^ 

whenever  you  need  It.  You  only  have  to  enter  data  once — 

!  ;;i 

HotSync'"  technology  lets  you  synchronize  data  with  your  Pc'"*- 
just  the  touch  of  a  button  And  when  you're  on  the  roadise  i.^'^ 
Network  HotSync'" software  to  synchronize  with yoi^^C  .-'^ 
over  the  company  network.  For  a  PalmPilot  retailer^'  if? 
you,  visit  our  web  site  at  www.palmpilot.co|o' 


call  1-800-881-7256,  ext.  50.  Nowthrs 


as. 

::\ 

ri. 
M 

;  -111 

number  you'll  want  to  remejer:^?  i 

■■!( 

Palm  PM 


The  connected  orgarei 


PaimPilot  Personal  -  $249 


All  iiriM'-,  II  S  liM  [UK  K .  P.jImPiIni  Mar  f'-ir  'm  M.ii.intrrli  nuini  r  iiviiy  -iM  ..■|i,ii,ii(.lv  h.i  SI-I      f  ipense-  J("J  Mail  .Jpplicilions  and  same  link'.  lo  desktop  iottuv.iic 

not  ■.ijpiKjtlfd  'jfi  M.ji.irilosli  Mdil  dnd  Nfiwotk  HulSyiiL  Mji  pofltrd  ufi  holt^sMundl  fdilmii  giily  Nelwufk  HolSynt.  ^otlwaiie  fjptioriril  and  suld  sepsrittely  tof  S69  Ri^moie  iynchro 
iii/<)ii(ni  may  m\mie  a  modem,  sold  sepat^tely  '-9  1^)9/  3Com  Cotpor.ilion  All  rights  resetvi^d  3Cofn  and  the  3Com  logo  aie  fegistered  Itademdiks,  and  HotSync,  PalmPilot.  and 
thi'  P.jlmPilot  l(ji)(!  .ne  trademarks  ot  3Com  Cofpo'aiion  or  its  subsidiar le-.  All  ether  bi.3nds  and  product  names  are  trademarks  or  registered  trademarks  of  thcr  respective  holders 


•  Inslanily  syncs  with  yoi^  -^^  .^^ 

•  Stores  thousands  of  ent  ■ 

•  User  upgradeable  to 
Professional  Edition 

PalmPilot  Professional  -  $369!  . 
(Includes  Personal  feature*/, .. 

•  E  mail  connectivity 

•  Internet  ready  (TCP/IP  ^  " 

•  Twice  the  memory 


■.iptii.11131  links  Kold  separateM 

•  MSSchec)uleVOutlook97 

•  Lotus  Ofganizer 

•  Ascend  97 

•  Syrpantec  ACTI 

•  and  many  more 
umpaiible  wiih 

•  Eudota  3  0  I  or  higher 

•  cc  Mail 

•  MS  Mail/Exchange 

•  MS  Outlook  97 


»  and  many  mote 


^letit 

qua] 
'Tide 


shington  Outlook 


)  BY  OWEN  ULLMANN 


W  BUSINESS  IS  WINNING 
;  WAR  WITH  THE  NLRB 


lugh  Big  Labor's  election  blitz  in  1996  didn't  put  the  De- 
vrats  back  in  power  on  Capitol  Hill,  it  did  instOl  enough 
•  in  lauTnakei-s  to  thwart  anti-imion  measui-es  backed  by 
te  America.  But  at  the  National  Labor  Relations  Board, 
nforces  labor  law,  business  is  trouncing  the  unions, 
orate  America,  which  claims  the  nlrb  has  had  a  pro- 
ias  since  William  B.  Gould  IV  became  its  chairman  in 
about  to  get  a  more  employer-friendly  board.  In  late 
ber.  Senate  Majority  Leader  Ti-ent  Lott  (R-Miss.) 
I  deal  with  the  White  House  and  Sena- 
ward  M.  Kennedy  (D-Mass.),  labor's 
lan  in  the  Senate,  to  fill  all  five  nlrb 
he  lone  moderate  Repubhcan  is  leaving 
)  GOP  hai-d-liners  are  coming  aboard — J. 
Bi-am  III,  a  counsel  for  the  Wginia  Re- 
1  Patty,  and  Peter  J.  Hmtgen,  a  pro- 
ment  labor  lawyer  in  Miami. 
HIEERS.  Tlie  big  concession  to  the  Demo- 
.ai'ah  M.  Fox,  a  former  Kennedy  aide, 
a  seat.  That  bought  Kennedy's  support 
compromise,  and  the  White  House  went 
""ox  will  likely  replace  Gould  when  his 
cpires  next  August  because  President 
gets  to  name  the  nlrb  chair, 
less  is  cheering  the  new  board,  which 
;  confii'med  by  the  Senate.  "It  will  be 
to  have  people  who  are  very  pro-man- 
t  to  counter  the  activist  chainnan,"  says 
T.  Bauhg  of  the  American  Ti'ucking  Assns. 
ippointments  would  cap  other  successes  business  has 
ate  in  getting  its  way  with  the  board.  Most  telling  is 
iber  of  couit  injimctions  brought  by  the  nlrb:  They've 
y  half,  to  53  in  the  past  yeai;  after  tripling  in  Gould's 
ro  years.  Injunctions,  the  agency's  most  powerful 
.,  are  sought  by  nlrb  General  Counsel  Fred 
in  to  enforce  boai-d  rulings.  "Fred  bhnked  and  bowed 
political  pressure,"  says  foi-mer  gop  board  member 


/^ITALWRAPUP 


KENNEDY:  A  deal  with  Lott 


John  N.  Raudabaugh.  Feinstein  declined  public  comment. 

Business  has  been  tiying  to  chip  away  at  the  nlrb's  power 
since  Gould  anived  from  Stanford  Univei"sity,  where  he  taught 
labor  law.  The  former  baseball  arbitrator  had  moved  the 
agency  towai'd  a  more  impaitial  stance  after  yeai"s  of  probusi- 
ness  rulings  under  Presidents  Reagan  and  Bush.  That  an- 
gered business,  which  ui'ged  Congi'ess  in  1995  to  slash  the 
nlrb's  $174  million  budget  by  a  third.  Clinton  balked,  but  the 
1998  budget  is  still  $2  mimon  less  than  in  1995. 

RepubUcans  also  have  held  hostile  oversight 
healings  designed  to  undermine  the  agency's 
credibiUty.  On  Sept.  23,  for  example,  Represen- 
tative Harris  W.  Faw^ell  (R-Ill.)  called  a  sur- 
prise healing  of  a  labor  subcommittee  he  chairs 
without  inviting  the  nlrb.  One  witness  was  G. 
Roger  King,  a  lawyer  who  testified  as  a  labor- 
law?  expert.  He  chai'ged  Gould  with  appealing  bi- 
ased in  a  labor  dispute  at  Detroit's  two  major 
dailies.  The  .nlrb  recently  sought  an  injimction 
that  could  reverse  the  papers'  victory  over  a 
union  strike,  nlrb  staffers  contend  that  King, 
whose  law  fiiTn  represents  the  Detroit  papei-s,  is 
the  one  who  was  biased.  King  says  he  disclosed 
his  connection  to  the  committee  beforehand  and 
had  no  reason  to  do  so  at  the  heaiing. 

Union  officials  argue  that  management  has 
intimidated  the  board  with  such  attacks.  These 
hearings  provide  "platfomis  for  those  who  have 
declared  wai*  on  the  nlrb,"  Washington  labor  law^'er  Da\id  M. 
Silbei-man,  testif>ing  for  the  afl-cio,  told  the  Fawell  com- 
mittee. A  Faw^ell  aide  calls  Labor's  complaints  "sour  gi-apes." 

Gould  isn't  out  of  the  picture  yet.  He  still  stumps  the 
countiy,  promoting  the  need  for  balanced  labor  law^  But  his 
calls  largely  go  unheeded.  After  years  of  grousing  about 
that  tiny  agency  with  the  huge  infiuence,  Coi-porate  Ameri- 
ca finally  seems  to  have  the  nlrb  in  check. 

By  Aaron  Bernstein 


HER  CHILD  CARE? 

;he  White  House  prepares  for 
t.  23  conference  on  child  care, 
jss  can  stop  sweating.  The 
listration  is  ruling  out  federal 
•ements  on  business  to  provide 
:are  benefits.  It  is  also  rejecting 
lal  quality  standards  for  day- 
iroviders.  On  the  table:  expand- 
e  child-care  tax  credit  for  fami- 
irning  up  to  $28,000.  The  White 
;  may  also  want  to  expand  subsi- 
eyond  the  1  million  low-income 
ow  covered. 


A  FURY  OVER  INTEL 

►  Intel  Corp.  has  Congress  howhng. 
Earlier  this  year,  the  company  signed 
a  deal  with  the  Energy  Dept.  to 
develop  advanced  chipmaking  equip- 
ment. That  involves  tapping  into  pre- 
vious research  at  federal  labs,  funded 
with  millions  in  public  funds.  Intel 
w^ants  to  transfer  the  technology  to 
.Japan's  Nikon  Corp.  because  it  says 
no  U.  S.  company  can  build  the  equip- 
ment. Furious  lawmakers  say  Intel's 
plan  could  harm  national  security  and 
cost  thousands  of  U.  S.  jobs. 


IF  IT'S  BILL.  TAKE  A  MESSAGE' 

►  Several  Capitol  Hill  Democrats  are 
ducking  Presidential  phone  calls  solic- 
iting their  support  for  "fast-track" 
trade  reauthorization.  Why?  Some 
lawmakers  are  under  intense  pres- 
sure from  organized  labor  to  oppose 
the  measure  but  don't  want  to  turn 
dow^n  Clinton.  Others  are  holding  out 
for  pledges  that  the  Prez  won't  use 
his  line-item  veto  to  kill  their  pet 
projects.  Clinton  may  capitulate  as 
the  White  House  becomes  more  des- 
perate for  votes. 
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INDONESIA 


HOW  BAD 
CAN  IT  GET? 

The  escalating  crisis  threatens  Suharto's  hold  on  power 


The  60  Indonesian  blue-chip  com- 
pany executives  summoned  to 
Bank  Indonesia,  the  countiy's  cen- 
tral bank,  on  Oct.  10  aU  had  some- 
thing in  common.  Soedradjat  Djiwan- 
dono,  governor  of  Bank  Indonesia, 
suspected  that  each  of  their  companies 
had  at  least  $100  million  in  offshore 
debt,  much  of  it  unreported  on  their 
balance  sheets.  So  the  governor  gave 
them  each  ;i  blank  fonn  asking  them  to 
report  their  debts. 

It's  hard  t-  think  which  is  scarier: 
that  Indonesia's  companies  may  have 
billions  in  hidden  hard-currency  debt 
they  can't  repay,  given  the  collapse  of 
the  rupiah — or  thi  t  the  governor  of  the 
central  bank  is  reduced  to  handing  out 
blank  foims  to  find  o  it  what  is  going  on. 


Either  way,  the  tale  illustrates  the 
severity  of  the  crisis.  Before  Interna- 
tional Monetary  Fund  officials  can  give 
Indonesia  a  standby  loan,  the  IMF  must 
find  out  how  steep  the  counti-y's  debts 
are.  No  one  is  sui-e.  The  best  estimate  is 
that  companies  owe  more  than  $60  bil- 
lion, in  addition  to  the  $100  bilhon  owed 
by  the  government.  Wliat's  certain  is  a 
slowdown  in  growth  and  a  new  chal- 
lenge for  President  Suharto  and  his  in- 
ner circle. 

INFIGHTING.  The  tumult  is  coming  at  a 
risky  time  for  the  76-year-old  Suharto. 
To  secure  the  wealth  and  power  of  his 
family  and  associates,  he  wants  his  el- 
dest daughter,  Siti  Haixliyanti  Rukmana, 
or  Tutut,  to  succeed  him.  But  the  suc- 
cess of  his  32-year  regime  has  depended 


on  delivering  year  after  year  of  li 
economic  gi'owth — enough  to  have  aj  -  n 
the  people  content  and  theu"  angerar  \( 
tained  as  Suharto's  associates  enriie  a 
themselves.  "Suharto  is  still  strongi«  i  y 
his  critics  can  now  force  him  to  rep!  ays 
there  ai'e  limits  to  liis  ability  to  maiSli  if 
power,"  says  Abdurrahman  Wilt  wji 
chaii'man  of  the  34-million-membe: 
lamic  mass  organization  Nahdlatul 
ma.  Adds  a  Jakaita-based  analyst: 
legitimacy  of  the  regime  is  in  ques 

The  an.\iety  is  abeady  creating 
sions  inside  the  regime.  Senior  offici^ 
the  I'uling  Golkar  party  report 
Suharto's  ministei's  have  quairelled 
which  of  their  pet  projects  would 
the  ax  if  the  imf  pushes  for  cuts  in  i 
spending.  Tension  has  i-eached  such  1( 
that  Research  &  Technology  Mini 
B.  J.  Habibie,  long  a  Suharto  proteg 
under  pressiu'e.  He  complains  "mat  S;f(; 
lators"  fabiicated  a  stoi-y  that  liis  fi  si]  ^ 
ministers  shouted  him  down  in  froi 
Suhaito  at  an  Oct.  10  cabinet  meetinjfo 
insisting  liis  projects  be  spai'ed  any 
"Nobody  dares  to  do  that,"  he  s/-' 
Habibie's  aiiplane  factorv  and  shipli"' 
have  lost  billions  of  dollars. 

Southeast  Asia's  largest  economyia 
tumbled  to  depths  no  one  anticipsfc 
The  region's  cmrency  crisis  has  dra^f 
the  value  of  the  Indonesian  rupiah  dj 
nearly  40%  since  July.  The  central  l! 
 '-  '-  i- 


knows  how 
le  economy  is. 
donesia  is  tlie 
Tce 
tics, 
ral 
ief 
lono 
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e  some  data,  but 
d  it's  not 
ough." 


en  up  lending  rates  to  40%  to 
he  cuiTency.  Now,  the  economy 
L  "Nobody  can  borrow  at  these 
iisiness  is  stagnant.  In  another 
ks,  you'll  see  factories  giind  to 
says  Fadel  Muhammad,  chief 
■e  of  Bukaka  Teknik  Utama. 
anufactm-es  aupoit  equipment. 
ADES.  Poor  financial  disclosure 
id  to  the  evaporation  of  confi- 
■ank  Indonesia,  the  only  somx-e 
tics  on  the  econo- 
the  regulatory 
force  weU-connect- 
;  to  disclose  details 
jffshore  loans.  "^\e 
me  data 

it  is  not  good 
'   admits  centra" 


run  by  Suharto  son  Hutomo  Mandala 
Putra,  or  Tommy,  is  slated  to  receive 
$690  million  in  loans  from  a  consortium 
of  Indonesian  banks  to  stait  assembling 
cars.  But  the  plan  is  unlikely  to  tura  a 
profit  in  order  to  repay  the  debt.  In  ad- 
dition, there  are  fears  the  government 
■will  be  asked  to  shoulder  .$400  million  in 
losses  at  Chandra  Asri,  a  petrochemical 
plant  i-un  by  Suharto  son  BaiTibang  Tii- 
hatmodjo,  industiy  sources  say. 

Some  companies  are  taking  drastic 
steps  to  get  their  money  out.  Salim 
Group,  Indonesia's  largest  conglomer- 
ate, moved  control  over  $1  billion  worth 
of  equity  in  a  core  subsidiary'-,  Indofood 
Sukses  Makmur,  to  a  Singapore-listed 
company  in  July.  Such  a  strategy^  is  de- 
signed to  keep  assets  out  of  the  hands 
of  a  post-Suharto  government.  "This  is  a 
clear  case  of  capital  flight,"  says  a  Sin- 
gapore-based economist. 

Yet  shielding  assets  makes  sense  to 
Indonesians,  who  remember  that  the 
fall  of  Suharto's  predecessor.  President 
Sukarno,  in  1965  was  preceded  by  the 
central  bank's  revaluation  of  1.000  mpi- 
ah  to  1.  Recent  scenes  at  bank  tellers' 
windows  have  been  timiultuous.  On  Oct. 
9,  a  secretary  on  a  routine  en-and  wait- 
ed neai'ly  thi-ee  hours  in  line  at  a  Jakai'- 
ta  branch  of  Bank  Central  Asia,  which 
is  controlled  by  Suharto  son  Sigit  and 
the  Salim  family.  In  ft-ont  of  her  scores 
of  edgy-  Indonesians  changed  suitcases 
and  iTicksacks  full  of  rupiah  notes  into 
dollars.  One  customer  changed  300  mil- 
hon  lupiah,  or  S83.000  at  cuiTent  rates. 

Suharto  is  taking  action  to  halt  the 
anxiety  and  lock  in  at  least  o'7c  growth 
next  year — the  level  needed  to  guaran- 
tee steady  employment.  He  has  called 
out  of  retii-ement  Widjojo  Nitisastro.  an 


INDONESIA-ASSESSING  THE  RISKS 


CORPORATE  DEBT  Regulators  fear  companies  have  bor- 
rowed billions  in  dollar-denominated  debt  but  have  never 

but  we     [^ported  jt.   sm-e  his  daughter's  political 

future  is  to  move  fast  on 


economist  educated  at  the  University 
of  CaUfomia  at  Berkeley  who  advised 
the  Suharto  regime  in  its  early  years. 
Widjojo  heads  a  new  council  whose  au- 
thority overrides  that  of  the  Finance 
Minister  and  central  bank  governor  Its 
mandate  is  to  hammer  out  a  deal  with 
the  IMF  to  obtain  aid  for  the  central 
bank,  which  will  then  lend  the  funds  to 
overextended  banks  and  companies. 
"Suharto  knows  he  must  not  repeat  his- 
tory," says  local  analyst  Christianto 
Wibisono.  "He  is  wiUing  to  sacrifice  his 
prestige  for  sui'vival." 
"NAIVE."  There  are  other  mildly  encour- 
aging signs.  Suharto  postponed  S12  bil- 
Uon  worth  of  infrastmctui'e  projects,  in- 
cluding a  bridge  linking  Java  with 
Sumatra,  and  the  .$560  miUion  Jakarta 
Tower 

The  last  thing  Suharto  wants  to  do  is 
move  against  his  kids.  "He  trusts  them. 
He  is  naive,"  says  an  economist  w^ho 
tracks  the  family's  investments.  More 
important,  the  President  does  not  w^ant 
to  harm  Tutut,  w'ho  is  rising  fast 
through  the  Golkar  leadership.  "This  is 
the  key  to  his  family's  future,"  says  a 
senior  i-uling  party  leader 

But  for  the  first  time  in  32  years, 
Suharto's  stature  has  weakened  to  the 
point  that  Vice-President  Try  Sutrisno, 
a  Suharto  protege  w'ho  is  entrusted 
with  guarding  the  family  empire,  is  un- 
der attack  from  ministers  who  hope  to 
replace  Sutrisno  at  the  end  of  his  term 
in  March,  say  sources  who  are  close  to 
the  palace.  Islamic  leader  Wahid  says 
that  Suharto  may  not  be  able  to  last  as 
long  as  he  intends  to  as  President. 
"Clearly,  the  [regime]  has  run  its 
course,"  says  Dewi  Fortuna  Anwar,  se- 
nior economist  at  the  govemment-iiin 
Indonesian  Institute  of  Sci- 
ences. "If  this  crisis  doesn't 
dent  it,  I  don't  know  what 
will." 

Suharto's  best  bet  to  en- 


INTEREST-RATE  SQUEEZE  Sky-high  rates  are  propping  up 
Djiwandono.  That         currency  but  will  damage  economic  growth. 
3  question  of  how     CAPITAL  FLIGHT  Some  big  companies  may  be  moving  cap- 
gs  really  ai-e  in  the     ital  offshore  to  avoid  financial  and  political  woes, 
an  economy.  Citing 
undisclosed  debt, 
d  &  Poor's  Corp. 
dy's  Investoi-s  Ser- 
ently  downgraded 
or  lai*ge  Indonesian 
icluding  Bank  Ne- 
onesia,  the  biggest, 
f  gi"eat  concern  ai-e 
ilephant  projects 
3  Suharto's  family, 
ional  car  program, 


POLITICAL 
INSTABILITY 

It  will  be  tougher 
for  Suharto  to 
organize  an  orderly 
succession  if  eco- 
nomic turmoil 
sparks  political 
unrest. 
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reforms.  "Indonesia  needs 
good  governance,"  says 
Jusuf  Wanandi,  head  of  the 
Center  for  Strategic  &  In- 
ternational Studies  in 
Jakarta.  "The  system  must 
be  credible,  transparent, 
and  consistent"  to  gain  pub- 
lic support  for  the  i.mf's 
"strong  medicine."  Such 
moves  would  be  a  good 
way  to  make  the  medicine 
palatable. 

By  Michael  Shari  in 
Jakai-ta,  with  Joyce  Bar- 
nathan  in  Hong  Kong 


Art. 


International  Business 


EUROPE 


WHY  MERGER  MANIA  IS 
ROCKING  THE  CONTINENT 

The  single  market  forces  rapid  change,  and  it's  just  beginning 


The  deals  have  come  so  thick  and 
fast  that  they  have  crowded  nearly 
everything  else  off  the  fi'ont  pages. 
A  $39  billion  man-iage  between  Biitain's 
Guinness  PLC  and  Grand  Metropolitan 
PLC  gi'oups  is  finally  getting  the  gi'een 
light.  Across  the  channel,  Italy's  Assi- 
curazioni  Generali  is  tiying  to  snap  up 
Assurances  Generales  de  France  in  the 
biggest  hostile  bid  in  French  history. 
Anglo-Dutch  media  gi-oup  Reed  Else- 
vier PLC  is  buying  Amsterdam-based 
publisher  Wolters  Kluwer,  to  fonn  one 
of  the  world's  largest  publishing  gi-oups. 
And  these  are  only  the  biggest  deals. 

If  you're  an  investment  banker  or  a 
stock  mai'ket  player  and  you  didn't  make 
money  on  any  of  these  takeover  plays, 
don't  despaii'.  Merger  mania  in  Euro])e  is 
just  beginning.  Coiporate  chieftains  fi'om 
Munich  to  Madiid  know  that  Eui'ope's 
single  market  is  no 
longer  a  vague  dream 
in  the  minds  of  a  few- 
visionaries.  It's  real, 
and  it's  almost  here 
(page  66).  Managers 
are  under  huge  pres- 
sui'e  to  cut  costs  and 
to  focus.  To  do  that, 
they  have  to  play  on 
a  European,  if  not 
global,    scale.  That 


spells  more  mergers  and  acquisitions. 

Until  recently,  the  Old  World's  15  na- 
tional markets  were  essentially  15  rich 
niches  in  which  individual  companies 
could  prosper.  In  the  new  single  market, 
companies  will  use  one  cmrency,  operate 
under  one  set  of  regulations,  and  vie 
for  money  from  investors  who  measure 
them  all  against  the  same  financial 
benclimai'ks.  So  industries  ai'e  screaming 
for  consolidation. 

The  political  fallout  from  this 
corporate-driven  merger  wave  could  be 
heavy.  So  far,  Europe's  leaders  have 
tried  to  have  theii'  cake  and  eat  it,  too, 
pushing  monetary  imion  while  promising 
voters  to  protect  jobs  and  social  bene- 
fits. But  as  companies  restructure  to 
stay  competitive,  politicians  will  face  se- 
vere pressure.  In  a  single  market,  ex- 
ecutives will  coldly  assess  which  loca- 


NO  LONGER  RARE 


In  just  one 
month,  the  Paris  Bourse  has  seen 
hostile  multibillion-dollar  bids  for 
France's  second-largest  insurer 
and  third-biggest  retailer 


tions  in  Europ^ 
most  desirable 
investment.  1 
scrutiny,  d 
Thomas  Mayer 
nior  economis' 
Goldman,  Sacl: 
Co.  in  Frank 
"will  expose  ina] 
priate  fiscal 
wage  policy  i 
ruthlessly." 

For  the  tim^ 
ing,  most  of  E 
Inc.'s  mergers 
being  driven  by 
industrial  logic, 
companies  bulj 
others  in  the 
sector.  That 
what  is  happci 
apart  from  mu 
the  spin-off  frenzy  that  shook  up 
porate  America  in  the  1980s.  Bu' 
ready  Euromergers  are  starting 
change.  When  France's  Francois 
made  an  audacious  bid  to  break  a|.. 
Woms  on  Sept.  19,  he  turned  the  # 
light  on  other  potential  targets,  sue] 
Paris-based  Schneider  and  Milan's 
pait,  that  might  be  quany  for  woui| 
Eui'opean  raiders  tiying  to  unlock 
by  spinning  off  assets.  Investnl 
bankers  in  London  are  drawing  up 
of  \aibierable  companies.  "There  wil| 
European  kkrs,"  says  Roger  Abrav; 
senior  partner  at  McKinsey  &  Co. 
ferring  to  U.  S.  leverage  buyout  i 
Kohlberg  I\i"avis  Roberts  &  Co. 
IRRELEVANT  FRONTIERS.  On  the  P] 
Bourse,  raids  used  to  be  as  rare 
frowned-upon  as  oysters  in  Augj 
Now,  in  the  space  of  less  than 
month,  France  has  seen  hostile,  mi 
billion-dollar  bids  for  the  country's 
ond-largest  insurer,  a  venerable  fan] 
controlled   conglomerate,  and 
third-biggest  retailer.  And  in  Italy, 
erali's  $9.4  billion  bid  for  Paris-baJ^^K 
AGF  shows  that  management  know 
must  look  beyond  nearly  uTelevant  fi 
tiers — or  accept  obsolescence. 

Wliere  will  the  action  be  in  the  r||;*oi 
weeks  and  months?  Auto  parts  ma 
facturers,  banks,  and  perhaps  eve 
major  Continental  camiaker  could 
swept  up  in  the  merger  wave.  The  i 
industry,  still  dominated  by  legions 
small,  regional  companies,  is  an  olfi- 
ous  candidate  for  consolidation.  Ancir 
the  longer  temi,  generational  changdt 
tens  of  thousands  of  family-owned  i- 
ropean  companies  will  spawn  m; 
more  coii:)orate  maniages.  Today's  d( 
are  just  the  organ  music. 

By  John  Rossant  in  Ro 
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irOU  DON'T  BLAZE  A  TRAIL,  CONVINCE 

THOUSANDS  OF  CUSTOMERS 
TO  FOLLOW  YOU  AND  THEN  FIND  OUT 
YOU'RE  GOING  THE  WRONG  WAY 


[N  THIS  BUSINESS^ 
lESIGHT  IS  CRITICAL 

horn  are  you  going  to 
ist  your  business?  A  software 
)any  that  forces  you  down  a  well- 
i  technological  path  with  no  clear 
of  the  challenges  ahead?  Or  Lawson 
i/are,  a  company  that  has  smoothly 
ited  its  way  through  every  technologi- 
3heavai  of  the  last  twenty  years,  leading 
/ay  from  mainframe  to  client/server 
e  web?  The  ciifierence  is,  our  busmess 
igement  systems  were  built  to  survive 
apidly  changing  environment, 
unique  architecture  of  our  products 
's  us  to  cieliver  advancements  like 
Evident  Apphcationsy'^  the  next 
ration  ot  client/server,  long  before 
"  software  companies  realize  they're 
le  wrong  path. To  learn  more  about 
on  Software,  the  Web  Enterprise 
pany,^'^  visit  www.lawson.com/guide 
11  us  at  1-800-477-1357. 


YOUR  GUIDE  TO 
CHOOSING  A 
SOFTWARE  COMPANY 


•VERSATILE 

Products  are  built 
from  the  ground  up  to 
handle  change. 

•VISIONARY 

At  the  forefront  of 
technoh')gy.  dehvering 
sohitions  others  can 


•TRUSTWORTHY 

Customers  speak 
highly  of  them. 

•ALERT 

On  the  lookout  for  signs 
of  change,  protecting 
vour  investment. 


A  DING    EDGE    TECHNOLOGY    WITHOUT    THE  ATTITUDE 


International  Business 


GERMANY 


EMU:  NO  MORE 
IFS  OR  MAYBES 

As  the  Bundesbank  calls  the 
tune,  Europe  Inc.  gets  ready 

Until  recently,  it  was  still  fashion- 
able in  some  European  circles  to 
voice  doubt  about  whether  mone- 
tary union  would  really  happen  in  1999. 
Last  week,  Germany's  central  bank  put 
an  end  to  all  that.  When  the  Bundes- 
bank raised  short-term  interest  rates 
and  four  other  central  banks  instantly 
followed  suit,  it  was  a  strong  signal  that 
EMU  is  already  a  reality  in  the  minds  of 
Europe's  financial  powers.  And  the  Buba 
made  clear  that  it  will  call  the  shots  as 
financial  union  approaches.  Until  a  new 
European  central  bank  is  created  in 
1999,  the  Bundesbank  will  be  its  proxy. 
"This  is  the  European  central  bank  in 
operation,"  says  Allison  Cottrell,  an 
economist  with  PaineWebber  Interna- 
tional (UK)  Ltd.  in  London. 

Corporate  Europe  is  already  posi- 
tioning itself  for  the  new  reality.  In 
May,  governments  will  announce  which 


ers,  with  some  $40  billion 
in  deals  announced  in 
mid-October  (page  64). 

Many  investment 
strategists  now  think 
the  prospect  of  mone- 
tary union  will  push  key 
elements  of  financial  in- 
tegration forward  by 
May,  well  ahead  of 
emu's  official  Jan.  1, 
1999,  kickoff  date 
(table).  In  the  debt 
markets,  it's  already 
happening.  As  bond  in- 
vestors have  come  to 
beheve  in  emu,  10-year 
yields  in  most  European 
countries  have  con- 
verged around  Ger- 
many's 6%  level,  even  in 
nations  that  may  not  be 
allowed  into  emu  at  first. 
TEMPTATIONS.  Clearly,  investors  like 
the  idea  of  a  new  monetary  order  in 
Europe,  administered  by  a  new  cen- 
tral bank  that's  as  hawkish  on  inflation 
as  the  Bundesbank.  The  bank  admits 
that  it  weighed  "international"  factors, 
as  well  as  domestic  economic  concerns, 
in  setting  German  rates.  Translation: 
The  Buba  wants  to  stamp  out  inflation 
in  every  potential  emu  partner,  not  just 


How  EMU  Will  Level  Europe's  Playing  Field 


POLICIES 


From  high  German  taxes 
to  a  company's  ineffi- 
cient operations,  prob- 
lems will  become  obvious 
under  EMU.  Over  time, 
tax,  regulatory,  and  labor 
policies  will  become 
more  homogeneous. 


STOCK  PRICES 


Continental  stock  mar- 
kets wiW  merge,  and 
indicators  such  as  price- 
earnings  ratios  mW  con- 
verge. Investors  will 
scrutinize  shares  next  to 
pan-European  rather 
than  local  competition. 


FINANCING 


As  exchange-rate  differ- 
ences disappear,  bond 
investors  will  focus  on 
creditworthy  companies. 
Lenders  vwll  gravitate  to 
nations  with  the  most 
favorable  tax  and  regula- 
tory policies. 


countries  can  enter  the  new  union  and 
set  preUminaiy  exchange  rates.  Between 
now  and  then.  Continental  financial  mar- 
kets will  start  to  radically  restructure, 
as  investors  and  executives  anticipate  a 
more  level  playing  field  in  everything 
from  interest  rates  to  corporate  debt 
ratios  to  price-earnings  multiples  in  na- 
tional stock  markets. 

Meanwhile,  greater  financial  trans- 
parency under  emu  will  reveal  ineffi- 
ciencies once  disguised  by  exchange- 
rate  differentials.  New  competition, 
lured  by  the  prospect  of  a  huge,  unified, 
deregulated  market,  is  severely  pres- 
suring Europe's  banks  and  insurers,  for- 
merly coddled  and  protected.  Hence  the 
spate  of  European  financial  megamerg- 


in  Germany,  between  now  and  May. 

It's  a  tempting  environment,  and  one 
that's  bringing  sophisticated  new  financial 
players  to  Europe,  especially  from  the 
U.  S.  They  are  already  pressuring  tradi- 
tional European  lenders  to  be  more  in- 
novative. Nearly  60%  of  European  cor- 
porate borrowing  is  bank  debt,  but 
alternatives  are  springing  up.  In  March, 
Germany's  Siemens  issued  its  first  syn- 
dicated debt  in  25  years,  a  $1.2  billion, 
three-way  deal  denominated  in  Dutch 
guilders,  German  marks,  and  French 
francs  that  shifts  into  a  single  euro-de- 
nominated issue  in  1999.  The  concept,  pi- 
oneered by  J.  P.  Morgan  &  Co.,  is  de- 
signed to  give  borrowers  a  Europe  wide 
investment  base  ahead  of  emu. 


And  with  Bankers  Trust  New 
Corp.  leading  the  way,  a  Continjj 
junk-bond  market  is  developing  fojth 
first  time.  Companies  have  done  a 
junk  issues,  worth  about  $1.4  billiq  t 
far  this  year.  "That  market  is  goii  i 
expand  dramatically,"  predicts  Mija 
Dee,  a  London-based  Morgan  Stjlf 
&  Co.  managing  director. 

For  companies,  the  benchmarks  i 
nancial  performance  will  get  tou 
In  core  emu  countries,  exchange 
are  starting  to  move  in  tandem.  As 
happens,  creditworthiness  rather 
exchange-rate  risk  has  become  por 
managers'  central  preoccupation 
they  evaluate  debt  issues.  Strate  f 
also  predict  that  stock  market  v  k 
tions,  such  as  price-earnings  ratios,ira 
converge.  At  the  same  time,  as  M 
forces  governments  to  cut  their  be 
gets,  Europe's  stock  markets  could  K 
booming.  "The  optimistic  case  is  |a 
one  can  draw  parallels  between  Eu^ 
now  and  the  U.  S.  in  the  mid-19<jS( 
says  Peter  SuUivan,  European  ecft 
strategist  with  Goldman,  Sachs  &  % 

With  the  financial  markets  alreadj 
ticipating  emu,  the  next  big  shiftsju 
likely  to  come  from  governments,  ea 
lated  austerity  measui'es  contributelS 
Italy's  budget  crisis  and  are  stra 
Chancellor  Helmut  Kohl's  (Iterman 
tion.  But  the  biggest  squabbles  are  y^! 
come.  If  interest  rates  come  up  too 
ly,  Europe's  still  fi-agile  economic  recojJ 
could  choke.  And  conflicts  seem  cei 
when  European  governments  meet  \ 
May  to  decide  which  countries  get  into  fl 
in  the  first  round.  But  given  the  fina 
momentum  behind  EMU,  it  looks  as 
next  spring  there'll  be  no  turning  b« 
By  Thane  Peterson  in  Fran 
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International  Business 


CENTRAL  EUROPE 


WHAT'S  WRONG  WITH 
THIS  TV  PICTURE? 

Ronald  Lauder's  CME  runs  into  rough  times  in  the  big  markets 


The  buildup  had  gone  on  for  months. 
Big-name  advertisers  from  Nestle 
to  Toyota  Motor  were  locked  up. 
But  when  opening  night  came  on  Oct.  3 
for  TVN,  Poland's  newest  commercial 
broadcaster,  it  was  a  less  than  a  stellar 
debut.  Viewers  were  treated  to  two 
minutes  of  the  back  of  a  station  execu- 
tive's head.  Hapless  co-anchors  on  a  call- 
in  show  stammered  out  a  number  no 
one  bothered  to  phone.  And  while  tvn 
used  its  prime-time  8  p.m.  slot  for  an 
unknown  movie.  Explosion,  rival  sta- 
tions offered  Naked  Giin  and  Batman. 
The  early  ratings:  just  3.5%  viewership. 

The  opening-night  glitches  set  off 
waining  bells  at  t\'n's  controlling  share- 
holder. Central  Eiu'opean  Me- 
dia Enterprises  (cme). 
Founded  by  Estee  Lauder 
cosmetics  heir  Ronald  Laud- 
er, CME  swept  into  Central 
Europe  in  1994  with  Nova, 
Prague's  fii'st  private  TV  sta- 
tion. Glitzy  shows  such  as 
Dallas  plus  local  programs 
and  lively  newscasts  cata- 
pulted CME  to  a  59%  market 
share.  But  as  cme  cracks 
Poland  and  Hungary  this 
year,  where  ad  spending  is 
much  higher,  it  is  finding  that 
the  potentially  most-lucrative 
forays  wiW  be  the  toughest 
yet.  "We're  up  against  en- 
trenched competition  for  the 
fii'st  time,"  concedes  Lauder. 
BIG  PLAYERS.  Rivals  include 
both  private  stations  and 
state  networks  scrambling  to 
hold  on  to  audiences.  In  Hun- 
gary, CME  is  going  head  to 
head  with  CLT-LIfa,  backed 
by  Germany's  media  giant 
Bertelsmann,  and  Scandina- 
vian Broadcast  System  (sbs), 
which  is  22.8%  owned  by 
Walt  Disney  Co.  In  Poland, 
state  channel  TVPi  has  a  lock 
on  40%  of  the  market,  while 
PolSat,  owned  by  entrepre- 
neur Zygmunt  Solorz,  at- 
tracts 30%'  of  TV  viewers. 
Time  Warner  Inc.'s  Home 
Box  Office  is  also  vying  for 
audiences. 


CME  is  headed  into  a  rougher  envi- 
ronment just  as  it's  trying  to  recover 
from  financial  setbacks.  The  company 
lost  $30  miUion  in  1996  on  $136  million 
in  sales  and  saw  its  losses  rise  to  $42 
million  in  the  fii'st  half  of  1997.  Much  of 
that  stems  ft-om  a  $20.7  milhon  wiite-off 
taken  when  cme  dumped  its  station  in 
Berlin,  where  it  lost  $82  million  in  four 
years.  "There  were  something  like  20 
other  channels.  After  huge  efforts,  we 
concluded  the  revenues  weren't  there," 
says  CME  CEO  Leonard  M.  Fertig. 

He  and  Lauder  have  other  wonies.  A 
10%  plunge  in  the  Czech  koruna  last 
spiing  dragged  down  revenues  at  Nova, 
cme's  only  moneymaking  venture.  As  a 


LAUNCHED 
MARKET  SHARE 

FINANCIALS 
COMPETITION 

STRATEGY 


Lauder's  TV  Empire 

:  In  Prague  in  1994 


More  than  50%  of  ad  revenues  in  five  countries 
just  starting  in  Poland  and  Hungary 

Lost  $30  million  on  sales  of  $136  million  in  1996 

Local  players  such  as  Polish  state  TV  and  heavy 
hitters  such  as  Bertelsmann  and  Time  Warner 

Bet  on  growth  in  regional  advertising,  using 
strongest  markets  as  sales  base 
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result,  cme's  NASDAQ-listed  sh; 
plunged  28%  to  $23.  Then,  in  July,  cj 
another  disappointment:  The  Hungal 
government  tmned  down  cme's  bid 
national  frequency,  awarding  Ucens^ 
SBS  and  CLT-Ufa  instead.  Claiming 
tender  was  unfair,  Lauder  has 
Hungary's  National  Radio  &  Televij 
Boai'd  and  is  awaiting  a  heai-ing  on 
12.  But  he  did  manage  to  buy  a 
vate  channel,  TV  3,  which  reaches 
of  local  viewers. 

AD  BOOM.  Lauder  insists  that  his 
tures  will  pay  off  eventually.  It  ti 
thi-ee  to  five  years  to  break  even  in| 
and  he's  counting  on  an  advertii 
boom  to  tui'n  his  fortunes  around, 
erage  TV  ad  spending  in  Central 
rope  is  only  $9  per  person,  compa 
with  $60  in  Western  Europe,  and  is 
pected  to  gi'ow  by  15%  to  20%  a  y 
analysts  say.  cme  is  already  negot 
ing  to  sell  ad  space  across  its  se\ 
country  market,  instead  of  country 
countiy.  It  is  also  buying  progi'amir 
for  the  entire  region,  starting  wit 
deal  with  Fo.x  Broadcasting  Co. 

Meanwhile,  Lauder  sta 
by  his  forecast  of  a  25% 
dience  share  in  Poland 
yearend.  "It  may  take 
longer  to  doininate,  but  v, 
be  No.  1  in  Poland  within 
years,"  he  vows.  With 
revenues  expected  to 
$500  million  in  Poland 
1998,  success  there  could  g 
CME  an  important  lift.  CK 
shares,    which  traded 
$31.60  on  Oct.  14,  are  ab-ei 
liouncing  back.  And  wl 
CME  may  lose  as  much  as 
million  in  1997,  some  analj 
say  it  will  be  earning  pro 
by  1999.  CME  is  "a  pm-e  p 
on  ad  growth  in  Eastern  1 
rope,"  says  James  H.  Fri 
land,  media  analyst  of  A 
hold  &  S.  Bleichroeder  In 
Lauder  ah'eady  has  set 
sights  on  markets  fart! 
east.  In  a  bid  to  beat 
nvals  in  the  Baltics  and  d 
parts  of  the  former  Sov| 
Union,  he's  now  talking 
potential  partners  there, 
understand  this  market  mi 
than  all  our  competitors," 
declares.     Opening  nii 
mishaps  aside,  Lauder  s' 
aims  to  be  the  region's  te|^ 
vision  king. 

By  Christopher  Concbn 
Budapest  and  Karen  Lmi 
Miller  in  Frankfurt,  w\ 
Peggy  Simpson  in  Warsai 
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ntroducing  Guaranteed  Messaging. 


SkyWord"  Plus  is  the  first  alphanumeric  paging  service  that  stores 
ur  messages  when  you  go  out  of  range  and  automatically  delivers  them  when  you  get  back.  Plus  each  pager  comes 
th  an  e-mail  address,  a  toll-free  access  number  and  MessageMender "  to  correct  any  garbled  messages.  So  get 
yWord  Plus.  And  get  the  message.  Guaranteed.  Limited  time  offer:  Call  now  and  get  a  personal  800/888  #  for  FREE. 


SkKTelA 

Call  1-800-239-0844  or  visit  www.skytel.com 
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nternational  Outlook 


EDITED  BY  JOHN  TEMPLEMAN 


FROM  DEATH  ROW  TO  THE  PRESIDENCY: 
WHAT  KIM  DAE  JUNG  MIGHT  DO 


Kim  Dae  Jung  once  sweated  it  out  on  Seoul's  death  row, 
convicted  of  sedition.  It  was  only  pressiu'e  fi-om  Pi'esident 
Ronald  Reagan's  White  House  that  saved  him  fi'om  ex- 
ecution in  1981.  But  now,  the  71-year-old  South  Korean  op- 
position leader,  a  veteran  of  three  previous  campaigns,  may  fi- 
nally be  moving  into  Seoul's  presidential  Blue  House  after 
elections  on  Dec.  18. 

Whether  or  not  Kim  Dae  Jung  wins,  the  election  is  shaping 
up  as  the  fairest  in  South  Korea's  49-y ear-history.  Even- 
handed  media  coverage,  a  lack  of  strong-arm  r 
tactics,  and  lively  television  debates  mark  a  ' 
big  break  from  the  past.  Kim's  TV  presence 
has  stymied  long-standing  government  efforts  ,^ 
to  paint  him  as  a  dangerous  radical  who  is 
soft  on  North  Korea. 

BAILOUT?  But  one  thing  remains  unchanged  in 
South  Korea's  political  culture:  A  strong  ten- 
dency to  bnish  painful  and  apjjai'ently  insoluble 
problems  under  the  carpet.  The  most  pressing 
question  of  the  day — the  futiu'e  of  the  country's 
tottei^ing  and  bankrupt  chaebol — is  bai'ely  men- 
tioned in  the  campaign  at  all. 

A  full-blown  bailout  would  be  staggeringly 
expensive.  Standard  &  Poor's,  for  instance,  es- 
timates it  might  cost  $100  billion,  or  20%  of  the 
country's  half-a-trillion-dollar  economy,  to  fix 
the  problem  totally.  Some  analysts  worry  that 
Kim  might  be  tempted  to  make  more  conces- 
sions  to  the  huge  conglomerates  than  the  ruling  New  Korea 
Party  (NKP)  under  Pi'esident  Kim  Young  Sam  has  done  so  fai\ 

The  logic  is  simple.  Kim  Dae  Jung,  the  argument  goes, 
needs  to  broaden  his  appeal  and  widen  his  constituency.  His 
support  comes  from  farmers  and  small-business  operators 
as  well  as  labor  unions.  Polls  show  that  he  has  already  gar- 
nered the  support  of  a  third  of  the  electorate  vs.  about  one- 
fifth  for  the  NKP  candidate.  Big-business  support  would 
strengthen  his  campaign. 


I 


KIM:  A  clear  lead 


Kim's  position,  so  far,  has  been  guarded.  He  has  pronie 
to  end  the  conupt  alliance  between  business  and  govemniii 
which  worked  against  him  for  so  many  yeai"s.  Right  now,  it 
bigger  the  company,  the  better  the  deal  you  get  from  the  h\ 
ernment,"  complains  North  ChoUa  Province  Governor  jja 
Jong  Keun,  a  fonner  Rutgers  University  economics  proftik 
and  longtime  economic  adviser  to  Kim.  He  says  that  a  p 
administration  would  encourage  competition  to  "forcep 
chaebol  to  get  leaner." 

Kim  himself  has  reined  in  earlier  rhetors  i 
which  he  called  for  reduction  in  chaebol  pcle 
He  puts  more  emphasis  on  boosting  small  lie 
ness  as  a  palliative.  Besides,  cutting  the  gn 
from  under  the  chaebol  would  risk  pushing 
banking  system  over  the  edge,  worse 
South  Korea's  mounting  economic  plight, 
ready  the  nation's  banks  are  in  a  fragile  s 
because  they  ai-e  loaded  with  bad  debts  tha 
some  estimates  may  now  amount  to  ter 
billions  of  dollars. 

Softening  his  stance  on  the  chaebol  k 
also  appeal  to  Ivim's  old  labor  union  suppoi 
and  his  strong  nationalistic  streak.  Auto  m 
Kia,  for  instance,  is  teetering  on  the  brin 
collapse  under  $10.7  biUion  of  debt,  and  6C 
jobs  there  are  in  jeopardy.  Bailing  it  out  w 
put  South  Koi'ea  on  a  collision  coui-se  with 
U.  S.  Washington  is  already  gh'ding  up  to 
protectionism,  especially  in  autos. 

December's  elections  are  shaping  up  to  be  a  giant 
along  the  road  toward  tiuTiing  South  Korea  into  a  full-fle( 
operational  democi-acy.  The  man  long  considered  a  dange 
thi'eat  to  the  old  system  may  well  be  peacefully  voted  int( 
fice  to  end  it  for  good.  But  it  will  take  much  longer  thar 
five-year  term  to  turn  South  Korea  into  an  open  econ 
where  market  niles  apply  fully,  too. 

Bi/  Mark  L.  Clifford  icith  James  Lim  in  S 


GLOBAL  WRAPUP 


RUSSIAN  DUMA  DUCKS  KEY  VOTE 

►  When  Russia's  Duma  scheduled  a 
no-confidence  vote  against  President 
Boris  N.  Yeltsin's  government  on  Oct. 
15,  it  was  pure  theater.  Opposition 
Communist  leaders  didn't  really  want 
to  bring  Prime  Minister  Viktor  S. 
Chernomyrdin  down.  They  needed 
headlines  to  placate  voters  who  say 
they  are  soft  on  the  government. 

Chernomyrdin  called  their  bluff  by 
threatening  to  resign.  It  worked  be- 
cause it  could  have  set  off  a  chain  re- 
action. Yeltsin  could  appoint  a  new 


Premier  even  less  to  the  Communists' 
taste.  Eventually,  he  could  dissolve  the 
Duma.  Opponents  didn't  reUsh  risking 
their  jobs  in  new  elections.  So  they 
postponed  the  vote  a  week.  That  gives 
time  to  get  face-saving  concessions  on 
the  budget,  one  of  the  few  acts  for 
which  Yeltsin  needs  Duma  support. 

FRANCE  SHAKES  UP  DEFENSE 

►  The  French  government  has  fired 
the  opening  shot  in  a  huge  restructur- 
ing of  Europe's  defense  industry.  On 
Oct.  13,  it  pooled  the  defense-related 
businesses  of  Alcatel  Alsthom, 


Aerospatiale,  and  Dassault  Aviatior 
Group  with  Thomson.  French  officit 
hope  European  alliances  will  now 
form  around  two  rival  French  grou] 
Thomson  and  Lagardere  Groupe. 

The  first  race  will  be  for  Siemens' 
defense  businesses,  which  are  afread 
for  sale.  Lagardere  has  an  inside  tra 
as  it  is  bidding  together  \vith  Dairale 
Benz  Aerospace.  A  bigger  battle  is 
likely  over  Italian  aerospace  compan; 
Alenia,  which  is  poised  to  hive  off  iti 
defense  electronics  unit.  Europe's  de 
fense  industry  may  get  the  muscle  if 
needs  to  survive  in  global  markets 
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e  sawy  companies  are  moving  beyond  national  borders 


iguel  Gomez  Mont  Urueta  has 
put  roofs  over  the  heads  of  half 
a  million  of  Mexico's  working 
poor.  As  chief  executive  of  Cor- 
m  GEO,  the  country's  largest  low- 
'  housing  developer,  he  expects 
up  many  more.  Mexico  needs  at 
i  miUion  houses  and  apartments, 
ear,  GEO  is  building  19,000  two- 
m  homes  in  attractive  develop- 
that  cluster  houses  and  apart- 
with  schools,  shops,  and  cultural 
3.  Since  the  houses  are  modular, 
,sers  can  easily  upgi'ade  them  as 
Drtunes  improve.  "We  want  to  do 
using  what  Hemy  Ford  did  for 
tomobile,"  says  Gomez  Mont. 

profit  from  it.  GEO,  long  a  con- 
■  for  Mexico's  pubhc  housing  au- 
has  tripled  its  sales  since  1993, 
the  government  got  out  of  the 


housing  business,  to  $246  million  last 
year.  Its  stock  has  risen  to  $25.80,  from 
$17.50  when  it  went  public  in  1994. 
Now,  GEO  is  taking  its  low-cost  formula 
to  Chile  and  to  poor  southern  U.S.  com- 
munities. "We  can  compete  with  any- 
body," says  the  44-yeai'-old  Gomez  Mont, 
who  lams  the  company  with  six  other 
dii'ectors  in  a  collegial  style  that  is  rare 
for  Latin  America. 

GEO  is  one  of  Latin  America's  corpo- 
rate stars.  A  decade  after  most  gov- 
ernments in  the  region  began  opening 
their  markets  to  trade,  competition,  and 
investment,  a  new  breed  of  Latin 
American  company  is  making  its  mark. 
Run  by  a  generation  of  relatively  young 
and  internationally  savvy  managers, 
they  are  expanding  rapidly,  not  just  at 
home  but  throughout  the  region.  Tech- 
nology-driven gi-oups  are  exploiting  low 


costs  and  North  American  Free  Trade 
Agreement  connections  to  supplant 
Asian  suppliers  to  U.S.  companies.  In- 
deed, the  region's  corporate 
strengths  are  a  contrast  to  the 
problems   in   Southeast  Asia, 
where  heavy  debt  has 
caused  widespread  dis- 
tress among  companies. 

BUSINESS  WEEK  has 

taken  a  close-up  look  at 
the  new  Latin  American 
cor]Doration.  Based  on  scores 
of  interviews  with  CEOs, 
fund  managers,  and 
business  consultants, 
we  have  identified 
companies  that  stand 
out  as  leaders.  They  in- 
clude new  Latin  multi- 
nationals whose  clout 
is  expanding  as 
trade  barriers 
fall.  Others  are  com- 
panies that  ai"e  zeroing  in 
on  the  region's  new  con- 
sumer class  (tables).  In- 
novators and  entrepre- 
neurs, meanwhile,  are 
tapping  a  nascent  flow 
of  risk  capital,  while 
blue  chips  reinvent  themselves  to  match 
foreign  competition.  The  state  is  fast 
withering,  too,  with  billions  of  dollars 
of  assets  now  in  private  hands. 
BIG  PLAYERS.  What  all  these  companies 
share  is  the  conviction  that  they  must 
equal  their  global  rivals  in  technology, 
productivity,  and  entrepreneurial  drive. 
With  multinational  heavyweights  en- 
croaching fast,  in  businesses  from  bank- 
ing to  supermarkets,  Latin  corporate 
pacesetters  also  know  that  in  many  sec- 
tors they  must  grow  or  perish.  In  elec- 
tric utilities,  where  foreign  competition 
is  fierce,  "Latin  America  is  for  big  play- 
ers now,"  says  Ricardo  Alvial  Munoz, 
investor  relations  director  for  Chilean 
energy  conglomerate  Enersis,  which 
supphes  electricity  to  32  million  people 
in  the  region. 

While  few  Latin  companies  are  well- 
known  beyond  the  region's  borders, 
that's  starting  to  change.  Mexico's  Ce- 
mex  recently  bought  a  stake  in  a 
Philippine  cement  maker,  extending  its 
earlier  march  into  Europe  and  the  U.  S. 
Smaller,  but  no  less  competitive,  is 
Brazilian  textile  maker  Coteminas, 
whose  state-of-the-art  factories  are 
turning  out  garments  that  undersell 
even  Chinese  rivals.  "A  number  of 
Latin  American  companies  have  fig- 
ured out  how  to  be  world-class  com- 
petitors," says  Roberto  Batres,  head 
of  consultant  Arthur  D.  Little  Inc.'s 
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Latin  American  division.  "They  have 
done  eventhing  possible  to  lower  their 
costs,  become  more  efficient,  and  ex- 
port all  they  can." 

What  shaped  many  of  these  win- 
ners— and  wiped  out  thousands  of  oth- 
ers— was  the  financial 
squeeze  of  the  1982  debt 
crisis  and  the  ensuing  free- 
market  reforms  that 
stripped  away  trade  bani- 
ers  and  subsidies  in  many 
countries.  The  survivors 
ditched  products  in  which 
they  had  no  chance  of 
competing,  plowed  re- 
sources into  cutting-edge 
technology,  and  sent 
promising  young  execu- 
tives abroad  for  mbas. 
Many  went  public  and 
learned  how  to  communi- 
cate with  investors.  With 
the  return  of  corporate  fi- 
nancing to  the  region,  these  companies 
are  thriving. 

Nowhere  is  this  new  Latin  dTOamism 
more  e\ident  than  in  companies  chasing 
opportunities  for  cross-border  invest- 
ments. Economic  opening  has  let  com- 
panies leverage  the  strengths  they've  de- 
veloped at  home  by  taking  them  abroad. 
Chilean  companies,  up  to  now,  have  led 
the  way.  cashing  in  on  the  business 
knowhow  they've  acctmitilated  since  they 
pioneered  open  mai'kets  in  the  mid-1970s. 
Flush  with  cash  fi-om  fast  growth  and  a 
buoyant  stock  market,  they  have  plowed 


more  than  S8  billion  in  the  past  five  years 
into  cross-border  investments  fi'om  min- 
ing to  breweries  and  paper  products. 

Chile's  pension  fund  managers  have 
been  among  the  most  aggressive  emis- 
saries, offering  expertise  they  gained. 


setting  up  the  region's  tii-st 
privatized  pension  system. 
Pi'o\ida,  Chile's  biggest  fund, 
with  So. 4  billion  in  assets 
under  management,  has  al-      .  ,  r. 
ready  captured  30^7^  of  the  With  lamilieS 
mai'ket  in  Colombia  and  'ZoVc 
in  Peni.  Last  yeai-,  it  stalled 
a  Mexican  pension  fimd  with  local  and 
Spanish  partners. 

Other  companies  are  border-hopping 
with  new  factories  and  distribution  sys- 
tems. For  decades,  Mexico's  Grupo  In- 
dustrial Bimbo  has  baked  and  delivered 


bread  and  cakes  to  thousands  of  mci 
and-pop  stores.  Its  13,000  trucks  trai 
unpaved  roads  to  \illages  all  over  li 
countiy  Now,  Bimbo  vans  are  carti: 
locally  baked  bread  throughout  11  coi 
tries,  fi-om  Guatemala  to  Ai-gentina.  Bii 
bo  earns  16%  of  its  ann  i 
Si. 9  billion  in  sales  outs:} 
Mexico.  , 
Argentine  candxTnaPr 
Arcor  has  adopted  ti 
same  strateg\'.  Tins  ye; 
it  expects  to  top  Si  biUii 
in  sales  to  75  countrit. 
Arcor  started  eyeing  f(- 
eign  markets  in  the  197', 
when  Ai'gentina  was  still 
protected  backwater  '^r 
brought  in  good  techno 
g>'  and  became  veiy  el- 
cient  in  order  to  compe; 
with  the  rest  of  the  woi 
fi-om  inside  a  closed  con 
try"  says  Daniel  Ferai 
general  manager  of  the  i 
temational  division.  Nc 
with     five  factorii 


MOVING  UP 

GEO's  modular 

homes  can  expand  throughout  Latin  Ame: 
.,,  „  ca.  It  plow'S  more  than  $ 

miUion  a  year  into  regio 
wide  advertising  to  ho 


onto  its  consumer  base. 
The  ability  to  round  up  new  cu 
tomers  is  a  skill  the  best  of  the  ne 
Latin  companies  are  honing.  As  grow 
has  taken  off  and  inflation  slowed,  tl 
region's  470  miUion  consumers  are  d 
manding  products  and  services  th. 
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For  20  additional  company  listings  visit  www.businessweek.com  or 
America  Online:  Keyword:  B 

COMPANY /COUr^TRY 
INDUSTRY 

EMPLOYEES 

1996 
SALES- 
MILLIONS 

NET 
PROFIT 

MILLIONS 

SALES 

■  FOREIGN 

■  DOMESTIC  MAJOR  SHAREHOLOERS 

STRATEGY 

ARCOR /Argentina 

Candy  and  foods,  packaging 

CEO:  Luis  A.  Pagani 

10,000 

$914 
♦  3% 

$40 

♦  20%** 

1 

Pagani,  Maranzana,  Seveso, 
and  Brizio  families,  100% 

Lower  costs  to  compete 
globally  by  investing  90%  of 
profits  in  technology  and 
integrating  vertically 

•BIMBO /Mexico 
Baked  goods 

CEO;  Daniel  Servitje  Montull 

45.000 

$1,920 
♦  16% 

$108 
*■  165% 

1 

Servitje  and  Mata  families, 
13  other  families 

Use  homegrown  distribution 
expertise  to  expand 
throughout  Latin  America 

•CEMEX/ Mexico 
Cement 

CEO:  Lorenzo  Zambrano 

20,500 

$3,390 
*  5% 

$981 
*  3% 

1 

Zambrano  family,  30% 

Adapt  world-class  technology 
to  manufacturing  in  diverse 
markets  from  U.S.  to 
Philippines 

•ENERSIS/ Chile 
Electricity  distribution 
CEO:  lose  Yuraszeck 

14,300 

$2,730 
♦  48% 

$249 

2% 

1 

Chilean  pension  funds,  33.4%; 
Endesa  (Spain),  26% 

Win  20%  of  regional  electri- 
city market  by  aggressive 
acquisitions  with  partners 

•PROVIDA/ Chile 
Private  pension  fund 
CEO:  Gustavo  Alcalde 

5,100 

5,4001 
13% 

$23.8 

5%tt 

1 

CorpGroup,  38%;  Bank  of 
New  York,  35.3% 

Earn  35%  of  profits  from 
abroad  within  5  years  by 
launching  funds  in  other 
Latin  countries 

•  Publicly  traded       'Current  market  exchange  rates.  Mexican  data  at  yearend  1996  rate.       **Large  investments  required  in  1996  to  meet  rising  competition  in  Argentina;  expect  12%  profit  gain  in  1997 

t  Funds  under  management                                 tt  One-time  rebates  under  pension  law  raised  1995  profit 
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They  Can  Take  Better  Care 
Of  Their  Patients. 

Because  We  Take  Care  Of 
Their  Financial  Security. 


Practicing  the  science  of 
medicine  leaves  precious 
little  time  for  a  doctor 
to  do  anything  else.  That's 
why  so  many  medical  professionals  and  millions 
of  other  Americans  rely  on  us  for  help  with  their 
financial  security.  We're  American  General, 
one  of  the  largest  providers  of  retirement  services, 
life  insurance,  and  consumer  loans.  A  corporation 
with  $77  billion  in  assets  and  $6.7  billion  in 
shareholders'  equity.  By  doing  what  we  do  best, 
we're  helping  people  do  what  they  do  best. 


Helping  12  million  Americans  do  better  financially. 

Retirement  Services  •  Life  Insurance  •  Consumer  Finance 

American  General  Life  •  American  General  Life  and  Accident  •  Franklin  Life  •  United  States,  Life 
All  American  Life  •  Old  Line  Life  •  USLIFE  Credit  Life  •  American  General  Life  of  New  York 
American  General  Finance  •  VALIC  •  American  General  Securities  Incorporated 


For  information,  visit  www.agc.com  or  call  1  (800)  AGC  -  1111 
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Electronics  &  Communications  Automobiles 


Aerospace 


Petrochemicals 


Engineering  &  Construction        High  Speed  Trains 


Iron  &  Metals 


Resource  Development 
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"Value  Managemenl  "  (or  Mankind,  Society  and  Fulufe 


Over  the  past  fifty  years,  Hyundai  innovations 
have  made  a  world  of  difference. 

Today,  our  cars  move  people  in  over  190 
countries.  Our  oil  tankers  deliver  the  fuel  that 
powers  economic  development  to  every 
continent.  Our  semiconductors  store  and 
process  the  data  that  will  take  technology  to  the 
next  level.  And  we've  only  just  begun. 

You  see  at  Hyundai,  each  product  and  service 
we  develop  becomes  the  inspiration  for  future 
innovations.  Innovations  designed  to  meet  the 
customer's  psychological  needs  as  well  as 
physical  ones.  And  that  will  bring  us  all 
something  very  important.  A  better  life. 

Are  you  in  our  future? 


HYUNDAI 

Building  A  Better  World  Through  Value  Management 


The  Corporation 


were  once  beyond  their  reach.  To  be 
sure,  there  are  big  gaps  in  income 
across  the  region's  28  countries.  Wliile 
Argentina  boasts  a  per  capita  income 
of  moi-e  than  $6,000,  Nicaragua's  is  less 
than  $500. 

But  incomes  have  been  rising,  often 
quickly.  In  Chile,  incomes  are  up  more 
than  f>%  a  year  since  1990.  Just  to  walk 
the  streets  of  Lima  or  Sao  Paulo  is  to 
see  that  millions  of  people  are  slowly 
moving  up  the  income  ladder  from 
grinding  poverty  toward  the  middle 
class.  Latin  America's  new  business 
class  is  tuned  in  to  the  new  opportuni- 
ties. Sales  are  booming  as  they  develop 


products  for  lower-income 
families  or  offer  more  so- 
phisticated goods  and  ser- 
vices to  richer  consumers. 

Retailer  Elektra  is  tar- 
geting Mexicans  eager  for  a 
taste  of  the  consumer  soci- 
ety. The  company  has  built 
a  half-billion-dollar  business 
selling  everything  from 
wasliing  maciiines  to  \'CRs  to  the  9  of  10 
Mexicans  who  make  less  than  $5,900  a 
year.  "We  sell  poor  people  goods  on 
credit  when  nobody  else  will,"  says 
Elektra's  Chief  Financial  Officer  Luis 
J.  Echarte. 


die  class. 

MOBILE  STORE 

Retailer  Carsa 
also  finances 
building  materials 
for  shanties 


To  keep  the  customers  coming  ba 
Elektra  is  constantly  unrolling  n( 
schemes.  The  latest  is  a  sa\'ings  accot 
launched  in  August  with  Mexico's  thii 
largest  bank,  Banca  Sei-fin.  Custom( 
unable  to  make  the  minimum  depo 
that  most  banks  require  can  begin  eai 
ing  interest  with  as  little  as  one  peso 
12c — on  deposit  in  their  account. 

In  Peru,  retailer  Carsa  has  tak 
Elektra's  appi'oach  a  step  further: 
not  only  sells  apphances  thi-ough  stoi 
and  mobile  outlets  but  also  financ 
building  materials  for  bare-bon 
shanties.  Carsa's  goal  is  to  win  loj 
customers  early,  as  they  take  their  fb 
steps  up  the  path  to  prosperity. 

Fiuther  up  the  income  scale.  Ban 
Excel  Economico,  known  as  Brazil's  "pc 
ulist  biuik,"  is  cateiing  to  a  gi'owing  mii 
It  allows  interest-free  ovc 
drafts  for  12  days  or  mo 
on  some  checking  accoun' 
Excel  also  struck  a  defi 
with  Sao  Paulo  cinemas 
resei^'e  20%  of  seats  for  tlJ 
bank's  credit -cai'd  custome( 
until  just  10  minutes  befol 
show  time — a  perk  thai 
liiized  in  the  trafiic-plagu( 
city  of  18  million. 
Leisure  activities  such  as  movies  ai 
concerts  were  the  fii-st  items  cut  fro 
family  budgets  when  inflation  was  soat 
ing.  Now,  Latins  are  spending  m.ore 
their  reals  and  pesos  on  entertainmer 
Enter  Mexican  mogul  Alejandi 


MASS-MARKET  PIONEERS 


For  20  additional  company  listings  visit  www.businessweek.com  or  America 


COMPANY /COUNTRY 
INDUSTRY 


1996 
SALES* 
EMPLOYEES  MILLIONS 


NET  SALES 

PROFIT  ■FOREIGN 

MILLIONS      ■DOMESTIC  MAJOR  SHAREHOLDERS 


STRATEGY 


CARSA /Peru 
Sales  of  appliances  & 
homebuilding  materials 
CEO:  Guide  Lucioni  Chirinos 


4,500  $433 


19% 


Lucioni  family,  100% 


Win  lifelong  customers  by 
selling  on  credit  to  the  poor! 


•ELEKTRA /Mexico 
Appliances,  tiome  furnishings, 
money  transfers 
CEO:  Pedro  Padilla  Longoria 


10,300  $557 


20% 


58% 


Salinas  Price  and 
Salinas  Pliego  families. 


Use  knowhow  in  retailing  to 
poor  to  tap  other 
markets  such  as  insurance; 
expand  abroad 


•GEO /Mexico 
Low-income  housing 
CEO:  Miguel  Gomez  Mont 


2,380  $174 


27% 


40% 


Luis  Orvahanos  Lascurain, 
Miguel  Gomez  Mont,  and  5 
other  directors,  45% 


Use  innovative  design  and 
low  costs  to  expand  into 
other  Latin  countries  and  the 
southern  U.S. 


•INTERP^ERICANADE 

ENTREr?NIMIENTO{CIE)/ Mexico 

Live  ent- iainment,  advertising, 

telemarkfting 

CEO:  Alejaii'Jro  Soberdn  Kuri 


2,500  $47 


2% 


81% 


Group  of  16  investors  led 
by  SoberOn,  60% 


Integrate  all  levels  of  busi- 
ness from  operating  stadiums 
to  telemarketing:  do  same 
with  partners  abroad 


•SARAIVA/ Brazil 
Publishing,  bookstore  chain 
CEO:  Jorge  Eduardo  Saraiva 


1,650 


$145 
23% 


$16 


58% 


Saraiva  family,  96%  of 
voting  shares 


Cash  in  on  rising  literacy; 
attract  young  customers  to 
bookstores  with  Internet  cafes 


'  Current  market  exchange  rates.  Mexican  data  at  1996  yearend  rate 


**Loss  due  to  startup  costs  in  Colombia  and  Bolivia 
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1997 AD: 

A  Renaissance 


Performance. 


siness  performance  is  driven  by  lead  -  not  lag  -  indicators.  To  accelerate  performance  today, 
orporation's  strategy  implementation,  business  processes,  IT,  and  knowledge  capital  can  be  more 
icial  than  the  traditional  financial  criteria.  Smart  corporations  are  responding  by  tapping  their  core 
mpetencies,  spreading  the  best  practices  of  their  high  performers  throughout  their  work  force. 

ese  corporations  seek  performance  beyond  measure. 

Renaissance,  we  help  our  clients  translate  performance  measures  into  performance  itself  - 
gning  strategy  with  organization  and  resources,  leveraging  hidden  assets  and  knowledge,  con-  \' 
cting  people  and  processes,  and  creating  performance  support  systems  that  dehver  business  results 

n  the  Renaissance  in  Corporate  Performance,  call  Robert  Howie  at  1.800.59T7764. 

Renaissance 

.KING    Strategies  Work 

issANCE  Solutions,  Inc.  -  Atlanta  -  Bombay  -  Boston  -  Chicago  -  Goteborg  -  Hong  Kong  -  Lincoln  -  London 
MOND  -  San  Francisco  -  Sao  Pallo  -  Shanghai  -  Stamford  -  Tokyo  -  Washington,  DC 


THOUGHT? 

If  a  thought  is  on  paper,  does 
that  thought  become  more  real? 
Does  it  then  have  a  life  of  its 
own?  Why  is  it  that  a  thought  feels 
good  to  hold,  like  a  /^""^s 

Any  Wa  re'" 

document  in  your  hand, 
or  under  your  arm  or  even  under 
a  pen?  Does  thought  improve  if 
it's  altered  by  another  human's 
perspective?  Is  a  thought  better 
if  it  is  shared  with  many  people? 
Where  is  thought  if  it  never 
leaves  the  thinker? 

imageANYWARE^"  f rom  Canon. 
The  new  paradigm  for 
the  digital  workplace. 

Canon 

FROM      MIND     TO  MATTER. 


1-800-OK-CANON,  www. usa . canon . com 


The  Corporation^ 


Soberon  Kmi:  Ten  yeai"s  ago.  the  foiTner 
movie  producer  launched  Corpora cion 
Interamericana  de  Entretenimiento  (ciE) 
to  promote  international  music  conceits 
in  Me>dco.  Soberon.  now  37.  figm-ed  that 
Latin  America,  \\ith        of  its  popula- 
tion under  15.  was  a  ripe  venue  for  rock 
concerts,  sports  events,  and  theater. 
SMART  SET.  CIE  shook  up  the  live-en- 
lertaimnent  business  by 
introducing  telephone 
ticket  sales  in  a  joint 
ventiu'e  with  Ticketmas- 
ter.  CIE  also  manages 
spoi"ts  stadiimis,  industri- 
al expositions,  and  the- 
aters, handles  50*^  of  all 
soccer  staditim  advertis- 
ing, and  does  telemai'ket- 
ing  for  clients.  Soberon 
plans  to  take  liis  fomuila 
to  other  Latin  countries, 
starting  with  productions 
of  Walt  Disney  Co.  the- 
atrical shows  thi'oughouT 
the  region. 

Latin  Americas  smart 
set  is  also  the  target  of 
Saraiva  Livreiros  Edi- 
tores.  Brazils  leading 
publisher  and  Latin 
America's  No.  1  bookstore 
chain.  Book  sales  ai-e  up 
60%  since  Brazil  tamed 
triple-digit  inflation  in 
1994.  Now.  Sai-aiva  is  pi- 
oneering the  megabook- 
store  in  Latin  America 
with  stores  featuring  In- 
ternet cafes.  Five  dollai's 
buys  30  minutes  on  the 
Net  and  a  snack  of  pdo 

de  queijo.  a  Brazilian  tO  Latin  AlTlPHr-a 
cheese-filled  bread. 

Sai-aivas  cliief  operat- 
ing officer.  Ruy  Mendes  Goncalves. 
wanted  to  build  a  chain  of  megastores 
after  spotting  an  outlet  in  France  15 
years  ago.  But  "it  was  too  early  for 
Brazil."  he  says.  He  waited  imtil  after 
the  countiy  lifted  its  ban  on  imported 
software  and  video  games  in  1992.  In 
the  meantime.  Cioncalves  was  abnost  ai*- 
rested  in  Madrid  in  1994  as  he  video- 
taped a  megastore  to  show  his  col- 
leagues in  Brazil. 

Such  enthusiasm  is  the  stuff  of  many 
of  the  managers  i-unning  Latin  Ameri- 
ca's hottest  corporations.  Bright,  hard- 
working, often  U.S.-trained  executives 
are  in  charge  at  many  top  companies, 
fi-oni  retail  and  finance  to  industry.  En- 
treprenetirial  and  innovative,  they're 
hustling  to  take  advantage  of  technolo- 
gy   and    freer    trade    to  expand. 


is  one  of  Bi^azil's  hardest -chai-ging  man- 
agers. With  an  mba  from  Vanderbilt 
L'nivei*sity,  he  i*uns  one  of  the  world's 
lowest-cost  textile  producers.  Cotemi- 
nas.  By  investing  in  the  best  technology'. 
Gomes  da  Silva  can  crank  out  T-shiits. 
for  a  wiiolesale  price  of  75e  while  a  sim- 
ilar shirt  fi-om  CMna  goes  for  90c. 
His  strategy^  is  to  boost  the  compa- 


fiUUU  HEAD 

Saraiva  brought 
megabookstores 


Josue  Chiistiano  Gomes  da  Silva.  33. 


nys  mai'gins  oy  niovmg  ti'oni 
his  textile  base  into  clotliing. 
After  just  two  years  in  the 
business,  he  is  Bi"azil"s  lai'gest 
T-shirt  manufacturer.  The 
company  wants  to  get  tw-o- 
thirds  of  its  sales  through 
higher-ticket  clothing  by  1999. 
up  from  lo'^c  now.  Coteminas'  revenues 
gi'ew  16*7.  to  S223  niiUion,  last  year, 
and  analysts  tliink  it  could  top  SI  biUion 
eai"ly  in  the  next  centiuy. 

Fast-moving  companies  such  as 
Coteminas  ai-e  likely  to  get  a  closer  look 
from  global  investors.  Analysts  say 
Gomes  da  Silva  hopes  to  raise  SlOO  mil- 
Uon  fi'om  an  issue  of  American  deposi- 
taiy  receipts  later  tliis  year.  Other  en- 
trepreneurial companies,  such  as 
]\Iexico's  Softtek.  ai'e  looking  for  capi- 
tal, too.  A  regional  pioneer  in  custom-de- 
signed software.  Softtek  recently 
snagged  contracts  fi-om  fom-  U.  S.  com- 
panies, including  General  Electric  Co. 
CEO  Gerai'do  Lopez  Gai-cia.  who  wants 
to  go  public  in  a  few  yeai-s.  expects  Soft- 
tek's  sales  to  neai'ly  double,  to  almost 
•■^GO  milUon  this  yeai;  as  it  \ies  for  con- 
tracts usuallv  farmed  out  to  India. 


Even  many  of  Latin  America's  esti 
Kshment  companies  ai-e  stalling  to  st 
lively.  Blessed  with  considerable  ] 
som-ees  fi-om  years  of  protected  marice  j 
the  better  companies  are  i*emaking  theL 
selves.  These  conglomerates,  many  S 
them  family-owned,  ai-e  shedding  bu 
nesses.  hiiing  new  managei-s.  and  % 
ping  outside  mai-kets.  , 
In  -Ai'gentina.  for  ef 
ample,  the  Perez  Coi 
pane  conglomerate  . 
dumping  real  estate  ai ; 
other  businesses  to  foe  i 
on  energ\".  It's  investif 
S900  million  this  year  ' 
oil.  gas.  electricit\>  ai! 
petrochemicals  fro'- 
^'enezuela  to  Cliile.  oftij, 
in  partnership  wi} 
heav^•^veights  such 
Exxon  Corp.  "Our  id 
is  to  become  one  of  t! 
world's  major  enerj' 
companies.  Latin  Ameif 
ca  is  the  fti-st  step."  sa; 
Daniel  Rennis.  manage 
of  corporate  financii 
planning.  ' 
CORRUPTION.  Despite  tl 
hard-won  gains.  Lat 
companies  still  face  cbi 
lenges.  At  many  level 
Latin  America  is  still  w 
underdeveloped  regio 
with  legal  systems  thij 
ai'e  pohticized  and  oft< 
corrupt,  tliin  capital  mai'kets.  and  lo 
sa\ings  levels.  'SVhile  many  compani( 
ai*e  gi\ing  mtiltinationals  a  fight,  the  a 
sault  from  outside  is  intensifying  i 
Latin  markets  prove  more  promisiii; 
To  fortifv"  themselves,  many  ai'e  takii 
on  foreign  partners  in  joint  ventun 
and  alliances. 

Such  infusions  of  foi"eign  equity  arer 
bad.  of  coiu'se.  And  they  may  mean 
faster  transfer  of  top  managemeij 
knowiiow.  ]\Iean while .  day  by  day.  Lati 
.\merica's  eoi-porate  pacesettei-s  ai-e  coi 
sohdating  the  region's  fi-ee-mai'ket  n 
forms.  By  ignoring  national  boundari(|fW,( 
they're  creating  a  close-knit  region; 
economy  out  of  a  continent  long 
mented  by  economic  nationalism 
next  step,  of  com"se,  is  for  Latin  Ann 
ica's  hottest  players  to  become  th] 
equals  of  the  United  State's,  Emx)pe 
and  Asia's  best  companies.  That  mearj 
gi'eater  clout  and  gi-eater  wealth.  Fi 
Latin  America's  executives  and  citizei 
alike,  that  is  a  hopeftil  prospect. 

By  Geri  Smith  and  Elisabeth  Ma 
in  Mexico  City.  lau  Katz  in  Sao  Paul 
Andrea  Mandel-Canipbell  in  Buenc 
Aires,  and  John  Pearson  in  Neiv  Yon] 
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Keeps. 


\f 


from  the 


I 


brought  you  a 


investing  hundreds  of  millions  of  doll 
to  build  a  backbone  network  1  00  ti 


GTE  Internetworking 

BBN  built  the  f-  erunner  to  the  Internet.      research  center.  BBN  Technologies.  bigger  than  today's  Internet- 

and  sent  the     orld's  first  e-mail.      Now.  BBN  has  joined  forces  with  GTE  enough  to  withstand  the  rigors 

They  run  the  wr   d's  leading  Internet      to  create  GTE  Internetworking.  We're  business.  For  companies  la^ge 


oiks  who 


ng  called 


the  Internet. 


:his  means  a  quicker,  more  every  security  test  thrown  at  them 

3,  more  secure  way  of  doing  by  the  National  Computer  Security 

;s  on  the  Internet.  In  fact,  GTE  Association.  To  find  out  more,  call  us 

jtworking  provides  the  only  at  800-472-4565,  or  visit  our  web  site 

3Sting  service  that  has  aced  at  www.internetworking.gte.com. 


INTERNETWORKING 

POWERED  BY  BBN" 


Test  scores  have  improved. 
Attendance  is  at  its  highest. 


But  what  s  reallv  incredible  is  that 
this  picture  was  taken  during  recess. 


IBM's  Reinventing  Education  Partnerships 

\\  lit'ii  lilt'  l)fll  ling-  tor  r('(  ('s>  at  ti'(  hii(iloi:v  to  help  students  learn  to 

lln-  Barton  School  in  Philadrjphia.  rfatl.  Vnd  it  -  working.  Students 

more  and  more  kid-  arc  -ta\ing  in  art-  now  grtting  more  ii]di\idnal 

I  lii-ir  -rat-.  \\  \\\  '  liccau-c  lor  the  attention.  Thf\'rc  learning  at  their 

la-t  two  M-ar-.  IBM  -  Kt'in\ cnting  own  pare  and  going  to  school,  not 

Kduralion  program  ha>  hrrii  doing  hrrause  the\  ha\e  to.  but  because 

exa<  tl\  dial.  rrin\rnting  rduriitioii.  thr\  want  to.  Irarhrr-  ran  now 

\\c\c   hidughl   trachrj  -  drvotr  more  time  to  otlirr  \  ital 

rr~carcli    -ricnti-t>   tog<'thrr   lo  -nbject- >uch  a- rnatli  and  scienrc 
develop  lirti'  1  wav-  tor  tearhrr-  to  We're  doing  much  more  than  just 

Icarh  and  lor   hildrrn  to  Irarn.  \ol  u  riting  a  rhrrk.  We're  getting  involved 

jn-l  li\  pi  o\  idi  : compnttM  -.  hut  in  cla--room>.  \lter  all.  that  - where 

h\  creating  custo  n'zed  -ointion-  to  the  kid-  are.  lo  llnd  out  more  about 

real-lile  problems.  Reinventing  l.dm  ation.  call  u-  at 

Teachers  at  the  B.  -on  School  are  1  aoo  IB_M-7()80.  ext.  ED02.  or  \i>it 


Solutions  for  a  small  planet" 


u-iiiii  a(l\ance(i  \  ()ic    i  eco<rnii  ion      w  \\  w. ilim.com 


/IBM/IBMGive, 


FECIA      L  ADVERTISING  SE  CTION 

ZHARACTER 

DUCATION 

Reclaiming  America's  Values  for  Tomorrow's  Workforce 


respect 


jonfidence 


endability 


integrity 


nest 


perseverance 
^^^^  \ 

L  good  citizensh: 


responsibility 


More  than  220  years  ago,  the 
founders  of  our  great  nation  wisely 
recognized  that  liberty  and  learning 
are  inseparably  linked,  and  that 
rights  and  responsibilities  go  hand- 
in-hand.  They  also  knew  then  what 
we  are  being  reminded  of  again 
today:  Character  does  count. 

As  we  seek  to  renew  our  schools 
and  prepare  tomorrow's  citizens, 
we  must  once  again  heed  character's 
call.  High  academic  standards 
simply  aren't  enough.  We  have  to 
focus  on  the  heart  and  the  soul,  as 
well  as  the  mind. 

Almost  as  one  voice,  our  young 
Dpie  are  crying  out  to  us  for  guidance.  They  want  to  see  our  most  cher- 
ed  beliefs  woven  into  the  daily  fabric  of  our  lives.  They  need  to  hear 
o  our  heroes  are,  how  values  have  shaped  us,  and  why  character  mat- 
s.  Most  of  all,  they  need  to  know  that  high  ethical  standards  —  integri- 
honesty,  caring,  and  respect  —  are  also  good  business  practices. 
The  exemplary  programs  highlighted  in  this  Business  U/ee/c  special 
;tion  show  what  we  can  accomplish  when  we  find  the  common  ground. 
We  all  need  to  join  in  this  effort.  Our  future  as  a  nation,  one  that 
jires  to  be  as  good  as  it  is  great,  depends  on  it. 

—  Barbara  Bush 


America's  future  business  leaders 
are  also  yearning  for  heroes  worrhy  of 
respect  —  and  some  quality  time  — 
from  their  elders. 

"Half  of  teens  in  public  schools 
today  told  us  that  their  schools  fail 
to  challenge  them  to  do  their  best," 
says  Deborah  Wadsworth,  executive 
director  of  Public  Agenda.  "The 
students  seem  to  be  crying  out  for  the 
adults  in  their  lives  to  take  a  stand 
and  inspire  them  to  do  more." 


A' 


taking  its  future  on  education, 
Corporate  America  is  investing 
heavily  in  the  nation's  public 
ols. 

1  the  race  to  get  America  academi- 
fit,  many  experts  believe  current 
m  efforts  ignore  the  driving  force 
nd  learning  and  success:  character, 
snoring  character,  what  Dorothy 
I  of  the  Home  School  Institute 
the  "inner  engine  of  learning," 
d  prove  fatal.  And,  study  after 
y  shows  that  today's  kids  — 
arrow's  workforce  —  are  at  risk. 
ClrtSff  li  QmnKlll'.  Teenage  suicide 
1  the  rise.  The  best  and  brightest 
ents  admit  to  lying,  cheating,  and 
ing  in  epidemic  proportions, 
learly  a  thirci  would  falsify  a  resume 
^t  a  job;  31%  say  they've  stolen 
1  a  store  in  the  last  six  months. 
)ne-fifth  of  all  American  children 
in  poverty;  12%  feel  unsafe  in 
lol.  One  out  of  10  female  high 
lol  students  reports  being  forced 
ave  sex  against  her  will.  Children 


of  the  suburbs  and  the  affluent  are 
not  immune. 

"Concern  about  character  deficits  in 
today's  kids  is  widespread,"  says  Steve 
Farkas,  author  of  Kids  These  Days: 
What  Americans  Really  Think  About 
The  Next  Generation,  a  searing 
portrait  of  the  moral 
meltdown  among 
American  youth.  "Even 
\'Oung  children  are  seen  as 
lazy,  spoiled,  not  respect- 
ful, and  not  friendly" 

Caught  in  the  undertow 
of  a  "me-first"  society, 
America's  youth  seem  adrift, 
lacking  the  moral  compass 
they  need  to  guide  them  on 
their  journey  to  the  future. 

"We  seem  to  have  changed  from 
the  golden  rule  to  go  for  the  gold," 
says  Linda  McKay,  who  directs  char- 
acter education  for  the  Cooperating 
School  Districts  of  Greater  St.  Louis, 
hic.  (CSD).  "Our  society  is  sending 
the  wrong  messages  to  our  kids." 


"The  students 
seem  to  be  crying 
out  for  the  adults  in 
their  lives  to  take  a 
stand  and  inspire 
them  to  do  more." 


respect 


nu,  while  today's  kids  are  com- 
puter literate,  environmentally 
aware,  and  advertising  savvy,  many 
experts  worry  they  lack  the  work 
ethic,  thirst  for  learning  and  commu- 
nication skills  needed  to  thrive  in  the 
information  age. 

"I  see  a  crisis  in  America  that 
impacts  children  in  a  very  negative 
way,  in  the  images  they  see,  the  mes- 
sages they  hear,  the  music  they  listen 
to,  the  scenes  they  watch  on  TV,"  says 
David  Fisher,  president  of  NationsBank 
Trust.  "We  need  to  go  in  the  direction 
of  what  a  true  hero  really  is:  someone 
who  stands  for  the  values  we  all 
identify  with,  the  ones  that  made 
our  country  great." 

This  crisis  in  character  is  riveting 
the  nation  and  is  creating  a  new  bot- 
tom line  for  the  nation's  schools:  the 
moral  development  of  young  people. 

"We  in  the  business 
world  don't  want  young 
people  coming  into  our 
employment  and  into  our 
communities  who  are  bril- 
liant, but  dishonest;  who 
have  great  intellectual 
knowledge  bur  don't  really 
care  about  others;  who 
have  highly  creative  minds 
but  are  irresponsible,"  says 
Sanford  N.  McDonnell, 
chairman  emeritus  of  the  former 
McDonnell  Douglas  Corporation, 
which  recently  merged  with  Boeing. 
"All  of  us  in  business  and  the  entire 
adult  community  need  to  do  our  part 
in  helping  build  young  people  of 
high  character.  There  isn't  a  more 
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Partnerships  that  Work 


tits.  31 


Sharing  resources  with  schools  is 
good  for  corporate  character  and  the 
bottom  hne.  B\'  gi\  ing  futiH'e  workers 
—  and  leaders  —  a  boost,  business 
partners  deepen  the  talent  pool. 

Here's  a  samphng  of  some  ot  the 
nation's  best: 

AKttlMlpl-A-SclMiMore  than  2.000 
busmess  partners  are  making  a  major 
in\estment  in  education  in  the  greater 
Austin  area  —  and  it  shows. 

Last  year,  more  than  1~,000  volun- 
teers gave  approximately  363,000 
hours  of  time  to  area  schools,  serving 
as  career  mentors,  sharing  expertise 
in  classrooms,  providing  computer 
support,  hosting  training  seminars  for 
teachers,  tutoring  students,  and 
recognizing  academic  achievement 
through  special  awards  programs. 
Students  also  reaped  the  benefits  of 
more  than  Sb.b  million  m  volunteer 
ser\  ices,  cash  and  in-kmd  donations. 

Qtncttp  EiKtfH  PvtMrsHp.  kc 

Keeping  the  lamp  of  libert\-  burning 
for  future  generations  by  helping 
\oung  pet)pie  de\'elop  ci\  ic  \  irtue  and 
moral  strength  is  the  goal  of  the 
Character  Education 
Partnership  (CEP),  an 
advocacy  group  based  in 
\\  ashington,  DC. 

By  maintaining  a 
national  database  of  char 
acrer  education  resources 
and  bv  providing  informa 
tion,  retcrrals,  training, 
curriculum  materials, 
videos,  publications,  and 
other  services,  CEP  helps 
communities  get  engaged  in  the 
character  education  process. 

Working  with  educators,  business 
people,  parents,  concerned  citizens 
and  a  host  of  protessional  organiza- 
tions, CEP  stimul.ues  interest  in 
cliaracter  educatio    and  has  helped 
start  new  initiatives    i  communities 


"  How  people  work 
together,  how  they 
treat  each  other,  the 
values  they  share 
—  is  critical  to 
business  success." 


good  cltlzenslalp 


Georgia  BellSouth  president  Carl  Svvearingen 
at  Randolph  County  Elementary  School 
in  Cuthbert,  GA,  during  Bus  Trip  IV  of  the 
Georgia  Partnership  for  Excellence  in 
Education. 

throughout  the  U.S.  CEP  is  also  work- 
ing with  the  nation's  universities  to 
make  character  education  an  integral 
part  of  the  preparation  of  new  teachers 
and  school  leaders. 

"Character  education  onK  \\ork> 
when  It  happens  at  the  local 
level,"  sa\  s  Robert  W'ehling, 
senior  vice-president  of 
Procter  &  Gamble. 
"Organizations  like  CEP 
that  provide  materials, 
methodology  and  curricu- 
lum —  so  that  when 
parents  and  educators  at 
the  community  level  see 
the  value  and  the  need, 
they  have  access  to  tools  to 
act  on  that  need  —  provide  a  tremen- 
dous service  because  thev'  make  more 
people  aware  of  the  resources  avail- 
able to  them." 

3.\I.  Li)ckheed  .\larnn.  Bill  Bennett, 
Barnev,  Congress.  Tom  Selleck,  public 
school  administrators,  Marian  W  rmht 


mi 
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Edelman,  Ronald  McDonald  and  the 
CIA  have  in  common?  The  Character 
Counts!  Coalition,  a  growing  force  in 
the  war  against  youth  violence,  irre- 
sponsibilitv'  and  dishonesty. 

Active  in  36  states  and  506  com- 
munities, the  coalition  works  with 
schools  and  businesses  to  teach  and 
promote  its  "Six  Pillars  of  Character:" 
respect,  responsibility,  caring,  fairness, 
trustworthiness,  and  citizenship.  A  key 
plank  of  the  coalition  movement,  the 
pillars  act  as  a  Bill  of  Rights  for  char- 
acter, providing  a  common  language 
fur  discussion  and  program  planning. 
C  oalition  staff  assist  members  by 
assessing  needs,  designing  tailor-made 
programs,  and  developing  trainings. 

ElKltin  GMnCtS  is  a  new  initiative 
designed  to  strengthen  Chicago  area 
schools  by  linking  state  education 
goals  vv  ith  students"  school-to-career 
coursework,  encouraging  business  and 
community  support,  and  promoting  ^ 
student  voluntarism.  Sponsored  by  the 
Chicago  Tribune,  Marshall  Field's, 
and  Illinois  Lieutenant  Governor  Bob 
Kustra,  Education  Connects  focuses  on 
how  changes  in  the  workplace  require 
changes  in  what  schools  teach. 

GMNN  Recognizing  that  today's 
students  are  tomorrow's  business 
leaders,  ENROX  is  investing  heavily  in 
education  —  "One  School  at  a  Time." 

By  focusing  its  expertise,  in-kind 
services,  and  financial  support  where 
emplovees  volunteer  in  neighborhood 
schools,  ENRON  hopes  to  increase  its 
impact  on  academic  standards,  student 
performance,  and  community  service. 
Approximately  S2  million  of  ENRON's 
contributions  and  programs  are 
directed  toward  education. 


ft  li  SKiCtf:  High  school  students 
stock-up  on  business  ethics  during 
this  one-dav-  workshop  sponsored 
bv  the  National  Association  of 
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dary  School  Principals, 
veloped  by  a  team  of  educators, 
ts,  and  business  leaders,  Ethical 
ion-Making  pairs  teenagers  with 
3lace  role  models  in  business, 
try,  government,  education, 
1,  social  services,  and  the  non- 
sector.  Together,  they  work 
gh  real-life  ethical  challenges  the 
i  have  faced  on  the  job. 
ICS  RfltOUPCe  Center  '^We  need  to 
ttention  to  character  and  ethical 
)pment  from  the  classroom  to  the 
room,"  says  Michael  Daigneault, 
lent  of  the  Ethics  Resource 
•r  (ERC). 

awing  on  its  rich  history  as  an 
lational  leader  in  business  ethics, 
IS  collaborating  in  character 
tion  with  NYNEX,  United 
lologies,  Lockheed  Martin, 
on  and  Johnson,  and  Vulcan 
rials.  Thanks  to  these  business 
ers,  educators,  and  parents  in 
note,  New  York,  and  Hartford 
arning  how  to  use  ERC's  tech- 
s  to  foster  good  character  and 
orm  their  schools. 

irgia  Partnerth^i  fn*  ExcMence  in 

ion  A  catalyst  for  change,  the 
iia  Partnership  is  forging  a  solid 


foundation  for  future  business  success 
by  improving  education. 

A  private,  non-profit  group,  the 
partnership  examines  educational 
issues,  and  provides  guidelines,  tech- 
nical assistance,  and  funding  for  school 
reform  initiatives,  which  include  a 
character  education  component. 

Workshops,  exhibits,  lectures,  and 
conferences  are  offered  for  parents, 
teachers,  and  business  leaders  in  18 
communities  statewide,  via  generous 
financial  support  from  the  Georgia 
Humanities  Council. 

"Character  education  is  the  basic 
ingredient  for  a  society  that  deals  in 
trust,  fairness,  honesty,  and  responsi- 
bility," says  Carl  Swearingen,  president 
of  Georgia  BellSouth. 

Personal  RespomiiilHty  Education 

Process  (PRB*).  Cua-  values  are  making 
a  comeback  in  St.  Louis  area  schools, 
thanks  to  a  character  education 
project  started  in  1988  by  Sanford  N. 
McDonnell,  chairman  emeritus  of 
McDonnell  Douglas  Corporation. 

PREP  offers  a  10-point  plan  for 
helping  schools  develop  programs 
tailor-made  to  meet  the  needs  of 
individual  communities.  A  project  of 
the  Cooperating  School  Districts  of 


This  year,  Ronald  McDonald®  is  touring 
classrooms  with  a  new  show  "On  the 
Inside"^"  which  teaches  kids  that  it's  their 
character  that  counts. 

Greater  St.  Louis,  Inc.,  PREP  reaches 
more  than  235,000  students. 

A  key  emphasis  of  the  PREP  process 
is  parent,  community,  and  business 
involvement  in  every  step  of  program 
development.  As  a  result,  PREP  has 
enjoyed  the  support  of  more  than  40 
businesses  and  foundations. 

TIM  People  Process  Bob  Cervenka, 
chief  executive  officer  of  Phillips 
Plastics  Corporation,  isn't  waiting  for 
schools  to  churn  out  the  high-tech 
knowledge  workers  he  needs;  he's 
helping  create  them. 

Phillips'  "Partners  in  Education" 
program  focuses  on  giving  students 
hands-on,  real-life  experiences  that 
show  the  practical  applications  of 
academic  subjects  such  as  mathemat- 
ics, science,  and  engineering. 

"I  believe  the  people  process  — 
how  people  work  together,  how  they 
treat  each  other,  the  values  they  share 
—  is  critical  to  business  success,"  says 
Cervenka,  who  has  shepherded  Phillips' 
growth  from  a  rural  start-up  in  1964 
to  a  $160  million  business  in  1997.  "It's 
the  lifeblood  of  our  organization.  But 
it's  not  often  taught  in  schools." 

Concerned  about  where  he'll  find 
his  company's  next  generation  of 
leaders,  Cervenka  has  also  recently 
endowed  a  $1.5  million  chair  to 
educate  and  train  young  people  about 
high-performing  organizational 
cultures  and  processes. 


ervenka,  chief  executive  officer  of  Phillips  Plastics  Corporation,  is  helping  to  create 
ech  knowledge  v^orkers  through  Phillips'  "Partners  in  Education"  program. 
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critical  issue  in  education  today." 

The  Heart  of  Schooling.  'Transmitting^ 

values  is  one  of  the  ways  that  a  civi- 
hzation  sustains  itself,  says  Thomas 
Lickona,  a  developmental  psychologist 
and  author  of  the  Educating  for 
Character:  How  Our  Schools  Can 
Teach  Respect  and  Responsibility. 
"When  a  society  does  not  pass  on  its 
core  virtues  to  the  young,  it  begins  to 
decline  and  fall.  Civilizations  don't 
flourish  forever." 

Moral  development  has  always 
been  a  central  part  of  the  mission  of 
schooling.  "Public  schools  are  the 
only  institution  where  everyone  can  go 
and  learn  what  it  is  to  be  American, 
and  what  that  special  vision  is  all 
about,"  says  Kristin  Fink  of  the  Utah 
State  Office  of  Education.  Utah  has 
embraced  character  education  as  part 
of  a  statewide  initiative  to  raise  stan- 
dards and  student  achievement. 
"Educators  are  charged  with  passing 
on  civilization  —  this  is  at  the  heart 
of  everything  we  do." 

Education,  as  an  exchange  between 
two  people  and  as  a  shared  responsi- 
bility, is  by  definition  a  moral  enter- 
prise, according  to  Kevin  Ryan,  an 
education  professt)r  at  Boston 
University. 

"ELducation  can't  carry  on  without 
a  moral  domain,"  savs  Rvan.  "We 


have  a  moral  responsibility  to  do  our 
work  well  and  to  provide  children 
with  the  opportunity  to  learn.  Our 
students  need  to  realize  that  educa- 
tion is  a  responsibility  you  measure 
up  to,  not  just  a  right.  They  need  to 
know  they're  drawing  upon  the  social 
resources  and  sacrifices  of  parents, 
taxpayers,  and  previous 
generations." 

America's  public  school 
system  was  founded  on 
this  very  notion.  "Only 
a  virtuous  people  are 
capable  of  freedom," 
wrote  Benjamin  Franklin. 
"Nothing  IS  more  important 
for  the  public  weal  than  to 
form  and  train  up  youth  in 
wisdom  and  \  irtue." 

After  World  War  II, 
however,  American  society 
began  to  shift  from  a  belief  in  shared 
values,  citizenship,  personal,  and 
social  responsibility  to  the  mantra  of 
personal  freedom  and  the  supremacy 
of  the  individual. 

In  the  ensuing  decades  and  in  the 
aftermath  of  the  values  clarification 
debacle,  which  reduced  the  notion  of 
universal  truths  to  personal  viewpoints, 
schot)ls  backed  away  from  a  straight- 
forward, confident  attempt  to  pass  on 
core  ethical  values  to  children. 


"  Only  a  virtuous 
people  are  capable 
of  freedom.  Nothing 
is  more  important 
. . .  than  to  form  and 
train  up  youth  in 
wisdom  and  virtue." 
BENJAMIN  FRANKLIN 


"The  breakdown  of  the  family 
had  a  direct,  palpable  impact  on  d 
lives  of  schools,"  says  Lickona. 
"Educators  are  feeling  the  pressun 
a  growing  problem:  the  arrival  of 
more  and  more  children  at  school 
who  do  not  have  even  the  most  ba; 
social  skills  and  the  most  rudimeni 
sense  of  right  and  wrorj*' 
Since  the  1960s,  eduJ* 
tors  have  been  scramblijj 


to  fill  the  void  created 
crumbling  family  structi 
expanded  work  hours, 
and  struggling  social  a 
religious  institutions.  N 
surprisingly,  character 
education  is  re-emergin 
with  an  almost  evangel: 
tic  fervor. 

"Character  educatio 
is  on  everybody's  radar 
screen,"  says  Charlotte  Frank,  vice 
president,  research  and  development,  1 
McGraw-Hill  Companies.  "Student: 
need  to  learn  that  we're  responsible 
for  ourselves  and  for  helping  each 
other.  This  is  an  American  issue  - 
part  of  living  in  a  democratic  sociei 
Character  education  is  being  advocated 
bt)th  sides  of  the  aisle  because  it  also  pn 
duces  improved  academic  performance. 


T 


Tutor/mentor  Stacey  Schaeffer  of  SAS  Institute  is  working  with  10th  grade  student  Chris 
Frizzell  from  Garner  Senior  High  School  through  the  Communities  in  Schools  program  in 
Wake  County,  NC. 
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oday's  character  education  mo\ 
ment  does  differ  from  earlier 
efforts,  however.  Schools  are  now  tryi 
to  focus  on  teaching  ethics  in  a  mor 
proactive,  formal,  and  systematic  w 
"Character  education  alone  won 
get  the  |ob  done,"  says  Robert  Wehlir 
senior  vice  president  of  Procter  & 
Gamble.  "But  in  combination  with 
other  systemic  reforms,  it  can  be  vei 
helpful." 

Whose  Values?  Inevitably,  wheneve 
schools  consider  character  educatioi 
the  first  question  most  ask  is:  "Who 
values  do  you  teach?"  The  answer, 
educators  say,  is  to  work  closely  wit, 
parents,  business,  religious,  and 
community  leaders  to  identify,  defin 
and  reach  agreement  on  the  values  th; 
everyone  supports  and  cares  about, 
"When  we  think  about  the  kind 
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G>ry  Snyder's  Vision  Helps 
Bowie's  Fire  Department 
See  Through  Smolce 

That's  Why  He's  a  Prudential  Spirit  of  Community  Award  Honoree 

Thanks  to  13-year-old  Cory  Snyder,  Bowie,  Maryland  is  a  safer  place  to  live.  Cory 
helped  the  volunteer  fire  department  acquire  a  lifesaving  piece  of  rescue  equipment 
and  earned  a  place  among  the  1997  Prudential  Spirit  of  Community  Award  honorees. 


I  felt  so  proud, 
realizing  that 
because  of 
my  project, 
lives  will 
be  saved.^^ 

—  Cory  Snyder 

1997  Spirit  of  Community 
Award  Honoree 


Working  hard  to  promote  a 
good  cause  finally  pays  off. 

Cory  spearheaded  a  fund-raising 
campaign,  "Project  Rescue 
Vision,"  wliich  raised  more 
than  $25,000.  The 
money  was  used  to 
buy  an  Infrared 
Imaging  System 
which  lets 
firefighters  see 
through  smoke  and 
darkness  to  help  find 
people  trapped  in  a 
fire.  Thanks  to  Cory,  lives 
will  be  saved. 

Prudential  shines  a  spotlight 
on  Cory  and  America's  other 
young  volunteer  heroes. 

Prudential  created  the  Spirit  of 
Community  Award  in  partnership  with 
the  National  Association  of  Secondary 
School  Principals  to  honor  Cory  and 
other  kids  with  outstanding 
community  service  achievements. 
During  a  special  ceremony  recently  in 


4  .J 


Washington,  D.C.,  the  award  was 
presented  to  104  young  heroes. 
We  proudly  congratulate  all 

Prudential  Spirit  of  Community 
Award  honorees  —  and  hope 
that  others  will  be  inspired 
by  their  example. 

Find  out  how 
local  heroes  can 
be  honored. 

There's  a  lot  that  kids 
are  doing  in  your 
community.  Feeding  the 
homeless.  Planting  trees. 
Visiting  the  elderly.  Help  us 
to  honor  these  young  heroes. 
Applications  and  information  on  the 
program  are  available  at  your  middle 
school  or  high  school  principal's  office. 
You  can  also  visit  our  website  at 
www.prudential.com/community. 

Or  you  can  write  to  us  at  Prudential, 
751  Broad  Street,  16th  floor,  Newark, 
NJ  07102.  Or  call  us  at  (201)  802-4568. 
Applications  are  due  to  school 
principals  by  October  30, 1997. 


(Sj  Prudential 


The  Prudential  Insurance  Company  of  America,  751  Broad  Street,  Newark,  NJ  07102-3777 


Catching  the  Spirit 


A  NEW  JERSEY  BOY  who  simply  wanted  to  make  sure  that 
poor  kids  got  to  share  in  the  fun  of  riding  a  new  bike  has 
unknowingly  inspired  Prudential,  the  nation's  largest 
insurance  provider,  to  encourage  community  service. 

Called  the  Prudential  Spirit  of  Community  Initiative,  the 

project  seeks  to  get  young  people  actively  involved  in 
creating  solutions  to  neighborhood  problems  and  issues. 

"Young  Americans  today  have  a  tremendous  amount 
of  ideas,  energy,  and  commitment  to  offer  their  commu- 
nities," says  Arthur  Ryan,  chairman  and  chief  executive 
officer  of  Prudential.  "By  recognizing  and  supporting 
youth  service  efforts  around  the  country,  we  hope  to 
persuade  more  and  more  ycning  people  that  they  can 
have  a  major  impact  on  the  health  of  their  communities 
by  pitching  in  as  volunteers." 

A  Prudential  executive  ct)nceived  the  idea  after  reading 
about  a  local  youth  who  —  on  his  own  accord  —  roamed 
the  streets  on  junk  day,  searching  for  cast-off  parts  he 
could  recycle  into  bikes  for  kids  who  didn't  own  one. 

Now  in  Its  third  year.  Prudential's  program  encourages 
young  people  to  "give  back"  to  their  neighborhoods, 
and  schools  by  providing  leadership  training,  community 
forums,  special  events,  and  by  making  it  easy  for  teens 
to  access  information  and  resources  about  wlunteer 
opportunities. 

The  initiative's  flagship  is  the  annual  Prudential 
Spirit  of  Community  Awards,  which  honor  young 
people  like  Katie  Eller,  a  fourteen-year-old  high  school 
student  from  Tulsa,  (Oklahoma. 

Since  1994,  Katie  has  raised  more  than  $65,000  for 


Randi  Schamerhorn  (left),  LA,  and  Madeline  Elish,  PA,  work  on  an 
icebreaking  exercise  during  the  Prudential  Spirit  of  Community  Awards. 

the  Tulsa  Day  Center,  a  homeless  shelter  —  all  by  sell- 
ing lemonade. 

Showing  enviable  media  savvy,  Katie  recruits  young 
entrepreneurs  to  her  cause  by  issuing  press  releases,  hold- 
ing news  conferences,  and  networking  with  family  friends. 

The  20,000  kids  and  teens  Prudential  has  honored 
for  self-initiated  community  service  are  a  far  cry  from 
the  stereotype  of  the  alienated  20-something 
"Generation  Xers"  depicted  in  the  news  and  entertain- 
ment media,  according  to  Ryan. 

"In  fact,  the  picture  of  the  typical  teenager  that 
emerged  from  our  study  shows  a  concerned  member  of 
the  community  eager  to  pitch  in  and  help  solve  prob- 
lems," says  Ryan.  "They  just  need  to  know  how,  and 
thev  need  to  be  asked." 


character  we  want  for  our  kids,  we 
want  them  to  be  able  to  judge  what's 
right,  care  cieepK'  about  what's  right, 
and  finally  do  what's  right,"  Lickona 
says.  "Even  in  the  face  of  pressure  from 
without  and  temptation  from  within." 

Even  in  this  era  of  distrust,  cynicism 
and  division  among  racial,  religious, 
political  and  socioec()nf)mic  lines, 
educators  are  finding  a  groundswell 
of  support  for  the  role  of  schools  in 
teaching  basic  values  such  as  honesty, 
caring,  perseverance,  and  respect. 

In  St.  Louis,  where  each  of  the  M 
public  school  districts  (40!  schools) 
involved  in  CSD's  Personal  Responsi- 
bility Education  Process  (PREP) 


develops  its  own  set  of  values,  47  sep- 
arate character  traits  emerged.  Two  top 
most  lists:  respect  and  responsibility. 

More  than  500  schools  and 
communities  across  the  country  have 
successfully  adopted  the  "six  pillars" 
of  character  —  responsibility,  citizen- 
ship, respect,  caring,  fairness,  and 
trustworthiness  —  promoted  by  the 
Character  Counts!  Coalition,  a  project 
of  the  Josephson  Institute  of  Ethics 
in  Marina  del  Rey. 

This  growing  consensus  dovetails 
with  international  studies  conducted 
by  the  Institute  for  Global  Research 
(IGE)  in  Camden,  Maine.  IGE  has 
found  that  five  values  consistently  cut 


across  all  cultural,  religious,  educa- 
tional, ethnic,  socioeconomic,  age 
and  gender  lines:  truth,  compassion, 
fairness,  responsibility,  and  respect. 

This  is  good  news  for  schools 
and  for  multinational  corporations 
struggling  to  build  worldwide  organi- 
zational cultures  based  on  core  values 
and  high  ethical  standards. 

"Programmitis"  vs.  Systemic  Changs. 

Experts  view  character  education  as  a 
long-term  process,  not  a  program. 

The  Character  Education  Partner^ 
ship  (CEP),  a  national  coalition  in 
Washington,  DC,  encourages  schools 
to  involve  parents  and  the  community 
every  step  of  the  way,  from  choosing 
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STATE  FARM 


INSURANCE 


State  Farm  Good  Neighbor  Award 


Diana  Mand's  art  class. 

Where  culture  meets  horticulture. 

Where  are  hammers,  rakes  and  jigsaws  considered  art  supplies?  At  Loch  Raven 
High  School,  where  Diana  Mand's  art  students  are  planting  a  sculpture  garden. 
In  addition  to  creating  artwork  suitable  for  display,  students  are  also  developing 
engineering,  landscaping  and  project  management  skills.  For  facilitating  the  design 
and  construction  of  this  one-of-a-kind  setting.  State  Farm  is  pleased  to  present 
the  Good  Neighbor  Award  to  Diana  Mand,  along  with  $5,000  to  Loch  Raven  High 
School  of  Baltimore,  Maryland. 


STATE  FARM  INSURANCE  COMPANIES  •  Home  Offices;  Bloomington,  Illinois  •  www.statefarm.com 


Diana  Mand 


1988  •  The  Honorable  Terrel  H.  Bell,  Former  US.  Secretary  of  Educati 

•  Helen  'Jinx''  Crouch,  President,  Literacy  Volunteers  of  America 
Senator  Claiborne  Pell,  D-Rhode  Island  •  1989  •  Dr.  Kenneth  B.  Clar 

Distinguished  Professor  of  Psychology  Emeritus,  City  University  of  New  Yo 

•  The  Honorable  Richard  W.  Riley,  Former  Govenun'  of  South  Caroli 

•  Dr.  Kathleen  A.  Ross,  snjm,  Presidoit,  Heritage  College  •  1990  •  Jam 
P.  Comer,  M.D.,  Maurice  Falk  Projessor  of  Child  Psychiatry,  Yc 
U}uversity  CJiild  Study  CeiHer  •  Clark  Kerr,  President  Emeritus.  Univers 
oj  Calijornia  •  Dr.  Richard  C.  Wallace,  Jr.,  Superintendent,  Pittsbur. 
Public  Schools  •  1991  •  Dr.  Judith  Taack  Lanier,  Dean  of  Educati 
Miclugan  State  University  and  President,  Michigan  Partnership  for  N 
Education  •  Dr.  Robert  H.  McCabe,  President,  Miami-Dade  Commun 
College  District  •  Dr.  Theodore  R.  Sizer,  Professor  of  Education,  Bro 
University  and  Chairnmn.  Coalition  of  Essential  Schools  •  1992  • 
Shirley  A.  Hill,  Curators'  Professor  of  Education  and  Mathemati 
U)uversity  of  Missouri-Kansas  City  •  Dr.    Thomas   W.  Payza 
Superintendent.  San  IJiego  ScJiools  '  Dr.  Edward  Zigler,  Sterling  Professor 
PsycluAogy.  Yale  Ufuversity  •  1993  •  Sister  Mary  Brian  Costello,  R.S. 
Chief  of  Staff.  ArcJidiocese  of  CIncago  •  Sharon  Darling,  President,  Natio 
Center  for  Family  Fiteracy  •  The  Honorable  Booth  Gardner,  Form 
Covcrnor  of  \Vashuigt()}i  •  1994  •  Patricia  M.  Bolanos,  Principal,  Key  a 
Renaissance  Schools,  buiianapolis  •  Harold  Howe  H,  Former  U, 
Coiiujussioner  oj  Education  •  Alicia  Thomas,  Principal,  Jackson-Kelt 
Eleiiienlary  School,  San  AiHoiuo,  Texas  •  1995  •  James  E.  (Gene)  Botto 
Ed.D.,  DiiLii.     HigJi  Schools  That  Work  p7'ogram,  Southern  Regio 
Education  Board  •  Ernest  L.  Boyer,  Ph.D.,  Fonfier  U.S.  Commissioner 
Education  and  President.  TJie  Carnegie  Foundation  for  the  Advancement 

ing  •  Mary  E.  Diez,  Ph.D.,  Dean  of  Education,  Alverno  Colleg 
1996  •  Yvonne  Chan,  Ed.D.,  Principal  Vaughn  Next  Century  Fearni 
Center  •  Donald   W.    Ingwerson,    Ed.D.,    Eos  Angeles  Conn 
J  cut  of  Schools  '  Governor  Roy  Romer,  Governor  of  Colora 


Honoring 


EDUCATIONAL  INITIATIVES 
THAT  ARE  MAKING  A  DIFFERENCE 

The  Harold  W.  McGraiv,  Jr.  Prize  in  Education 


kccess  to  quality  education  has  the  potential  to 
ficantiy  better  our  society — to  improve  the  lives 
1  Americans.  It's  one  reason  that  for  more  than 
/ears.  The  McGraw-Hill  Companies  has  devoted 
lergies  to  supporting  education  in  all  its  forms, 
he  past  ten,  we  have  amplified  this  support  by 
Jing  the  Harold  W.  McGraw,  Jr.  Prize  in 
ation  to  those  who  are  leading  the  way. 
Ve\e  recognized  those  who  encouraged  literacy; 
education  more  meaningful  for  disadvantaged 
ren;  improved  access  to  higher  education  for 
rity  students  underrepresented  in  our  nation's 
ges,  graduate  and  professional  schools; 
uraged  school-to-career  training  to  assist  those 
are  not  college-bound;  and  more.  Named  for  the 
aration's  chaimian  emeritus  in  acknowledgment  of 
ifelong  commitment  to  improving  American 
ition,  these  awards  are  one  of  our  contributions 
vancing  American  education, 
"his  year's  winners,  chosen  by  a  distinguished 
I  of  judges,  reflect  the  diverse  face  of  education 
/.  Most  of  all,  they  underline  a  spirit  of 
:vement,  of  unfailing  faith  in  the  possibilities 
ccess  for  all.  We  are  pleased  to  announce  the 
lients  of  the  1997  Harold  W.  McGraw.  Jr. 
•  in  Education  and  their  achievements: 
iarbara  Bush  —  Improving  Family  Literacy 
le  nation's  public  champion  of  literacy,  Barbara 
uses  her  energy,  visibility  and  commitment  in  the 
:y  held  belief  that  if  more  people  could  read,  write 
;omprehend,  our  society  would  be  that  much 
:r  to  solving  many  of  the  social,  economic  and 
ical  problems  that  trouble  us.  By  founding  the 
ara  Bush  Foundation  for  Family  Literacy  in 
,  Mrs.  Bush  has  improved  the  reading  skills  of 
of  thousands  of  parents  and  their  children. 


■IW  Carmichael.  .Ir.  —  Minoritv  Admission  to 
Professional  Schools  Dr.  JW  Carmichael  has  spent  his 
career  proving  that  human  potential  can  be  developed 
—  that  it  is  not  class,  race  or  economically  determined. 
His  work  has  helped  to  change  the  way  .science  and 
mathematics  are  taught  at  independent  colleges, 
especially  to  less  advantaged  students.  Dr.  Carmichael, 
a  chemistry  professor  and  pre-med  advisor  at  Xavier 
University,  has  helped  African-American  graduates  of 
Xavier  attain  double  the  national  average  for  admission 
to  prestigious  medical  and  dental  schools.  And,  of  those 
who  are  accepted,  95%  finish  medical  school. 

Diana  Natalicio  —  Higher  Educatiim  for 
Hispanic  Students  During  Diana  Natalicio's  ten 
years  as  president  of  the  University  of  Texas  at  El  Paso 
(UTEP).  the  university  has  seen  unprecedented  growth 
and  development,  gaining  international  acclaim  as 
an  example  of  the  power  of  diversity.  Dr.  Natalicio 
has  helped  UTEP  create  outstanding  educational 
opportunities  for  Hispanic  students,  increasing 
minority  student  participation  in  science  and 
engineering — two  areas  where  Hispanics  arc 
dramatically  underrepresented,  and  spurred 
UTEP  to  improve  the  quality  of  life  in  its  surrounding 
community  through  numerous  outreach  initiatives. 

Vera  M.  White  —  Achievement  Through 
Character  Elducation  As  principal  of  Jefferson  Junior 
High  School  in  the  heart  of  Washington,  DCs  inner-city. 
Vera  White  has  made  character  education  and  high 
expectations  into  powerful  vehicles  for  achievement  in 
her  minority  student  body.  Through  this  deliberate 
effort  to  teach  right  and  wrong  through  good  example, 
curriculum  and  total  school  environment,  she  has 
harnessed  the  resources  of  all  members  o\  her  school 
community  to  help  all  students  discover,  and  believe,  that 
they  can  succeed  in  whatever  they  wish  to  accomplish. 


The  McGraw-Hill  Companies 

www.mcgraw-hill.com 
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core  values  to  selecting  classroom 
materials,  creating  new  curriculum, 
and  putting  the  character  traits  in 
action  both  inside  the  school  walls 
and  outside  in  the  community 
through  neighborhood  service  projects. 

"Character  education  should  be 
comprehensive,  encompassing  all 
aspects  ot  schooling  —  the  teacher's 
example,  discipline  policy,  academic 
curriculum,  instructional  process, 
assessment  of  learning,  management 
of  the  school,  and  so  on."  says  Esther 
Schaeffer.  CEP  executive  director. 

Histor\'  is  ripe  w  ith  stories  of 
bravery,  courage,  and  moral  con- 
flicts. .A  lab  experiment  involving  DXA 
or  a  discussion  of  cloning  is  missing 
the  mark  if  the  ethics  of  scientific 
research  and  adx  ances  aren't  explored. 

Clubs,  after-school  activities, 
latchkey  programs,  dance  and  choral 
music  performances,  student  art  dis- 
plays, physical  education,  orchestras 
and  sports  —  the  full  tapestry  of 
American  education  —  all  provide 
opportunities  for  either  undermining 
or  building  student  character. 

"Character  interweaves  with 
evervthina  we  teach  on  a  dailv  basis." 


says  Louis  Martinez,  principal  of 
Cibola  High  School  in  Albuquerque, 
New  Mexico  arid  a  Character 
Counts!  Coalition  member.  "It  must 
permeate  the  entire  life  of  the  campus 
in  a  pervasive,  purposeful  way." 

Ten-minute-a-day  pro- 
grams and  slogans  pasted 
on  bulletin  boards  only 
trivialize  a  critical  issue  if 
the  virtues  espoused  are 
not  imbedded  in  the  cur- 
riculum, brought  to  life  by 
the  teacher  and  reflected  in 
the  child's  experience  in  the 
classroom. 

"Children  need  to 
understand  that  moral 
excellence  is  really  a  major 
goal  of  life,  and  therefore 
of  education,"  says  Ryan.  "Charity, 
perseverance,  justice,  courage,  and 
responsibility  —  the  hard  virtues  of 
soul-crafting  —  should  be  part  of  the 
stories,  literature,  and  life  of  a  school." 

While  a  rigorous,  rich  curriculum 
is  essential,  schools  have  to  do  more 
than  set  high  academic  standards  to 
foster  the  healthy  development  of  all 
children.  According  to  Eric  Schaps, 
president  of  the  Developmental  Studies 


"All  of  us  in  busi- 
ness and  the  entire 
adult  community 
need  to  do  our  part 
in  helping  build 
young  people  of 
high  character." 


hard  v/ork 


Personal  Responsibility  Education  Process  (PREP)  emphasizes  the  importance  of  involve- 
ment from  parents,  communities,  and  businesses  in  character  education  programs. 


Center,  schools  must  also  become 
"caring  communities  of  learning." 

"Character  development  means 
reconfiguring  what  is  talked  about, 
how  it  is  taught,  and  the  relationshii 
between  teacher  and  student,  home 
and  school,  in  a  funda- 
mental way,"  says  Schaps, 
"Children  need  the  oppo.-  . 
tunity  to  contribute  to  th|;  j 
welfare  of  their  classmate  -3 
and  to  be  a  valued,  con- 
tributing, influential  part 
of  the  group 

Debating  issues  respec  jvti 
fully,  making  decisions, 
resolving  conflicts,  teachii 
others,  appreciating  diver  r-,-; 
sity.  exercising  leadership, 
and  working  well  as  a 
team  —  skills  that  are  essential  to  a 
democratic  form  of  government  as 
well  as  to  success  in  business  and  fami 
ly  life  —  take  years  of  practice  to 
refine  and  require  an  entirely  differa  ^-^ 
set  of  teaching  strategies. 

That's  why  traditional  methods, 
where  the  teacher  stands  in  front  of  tl  ^ 
class  and  presents  information  in  an 
organized  fashion  while  the  students 
listen  attentively,  are  not  adequately 
preparing  students  for  the  new  realiti( 
of  the  workplace. 

If  teachers  are  going  to  help  stu- 
dents develop  the  skills  they  need  as 
knowledge  workers,  the  focus  is  go 
to  ha\"e  to  shift  from  imparting  vvisdol 
to  developing  relationships  and  help- 
ing students  connect  their  learning  t4: 
"real-world"  experiences 

'Relationships  with  peers  and  adul 
are  key  to  child  motivation,  sense  of 
comfort  and  'prosociaP  behavior," 
says  Schaps.  "A  sense  of  community 
is  pivotal  in  terms  of  kids  becoming 
caring,  kind,  respectful,  and  helpful. 
The  more  schools  can  become  like 
good  families,  the  more  effective 
thev'll  become  at  nurturing  characten 
I  il  tttlMt.  As  the  imestmeri 
in  character  education  deepens  acres  j^  . 
the  country,  pressure  increases  to  pro  ^, 
duce  measurable  results.  j^^. 
Executives  who  must  constantly  jf.. 
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;t  their  business  practices  to 
new  marketing  realities,  delight 
)mers,  and  improve  quality  are 
rstandably  impatient  with  educa- 
i  slow  pace  of  change, 
isiness  leaders,  strong  adherents  to 
elief  that  "what  gets  measured, 
done,"  have  little  patience  for 
:  educators'  insistence  that  char- 
,  like  learning,  is  too  complex  an 
to  be  measured  accurately, 
"or  a  student  to  meet  world-class 
iards,  schools  are  going  to  have 
I  a  number  of  things  differently, 
ding  paying  attention  to  character 
;haracter  education,"  says 
ey  Litow,  vice-president  of  cor- 
te  community  relations  for  IBM. 
certainly  believe  that  high  stan- 
5  and  an  assessment  system  to 
ure  those  standards  against  are 
lly  important.  Otherwise  you 
■  know  what  works." 
;  part  of  its  Reinventing  Education 
:  program,  IBM  researchers  are 
oping  new  computer  models  to 
'ze  academic  standards,  curricu- 
and  achievement  data  from 
ighout  the  world.  Beginning  this 
IBM  plans  to  post  annual  reports 
lucation  on  the  Internet,  including 
national,  national,  and  state-by- 
comparisons. 

^ill  character  education  survive 

this  level  of  scrutiny  and 
antability?  Absolutely,  proponents 
)ointing  to  a  variety  of  specific 
lures,  such  as  the  number  of 
;round  fights,  student  pregnancies, 
;cores,  attendance,  tardiness, 
swork  completion  rates,  discipline 
rals,  and  drop-out  rates,  as  well 
ifter,  more  subjective  measures 
as  students'  behavior  during 
ly  night  football  games  or  the 
uctivity  of  cooperative  learning 
ps  —  all  of  which  point  to 
acter-related  behaviors. 
OChenever  a  school  has  made  a 
us,  systematic  effort,  teachers 
rt  improvements  in  student  con- 
,  classroom  morale,  and  positive 
lack  from  parents,"  says  Lickona. 


Virtues. 
Integrity. 

Service. 


The  John  Teinpletou  Foundation  pronclh^  supports  several 
national  initiatives  to  recognize  colleges  that  actively  affirm  and 
uphold  the  essential  mission  of  higher  education — inspiring 
students  to  lead  ethical  and  civic-minded  lii'es. 

Our  1997  •  1998  Honor  Roll  for  Character-Building  Colleges 
is  a  428-page  college  guidebook  profiling  134  colleges  and 
universities  that  encotirage  young  peoj)le  to  develop  the 
virtues,  integritv  and  ideal  of  service  so  vital  to  our  society-. 

Call  for  a  Complimentary  Copy 
800-245-1285 

(Phast  alloiv  2-4  zceeks for  deliven) 
To  access  a  copy  of  the  guidebook  I'lsit  our  iceb  site  at: 

www.templeton.org 


John   T  e  m  p  l  e  t  o  n  Foundation 
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"Schools  can  be  caring  and  challeng- 
ing ar  the  same  rime."  agrees  Catherine 
Lewis,  author  of  Developing  Hearts 
j>id  Minds.  "In  fact,  both  of  these 
have  to  happen  if  we  are  going  to 
create  schools  that  are  ethical,  acade- 
mically high  achieving  and  focused 
on  excellence." 

Jefferson  Junior  High  School  in 
Washington,  DC.  is  a  case  in  point. 
For  nearly  10  \ears.  Principal  \'era 
White  has  focused  the  school  and 
business  community  on  character. 
Once  plagued  by  academic  failure. 
Jefferson  students  now  meet  or  out- 
score  national  norms  on  standardized 
tests.  Jefferson's  attendance  rate  of 
96.^%  is  the  city  system's  highest. 
Less  than  1%  drop-out.  "Our  goal  is 
to  invest  in  the  future  of  ever\'  child, 
so  that  all  are  independently  capable 
of  doing  the  right  thing,"  says  XX'hite. 

For  America's  future,  the  stakes  have 
never  been  higher.  "We're  not  compet- 
ing against  the  school  down  the  street 
or  in  the  next  state,"  says  IBM's  Litow. 
"If  we  want  to  preserve  the  future  for 


Character  education  coordinators  from  the  Wasatch  County  School  district  in  Utah  discuss! 
a  TV  campaign  on  the  importance  of  developing  good  character. 


our  children,  we  ha\e  to  do  a  better  job 
of  education,  as  quickly  as  we  can." 

"Technology  leverages  our  ethics 
today  in  a  way  it  never  did  in  the  past," 
sa\  s  Kidder,  citing  the  Chernob\  l 
nuclear  accident  as  an  example.  "The 
bottom  line  is  this.  \Xe  may  not  sur\"ive 
the  21st  century  using  the  ethics  of 
the  20th  centurv." 


Xon?  Carr  is  an  aivard-ivinmng  writer^ 
editor  and  photographer  who  specialize^ 
in  education  and  school  reform. 
Director  of  marketing  and  developme. 
for  the  Cooperating  School  Districts, 
a  non-profit  education  agency  serving 
47  school  districts  in  the  Greater  St. 
Louis  area,  Carr  works  closely  with 
school,  business,  and  community  leade, 
across  the  country. 


Benchmarks  for  Quality 

Looking  to  invest  in  character  education?  While  approaches 
vary  across  the  country  —  based  on  community  needs  and 
issues  —  the  best  share  these  guiding  principles  and  beliefs: 

1.    Core  ethical  values,  such  as  caring,  honesty,  fairness, 
responsibility,  and  respect  for  self  and  others,  form 
the  basis  of  good  character. 

I.   Good  character  consists  of  understanding,  caring 
about,  and  acting  upon  core  ethical  values.  "Knowing 
the  good,  loving  the  good,  and  doing  the  good"  are 
the  ultimate  goals  of  character  development. 

%.    Character  education  is  woven  into  the  fabric  of  school 
life  in  a  planned,  proactive  way,  and  is  seen  as  central 
to  the  school's  mission  and  purpose. 

4.    For  character  to  take  root  in  the  heart  of  the  child,  it 
has  to  be  a  part  of  the  daily  experience  of  school. 
Children  who  develop  close  relationships  with  par- 
ents, support  staff,  administrators  and  teachers,  are 
more  likely  to  develop  into  ethical,  caring,  high- 
achieving  adults. 

i.    Character  education  is  not  a  spectator  sport.  Students 
need  opportunities  to  practice  moral  behavior  and 
decision-making  by  grappling  with  real  life  chal- 
lenges, from  reducing  fights  on  the  playground  to  car- 
rying out  a  community  service  project. 


10 
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Character  development  and  learning  are  inseparable. 
Children  thrne,  morally  and  academically,  when  they 
feel  challenged,  supported  and  respected  in  their 
learning. 

Schools  should  strive  to  develop  students'  intrinsic 
motivation  to  do  what's  right  and  should  minimize 
rewards  and  punishments  that  distract  attention  for 
the  real  reasons  to  behave  responsibly. 
All  staff,  parents,  and  volunteers  share  responsibility 
for  helping  the  school  become  a  moral  and  caring 
community,  where  everyone  adheres  to  the  core  values 
that  guide  the  education  of  students. 
Character  education  needs  champions  —  students, 
teachers,  support  staff,  parents,  and  community  vol- 
unteers who  can  lead  the  effort  and  recruit  others  to 
the  cause. 

Parents  and  community  members  are  full  partners  in 
the  character-building  effort. 

Character  education  efforts  are  measured,  evaluated 
and  improved  on  an  ongoing  basis. 


Source:  Eleven  Principles  of  Effective  Character  Education, 
Character  Education  Partnership,  918  16th  Street,  NW,  Suite 
501,  Washington,  DC  20006,  (800)  988-8081;  (202)  296-7779/fax; 
resctr@character.org/email;  www.characterorg/web  site. 
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m  THIS  FARM  BOY  KEEP 
DCKHEED  IN  ORBIT? 

CEO  Vance  Coffman  has  to  make  Norm  Augustine's  far-tlung  acquisitions  mesh 


le  education  of  Vance  D.  Coffman 
las  been  swift  and  thorough  in  re- 
cent years.  Five  years  ago,  he  re- 
calls that  he  still  "felt  a  tug  at  the 

my  stomach"  when  dealing  with 
in  businessmen.  The  occasion:  meet- 
the  posh  Baltschug  Kempinksi  Ho- 
coss  the  river  fi'om  the  Kremlin,  to 
ip  a  joint  Russian-Lockheed  rocket 
im.  "Can  we  tmst  the  people  we're 
g  with?"  Coffman  wondered, 
^ood  question  for  a  man  who  has 

much  of  his  career  in  the  shad- 
^orld  of  classified  militaiy  progi-ams. 

days,  however,  Coffman,  the  53- 
Id  CEO  of  Lockheed  Martin  Corp. 


and  successor  to  Norman  R.  Augustine, 
has  long  since  gotten  over  such  post- 
cold-war  jitters.  Now,  the  down-to-earth 
executive  has  bigger  issues  to  ponder: 
He's  redirecting  the  $30  billion  maker  of 
satellites,  rockets,  and  jet  fighters  into 
a  new  array  of  commercial  ventui'es.  In 
five  years,  Coffman  hopes  40%  of  earn- 
ings will  come  from  the  commercial  side, 
up  fi'om  less  than  20%  today. 

When  he  took  over  as  ceo  on  Aug.  1, 
Coffman  was  a  little-known,  inside- 
operations  guy  whose  days  in  the  clas- 
sified world  taught  him  not  to  say  more 
than  he  needed  to.  Now  he  must  follow 
the  charismatic  Augustine,  a  master 


dealmaker  at  the  center  of  the  big  de- 
fense-industry consolidation  of  the  1990s. 
To  succeed,  Coffman — an  engineer  by 
training — must  transform  himself  into 
an  outspoken  strategist  and  public 
cheerleader.  "He  made  his  name  oper- 
ating at  deck  level,"  says  one  Lockheed 
Martin  insider.  "Now,  he's  operating  at 
25,000  feet,  following  a  guy  who  opei-- 
ated  at  50,000  feet." 

For  all  his  dealmaking,  however,  Au- 
gustine handed  over  a  collection  of  busi- 
nesses that  resembles  a  defense  industry 
ar-chaeological  dig.  Thr-ough  the  $5  billion 
merger-  of  Ms  Martin  Marietta  Corp.  with 
Lockheed  and  the  $9  billion  purx-hase  of 


VANCE  D.  COFFMAN 

ii'H  1944,  Kinross,  Iowa 

1967  BS,  Aerospace  Engineering, 
Iowa  State  University 

1973  PhD,  Aeronautics  and  Astro- 
nautics, Stanford  University 


1967  Lockheed  Space  Systems  Div. 
Guidance  and  control  systems 
analyst;  later  headed  up  classified 
space  programs 

1988  President  of  Space  Systems 

1995  Named  president  and  chief 
operating  officer,  Lockheed  Martin 
Space  &  Strategic  Missiles  Sector 

1997  Becomes  Lockheed  Martin 
chief  executive  officer 


Devising  a  way  for  spy  satellites  to 
use  stars  to  correct  their  course  in 
space 

/  Married  for  31  years  to  high 
school  pal  Arlene;  two  daughters,  Hol- 
ly, 27,  and  Heather,  24 

H^^-PtH:j%  Backpacking,  cross- 
country skiing,  golf 
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ON  A  CLEAR  DAY  YOU  CAN  SEE.. 
WHATEVER    THE    HECK    YOU  WANT. 


PROJECTION    BRILLIANCE,    LIMITED  ONLY 


We've  been  thinking  about  what  makes  the 
perfect  kiige  screen  projection  system.  Our 
first  thought  was  what  it  means  to  you. 

It  occurred  to  us  that  the  ideal  projection 
sohition  gives  you  and  your  customers  the 
abihty  to  apply  your  most  powerfiil  tool  - 
imagination. 

Here  at  Electrohome,  it's  all  about  what  our 
thinking  brings  to  yours.  Wliat  our  technology 
biings  to  your  ideas.  Quite  simply,  we  offer 
you  the  freedom  to  show  whatever  you 
want,  however  you  want. 

We  think  the  perfect  large  screen  projection 
system  is  a  solution  from  Electrohome. 
We  think  you  will  agree. 


r    BY    YOUR  IMAGINATION 


Please  call  us  or  \isit  our  web  site  to  find 
out  what  we  can  do  for  you. 


TliP  nctc  VistaPro  2000  is  the  latest  -  and 
brightest  -  addition  to  the  Vista  Seiies  of  high- 
resolution  projectors.  Digital  Liglit  Processing 
means  added  brilliance  for  your  niultirnedia 
and  video  presentations. 

dip 
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ELECTROHOME 


visionary  Thinking'" 


Tel  1-800-265-2171  Fax  (519)  749-3136 
www  electro  com 
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Professional 
Presentations 


ssQ  Your 
'resentations 
Leady  for  the 
^ig  Time? 

long  all  of  the  daunting  variables 
ng  business  presenters,  one  aspect 
:orporate  presentations  has  long 
n  consistent:  the  size  and  nature  of 
viewing  screen.  Whether  they've 
ed  on  overhead  transparencies,  slide 
jectors  or  computer-based  projec- 
1  devices,  speakers  almost  always 
e  displayed  their  presentations 
reflective  front-of-the-room  panels, 
ically  drop-down  or  stand-up  screens 
3are  white  walls. 

[  that  is  starting  to  change.  With  the 
wing  use  of  high-brightness,  large- 
;en  displays  in  auditorium-like 
ings,  not  to  mention  the  emerging 
[ance-leaming  and  Internet  television 
rkets,  presentations  increasingly 
St  be  displayed  on  projection  screens 
ging  in  size  from  very  small  to  very 
>e,  often  in  rooms  with  significant 
ounts  of  ambient  light.  This  has 
3ortant  implications  for  the  ways  in 
ich  presentations  are  designed, 
'atching  a  large-screen  projection 
play  200  feet  away  is  a  far  different 
)erience  than  looking  at  a  brightly 
wall  in  a  dark,  intimate  conference 
)m,"  says  Bill  Scott,  director  of 
rketing  for  Electrohome  Limited, 
;ading  maker  of  high-brightness  pro- 
tion  displays.  "It  can  be  an  extremely 
isfying  one,  but  only  if  presentations 
:  designed  specifically  for  the  large- 
een  display." 

isigning  for  Projection  Displays 
sign  engineers  at  Microsoft' 
;bTV  Networks  and  elsewhere  have 
;nt  the  last  several  years  saidying  the 
sign  requirements  for  presentations 
livered  over  television  screens,  large- 
een  projection  displays  and  similar 
;dia.  They  offer  these  presentation 
s,  many  of  which  differ  dramatically 
im  the  lilies  for  ordinary  slide -based 
;sentations.  Among  them: 
^member  your  audience.  Both 
/  and  auditorium  audiences 
id  to  be  much  more  distractable 


A  TEXAS  INSTRUMEHIS  TECHNOLOGY 


WHEN  YOU  DIGmZE 
MORE  NAniRAL. 


Welcome  to  the  revolution  in  visual 
resolution.  Digital  Light  Processing™ 
(DLP"')-  Technology  created  by  Texas 
Instniments,  The  world's  first  all-digital 
display  tecfinology  made  possible  by 
digitizing  light.  So  images  project  seam- 
lessly with  uniform  brightness.  And 
colors  appear  natural  instead  of  like 
colors  in  a  cartoon.  Look  for  DLP™  inside 
state-of-the-art  projection  systems. 
And  see  the  revolution  in  digital  resolu- 
tion for  yourself. 

1-888-DLP-BY-TI,  ext.  2903, 
or  www.ti. com/dip/ 


Trailoiiiark  of  U-) 
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Picture  the  beauty  of  digital  light. 
The  dramatic  digital  technology  from  Texas  Instruments. 

Texas 
Instruments 

than  conference-room  viewers,  and 
so  simplicity,  clarity  and  motion 
are  even  more  important  for  these 
presentations  than  they  are  for  slide- 
based  ones. 

Esfablisli  a  focal  point.  Television  and 
auditorium  audiences  are  accustomed 
to  looking  at  a  single  focal  point.  It's 
therefore  best  to  place  fewer  items  on 
a  screen  than  you  ordinarily  would  and 
to  position  the  most  important  elements 
so  that  viewers'  eyes  are  automatically 
drawn  toward  them. 
Thinl<  big.  Television  screens  and  large- 
screen  projection  displays  tend  to  have 
lower  resolution  than  high-end  computer 
monitors.  Fine  details,  like  small  text 
and  thin  lines,  can  be  difficult  to 
discern  and  should  be  avoided,  espe- 
cially in  auditorium  settings  where  the 


audience  may  be  several  hundred  feet 
from  the  screen. 

Mind  your  colors.  Full  red  or  white 
backgrounds  can  cause  screen  distortion. 
If  you  want  a  white  background,  advise 
WebTV  engineers,  try  90%  white.  But 
darker  backgrounds,  like  charcoal,  tend 
to  work  best.  To  make  text  easier  to 
read,  use  light-colored  type  against  a 
dark  background. 

Sound  off.  Television  viewers  and 
auditorium  audiences  alike  are  used 
to  hearing  as  well  as  seeing.  By 
incorporating  music  into  a  presentation, 
you  can  provide  a  more  emotional 
experience  that  helps  make  up  for  any 
lack  of  intimacy. 

Registered  trademark  of  Microsoft  Corporation 

Kevin  R  Hopkins  is  vice-president  for  Communications 

at  Inspired  Arts  Digital  Medio  Group  (www  inspiredarts  com) 


People 


Loral's  and  others'  defense  assets,  sales 
have  gi'ouTi  to  $30  billion  from  $6  billion 
in  1992.  And  eai'ly  this  year,  Augustine 
oversaw  the  proposed  $11.3  billion  pur- 
chase of  Nortlii-op  Gniniman  Corp. 
COST  OVERRUN.  Now  it  will  be  up  to 
the  quietly  focused  Coffman  to  get  the 
far-flung  pieces  working  together 
smoothly  as  he  squeezes  out  better  per- 
formance. He's  got  his  work  cut  out  for 
him:  Analyst  Paul  H.  Nisbet  of  jsa  Re- 
search Inc.  expects 
1997  eiUTiings  to  be 
flat,  at  $1.3  biUion, 
on  sales  up  7.4%, 
to  $28.9  billion.  To  boost  sales  and  prof- 
its, Coffman  is  charging  into  high- 
gi-o\\th  businesses  in  such  ai'eas  as  com- 
mercial space,  infomiation  services,  and 
telecommunications.  But  the  diversifi- 
cation strategy  has  its  risks.  Merrill 
L>Tich  &  Co.  recently  cut  its  1997  earn- 
ings estimate,  in  part  because  Lock- 
heed's CalComp  Technology'  unit  is  hav- 
ing problems  with  an  ink-jet  plotter  it 
developed  for  architectural  drawings. 

At  the  same  time,  Coffman  must  con- 
tend with  other  problems.  He  must 
prove  to  WasMngton  that  the  company's 
potentially  lucrative  antimissile  defense 
progi'am  is  worth  its  $10.3  bilHon  price 


tag — despite  foui"  flubbed  intercepts  out 
of  four  tests  so  far.  Then  there  is  Pit 
No.  9  at  the  Idaho  National  Engineer- 
ing &  Environmental  Laboratoiy,  a  dis- 
astrous nuclear  waste  cleanup  contract. 
Locklieed  Martin  ah'eady  has  exceeded, 
the  $200  million  fLxed-pnce  contract  by 
$57  million.  Coffman  concedes  that  these 
ai'e  liigh-profile  problems  but  insists  they 
represent  only  a  handful  of  the  "10,000 
contracts  in  this  coiporation." 


his  Midwestern  roots:  fiiendly,  straiglj 
foi-ward,  and  no-fiills.  Coffman  met  1 
wife  of  31  years,  Arlene,  when  th 
were  in  high  school.  And  long  aft 
learning  the  art  of  wTangling  as  a  b(  ''^^ 
Coffman  still  likes  to  ride  at  an  annii  - 
rodeo  in  Wyoming  for  aerospace  ex^  • 
known  as  the  Conqiiistadores  del  Ciei  - 
"If  you  met  him  in  a  Wal-Mart  stoiu 
you  wouldn't  know  he's  the  CEO  of  op 
of  the  largest  com.panies  in  the  worlqi*- 


''Vance  ran  programs  that  were  on  the  cuti 


Raised  on  a  modest  160-acre  com  and 
soybean  farm  in  Winthrop,  Iowa  (popu- 
lation 750),  Coffman  spent  his  earhest 
days  learning  the  value  of  hard  work 
and  discipline.  From  the  age  of  5,  he 
and  his  three  brothers  milked  the  fami- 
ly cows  at  6  a.m.  each  day.  First,  Coff- 
man's  parents  put  him  in  charge  of  just 
one  cow.  By  age  10,  he  was  in  charge  of 
five.  The  early-hour  milking  sessions 
gave  Coffinan  a  taste  of  capitahsm:  The 
money  the  boys  brought  in  paid  for  the 
family  gi'oceries.  When  Coffman  was  9. 
he  bought  his  first  horse  with  $125 
earned  ft-om  plowing  a  neighbor's  field. 

Today,  Coffman  remains  a  product  of 


says  Aerospace  Industries  Assn.  Presi  -i? 
dent  Don  Fuqua.  "He  has  nevei'  forge  itt 
ten  where  he's  from."  _.l 
By  his  high  school  years,  CoffmslM  8 
could  see  there  wasn't  much  of  a 
ture  on  the  family  farm.  So  he  plowe  ■  ai 
into  schoolwork  instead,  encourage  rxi 
by  his  mother,  a  grade-school  teachejir* 
and  his  father,  who  completed  threl:ili 
years  of  a  college  chemical-engineerir,  :  i 
degi'ee.  Coffman  gi-avitated  toward  sood 
ence  in  an  age  when  the  Sputnihret 
launch  and  ensuing  space  race  attrac  jk 
ed  droves  of  promising  young  men  ibs. 
engineering.  "I  had  a  keen  interest  ijim 
aerospace."  he  says.  "I  wanted  to  knoiiir 


Official  Car  of  the  Supercharged  Family. 


Von  talk  on  the  run.  Think  on  the  run.  Eat  on  the  run.  Now,  to  keep  up  with  your  accelerated  pace, 
there's  the  supercharged  240-horsepower  Regal  GS.  In  fact,  when  it  comes  to  acceleration.  Motor  Trend 
says,  "...to  touch  a  similar  import  sedan. ..you'd  need  to  nearly  double  the  sticker.  "Add  the  fact  that 
Regal  has  the  most  standard  safety  features  in  its  class,  *  and  you  might  say  we've  found  our  calling  as 
»o^^    Official  Car  of  the  Supercharged  Family.  The  all-new  Regal  GS. 


RegaUiBuick 


Fur  uu(  new  video  and  DroLhure,  >  .ili  1 -800-4A-8UICK. 


hings  happen  the  way  they  do." 
ling  from  Winthrop,  however, 
an  found  it  wasn't  so  easy.  It  took 
ve  years  to  gi'aduate  ft'om  Iowa 
University  because  his  tiny  high 
had  offered  no  calculus  classes.  To, 
s  college  tuition,  Coffman  worked 
summer,  including  a  stint  at  Ed- 
Air  Force  Base,  helping  on  the 
lary  X-15  rocket  plane — featured 
book  and  movie  The  Right  Stuff. 
he  jumped  at  the  opportunity  to 
jt  Lockheed,  which  also  banki'olled 
aduate  school  studies  at  Stanford 


through  method  that  used  the  position 
of  distant  stars  to  help  stabilize  satel- 
lites. "Vance  ran  programs  that  were 
on  the  cutting  edge  of  technology,  and 
he  pulled  them  off,"  says  John  N. 
McMahon,  a  fonner  CIA  deputy  du-ector 
who,  as  president  of  Lockheed  Missiles 
&  Space  Co.,  was  Coffman's  boss. 
TOUGH  CALLS.  Coffman  also  exhibited 
a  knack  for  getting  complex  projects 
completed  on  time.  Through  the  years, 
that  talent  caught  the  eye  of  higher- 
ups.  At  board  meetings,  Lockheed 
ChaiiTiian  and  ceo  Daniel  M.  Tellep  "al- 


of  technology,  and  he  pulled  them  o 


rsity.  There,  he  earned  a  PhD  in 
autics  and  astronautics  in  1973. 
Lockheed,  Coffman  was  soon  con- 
;d  a  rising  star.  Says  Hugh  J. 
lerty,  his  first  boss:  "Vance  was 
s  ambitious."  While  other  engi- 
focused  on  technical  issues,  Coff- 
ead  managemer.t  books  to  broaden 
owledge.  The  effort  paid  off:  Coff- 
[uickly  rose  to  progi-am  manager 
eral  classified  projects  for  the  su- 
;ret  National  Reconnaissance  Of- 
^hich  designs  U.  S.  spy  satellites, 
ire.  Ids  blend  of  technical  knowhow 
anagerial  skill  set  him  apart.  Coff- 
fcr  instance,  developed  a  break- 


ways  identified  Vance  as  one  of  the  com- 
ing stars,"  says  former  Secretary  of 
State  Warren  M.  Christopher,  a  former 
Lockheed  director. 

During  the  late  1980s  and  early 
1990s,  Coffman  was  instrumental  in 
moving  Lockheed  into  fast-growing 
telecommunications  businesses,  such  as  a 
partnersWp  with  Motorola  Coip.  to  build 
the  Iridium  satellite  phone  sei^vice.  By 
1992,  Tellep  moved  Coffman  up  to  head- 
quarters, giving  him  a  newly  created 
post  of  executive  vice-president. 

Coffman  proved  himself  a  quick  study 
who  was  able  to  make  the  tough  calls. 
After  the  1995  Lockheed  Martin  Mari- 


etta merger,  he  played  a  critical  beliind- 
the-scenes  role  in  implementing  the 
mei'gers  and  consolidations.  It  was  Coff- 
man's decision,  for  example,  to  close  two 
of  Lockheed's  four  missile  plants.  Once 
Coffman  made  up  his  mind,  there  was 
no  swaying  him,  even  though  he  was 
pelted  with  questions  at  an  emotional 
meeting.  "Many  others  would  have  be- 
come frustrated  or,  worse  yet,  angiy," 
says  Augustine,  who  is  likely  to  step 
down  from  his  position  as  chairman  in 
1998.  "He  never  did." 

These  days,  Coffman  is  focusing  much 
of  his  energies  on 

f'mj  the   new  growth 

I  businesses,  such  as 

a  promising  joint 
venture  with  Russian  rocket  maker 
Klirunichev  Enterprise.  Already,  a  deal 
to  combine  the  powerful  and  cheap 
Russian  Proton  rocket  vrith  the  launch 
knowhow  of  Lockheed  has  snared  50% 
of  the  annual  $2.2  billion  global  launch 
market  and  a  $2  billion  order  backlog. 

It's  all  a  long  way  away  from  the 
farm  in  Iowa  and  the  days  of  Sputnik. 
Now  Coffman  feels  just  fine  sitting 
around  a  Moscow  hotel  room  talking 
potential  deals  with  a  roomful  of  Rus- 
sians. These  days,  he's  more  likely  to  be 
toasting  with  a  glass  of  vodka  than  wor- 
rying about  the  pit  of  his  stomach. 

By  Stan  Crock  in  Bethesda,  Md. 
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SOFTWARE 


OPERATION  SUNBLOCK: 
MICROSOFT  GOES  TO  WAR 


The  titan  is  out  to  slam 
Sun  Microsystems  where  it 
hurts-the  market  for 
corporate  net^vorks 

In  the  software  industiy.  there's  a 
curse  that  often  comes  with  success: 
attracting  the  attention  of  ^Microsoft 
Corp.  The  giant  is  legendary  for  the 
way  it  targets  a  rival,  dissects  its 
strengths  and  weaknesses,  then  finds  a 
way  to  devour  its  market.  Think  about 
Borland.  Lotus.  WordPerfect,  and  Nov- 
ell. Each  was  mighty  in  its  day,  but 
they  were  hobbled  after  Microsoft  set 
its  sights  on  them. 

Last  year,  the  target  was  Netscape 
Communications  Corp..  whose  head  start 
in  the  Internet  market  set  off  alarms  at 
Microsoft.  Now,  Microsoft  savs  that 


thi-eat  has  been  contained.  "Its  all  about 
focus,"  says  Tod  Nielsen,  Microsoft  \ice- 
president  for  developer  relations.  "Mi- 
crosoft does  best  when  it  focuses  on 
customers  and  a  key  competitor." 

WTio's  next?  For  the  answer,  take  a 
peek  at  Nielsen's  Redmond  (Wash.)  of- 
fice. It's  plastered  with  241  photographs 
of  Scott  McNealy,  ceo  of  Sun  Microsys- 
tems Inc.,  along  with  the  coffee-cup 
symbol  that  represents  Sun's  hot  Java 
software.  At  the  end  of  the  day,  if 
Nielsen  feels  he  has  done  something  to 
knock  Sun  dowTi  a  peg,  he  rewards  him- 
self by  checking  off  one  of  the  pics. 
"YAP-YAP-YAPPING."  There's  no  mistak- 
ing that  the  object  of  Microsoft's  atten- 
tion is  Sun  and  its  outspoken  CEO.  After 
months  of  pubhc  bickeiing,  the  intense 
rivalPv-  reached  fever  pitch  on  Oct.  7, 
when  Stm  filed  a  breach-of-contract  suit 
against  Microsoft,  claiming  that  the  way 
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Java  is  used  in  the  software  giant's 
ternet  Explorer  4.0  browser  violal 
the  hcensing  agreement. 

Outside  of  the  courts,  McNealy  m 
dies  Microsoft  execs  with  a  ste; 
stream  of  digs  and  one-liners.  Whei 
for  example,  Microsoft  called  on  Sun 
hand  its  Java  programming  langu; 
over  to  an  industry'  standards  body,  M( 
Nealy  qtiipped:  "HaNing  Microsoft  gi' 
us  ad\iee  on  open  standards  is  like  W. 
Fields  gi\ing  moral  ad\ice  to  the  Moi 
mon  Tabernacle  Choir."  Says  Microsol 
Executive  Vice-President  Steven 
Ballmer:  "Scott's  yap-yap-yapping 
certainly  galvanized  us." 

But  where  Microsoft  is  training  11 
firepower  is  not  just  on  Sun's  Jav 
w^hich  contributes  less  than  SIO  milUoi 
to  Sun's  S8.6  biUion  in  1997  revenui 
Instead,  Microsoft  is  going  after  Sun' 
hfeblood:  the  S40  bUlion  market  for  po' 

Micro  Shop:  I 
"It's  a  lot 
like  Seinfeld. 
It's  where 
something  of 
absolutely  no 
importance 
happens" 
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erful  Unix-based  workstation  and  serv- 
er computers.  Microsoft  ali'eady  domi- 
nates the  software  market  for  personal 
computers.  The  workstation  and  server 
markets  offer  a  chance  to  sell  more  ex- 
pensive software,  such  as  Windows  XT, 
the  SQL  Sen-er  database,  and  other  pro- 
grams that  mn  the  back  offices  of  large 
corporations.  Analyst  Rick  Sherlund  of 
Goldman.  Sachs  &  Co.  predicts  that  M- 
crosofts  revenues  in  this  market  could 
jump  from  S1.8  bilHon  last  year  to  S5 
billion  in  2000.  "It's  a  gi'eat  oppoitunity 
to  just  gi'ab,  grab,  grab  something  new," 
Ballmer  says. 

SQUELCH.  That's  not  to  say  Microsoft 
doesn't  hope  to  take  the  steam  out  of 
Java,  too.  If  Java  is  widely  adopted,  it 
could  I'ival  Microsoft's  Windows  as  a 
platfonn  for  creating  software.  McXealy 
has  been  promoting  a  \ision  of  network 
computing  in  which  servers  such  as 
Sun's  do  most  of  the  work,  sending  Java 
applets  to  slimmed-down  network  com- 
puters. If  Microsoft  can  get  a  foothold  in 


"It's  a  great  opportunity  to  just  grab,  grab,  grab 
something  new,"  says  Microsoft's  Ballmer  of  the| 
push  into  the  workstation  and  server  markets 


time,  the  Redmond  (Wash.)  company  is 
making  allies  of  Sun's  hardware  rivals, 
such  as  Hewlett-Packard  Co.,  and  is 
wooing  Sun's  top  resellers.  And  it's 
focusing  on  Sun's  traditional  market 
strongholds  in  finance  and  telecommu- 
nications. 

Microsoft's  timing  is  no  coincidence. 
Its  four-year-old  Windows  XT  network 
operating  system  is  coming  of  age.  In 
September,  Microsoft  shipped  XT  En- 
terprise Edition,  an  improved  version 
that  harnesses  the  power  of  two  com- 
puters for  gi-eater  horsepower  and  to 
prevent  crashes  of  the  system.  And  in 
mid-1998,  it  expects  to  release  Windows 
XT  .5.0.  equipped  with  a  new  directory 


HOW  MICROSOFT  AIMS  TO  OUTSHINE  SUN 


It  has  launched  a  major  offensive  against  its  rival 

BEEFING  UP  FIELD  SALES  This  fiscal  year,  Microsoft  will  expand  its 
field  sales  and  service  forces  by  one-third,  to  7,000 — upping  its  con- 
tact with  corporations  from  2,500  to  8,000  accounts. 


revolution  is  rising  around  them,  ai 
they  can  move  up  the  tree  for  only 
long."  says  Gates. 

Check  in  with  McNealy,  though, 
he  doesn't  act  like  a  guy  who's  up 
tree.  If  anj1:hing.  he  seems  to  reli: 
ha\ing  provoked  such  a  vehement  re; 
tion  from  Microsoft.  "Maybe  we 
pushed  the  right  buttons,"  he  says.  Hd 
ceitainly  tning.  Sun  recently  i-an  a  tw 
page  ad  showing  a  hand  holding  a  tir 
toy  computer,  with  the  line:  "We  lo\ 
Wintel  senders,  but  we're  always  care 
not  to  swallow  'em  after  they  come  o 
of  the  cereal  box." 

There's  substance  behind  McNeal 
swagger.  In  the  past  half-decade,  t 

SUN  S  COUNTERTHRUST 


WOOING  SUN^  RESELLERS  At  a  recruiting  event  in  July,  all  but 
seven  of  the  40-some  Sun  resellers  in  attendance  went  away  as 
Microsoft  allies,  too.  Now,  Microsoft  is  on  a  13-city  tour,  urging 
Unix  users  to  switch  to  Windows  NT. 

STORMING  SUN  STRONGHOLDS  It's  already  making  headway  in  the 
financial  services  industry,  a  Sun  bastion.  And  Microsoft  is  stalking 
the  telecom  business,  winning  customers  such  as  Sprint  and  MCI  and 
persuading  companies  such  as  Siemens  to  develop  sophisticated  tele- 
com network  applications  for  Windows  NT. 


AFFORDABLE  SERVERS  Sun  has  jusr 

begun  shipping  a  new  line  of  Enterprise 
450  servers,  priced  at  $14,650  to 
$50,000,  that  will  compete  with  the 
Windows  NT  servers  used  in  corporate 
departments.  Sun  is  also  bundling 
packages  of  lower-cost  software  tailored 
for  such  markets  as  financial  services, 
government,  and  telecommunications. 

MOVING  UPSCALE  Sun  offers  main- 
frame-class servers  powered  by  its  own 
Sparc  chips,  which  will  run  at  speeds  of 
500  Mhz  by  mid-'98,  double  the  speed 
of  Intel's  current  chips. 


this  "enterprise"  mai'ket,  it  might  be 
able  to  squelch  Java  before  it  catches 
fire  with  corporate  customers.  "Sun  is 
squarely  in  our  sights  now,  and  you'll 
see  us  attacking  on  all  fronts,"  says 
Deborah  Willingham,  vice-president  at 
Microsoft's  enterprise  customer  unit. 

Call  it  Operation  Sunblock.  In  .July, 
Microsoft  launched  an  all-out  campaign 
to  woo  Sun's  cun-ent  and  potential  cus- 
tomei-s  over  to  xt.  The  software  giant  is 
expanding  its  corporate  sales  accounts 
from  2,500  to  8,000  and  is  beefing  up 
its  w'orldwide  sales  and  support  staff 
by  one-third,  to  7,000.  To  make  sure 
there  are  plenty  of  business-strength 
progi-ams  that  lom  on  Windows  XT,  the 
more  poweiful  sibling  of  Windows  9.5, 
Microsoft  is  cementing  relationships  with 
software  maker's  such  as  Germany's  sap. 
whose  programs  corjDorations  count  on 
to  run  their  operations.  At  the  same 


jiri^igram  for  organizing  ami  tindint;'  all 
sorts  of  infoiTnation  on  a  network. 

Moreover.  Microsoft  has  plenty  of 
help  in  its  fight.  Intel  Coip.  is  building 
ever-more-powerful  chips  to  run  XT. 
And  Microsoft's  PC  partners  are  gim- 
ning  for  Sim's  market  as  well.  The  way 
Microsoft  Chairman  WiUiam  H.  Gates 
III  sees  it,  this  battle  pitches  the  entii-e 
PC  industiy  against  Sim.  PC  makei*s  rely 
on  basic  components,  such  as  micro- 
processore  fi'om  Intel  and  operating  sys- 
tems fi'om  Microsoft,  which  keeps  theii' 
costs  down.  Sun,  in  contrast,  must  fi- 
nance its  own  microprocessor  design 
and  the  development  of  its  computers 
and  Solaris  operating  systems.  For  ex- 
ample, Compaq  Computer  Coip.  spends 
less  than  2.b9c  of  sales  on  research  and 
development  vs.  10<7c  for  Sun — although 
Sun's  profit  margins  remain  fatter  than 
those  of  its  PC  rivals.  "The  tide  of  the  PC 


42-year-old  has  transfonned  Sun  from 
workstation  company  into  a  high-margii 
server  inaker,  with  a  market  capitaliza 
tion  of  $16.6  billion.  Sun  execs  figurl 
the  company  has  plenty  of  room  tl 
gi'ow  by  taking  over  corporate  computj 
ing  tasks  previously  handled  by  maiiJ 
frames.  What's  more,  it  has  just  rej 
leased  a  new  lower-priced  sen'er,  thi 
Enterprise  450.  With  prices  ranginJ 
from  S14.650  to  $60,000,  it's  aimeJ 
squarely  at  servers  sold  by  rivals  suci 
as  Compaq  that  run  XT.  Sun  also  i| 
working  with  software  makers  to  offej 
lower-priced  programs  for  industriei 
such  as  telecommunications  and  financa 
Still,  many  experts  say  Microsoft'j 
high-volume,  low-cost  strategy  witlj 
Windows  XT  will  eventually  dominata 
the  market  for  low  and  mid-rangq 
servers,  once  a  Unix  stronghold.  "Th 
encroachment  of  XT  will  be  inexorable,' 
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err  ill  Lynch 
'      .on  the  value  of 
long-term  bonds. 


With  time — and  only  time — can  a  company  build 
the  fundamental  foundation  for  success  in  the 
Asia  Pacific  Region:  long-term  personal  relationships, 
based  on  absolute  trust.  Over  more  than  30  years, 
Merrill  Lynch  has  established  contacts  and  nurtured 
associations  throughout  the  region.  From  this  history 
have  come  bonds  that  cannot  be  bought  and  cannot 
be  done  without.  For  in  the  Asia  Pacific  Region,  as  in 
the  rest  of  the  world,  trust  makes  all  the  difference. 
The  difference  is  Merrill  Lynch. 


rill  Lynch  &  Co.,  Inc. 


Merrill  Lynch 

A  tradition  of  tnjst, , 
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predicts  analyst  Dorothy  Rosenthal  of 
International  Data  Coip.  (IDC).  Microsoft 
plays  on  the  fact  that  its  NT  servers 
are  designed  to  work  hand-in-glove  with 
the  200  million  Windows  PCs  out  there. 
And  NT  machines  are  typically  cheaper 
than  those  nmning  rival  Unix  systems 
such  as  Sun's.  Even  Sun's  new  cut-rate 
Enterprise  450  sei-ver  costs  30%  more 
than  the  most  economical  NT  server  in 
its  class,  according  to  the  Ti'ansaction 
Processing  Council. 

After  investing  an  estimated  $1  bil- 
lion to  date  to  develop  and  market  NT, 
Microsoft  is  beginning  to  see  big  re- 
turns. NT  and  related  software  generat- 
ed some  16%  of  Microsoft's  $11.4  billion 
in  revenues  last  fiscal  year.  In  the  first 
quarter  of  1997,  shipments  of  NT-based 
workstations  gi'ew  242%  vs.  10%  gi'owth 
for  Unix-based  macMnes,  says  Dataque- 
st  Inc.  And  last  year,  NT  servers  for 
the  fii'st  time  outsold  all  the  va- 
rieties of  Unix  servers  put  to- 
gether—732,000  units  vs.  616,000 
Unix  servers  (80,000  of  which 
were  Sun's),  says  IDC. 

In  terms  of  revenue,  though, 
the  Unix  market  is  still  more  lu- 
crative. Approximately  $30  bil- 
lion worth  of  Unix  servers  were 
sold  last  year  vs.  $11  bilhon  for 
Windows  NT  machines,  according 
to  Dataquest.  But  Windows  NT 
is  clearly  gaining  the  confidence 
of  corporate  computing  chiefs.  A 
soon-to-be-released  IDC  sm-vey  of 
561  U.  S.  companies  shows  that 
62%  of  them  have  or  plan  to  use 
Windows  NT  within  two  years, 
compared  with  45%  for  Unix. 
"Large  companies  are  adopting 
NT  higher  and  wader  than  we  had 
expected,"  says  idc  Research  Di- 
rector Tom  Harris. 

Since  midsummer,  Microsoft  has  set 
its  sights  higher  and  wider  still.  After 
sizing  up  Sun's  strong  and  weak  points, 
Microsoft  zeroed  in  on  its  rival's  net- 
work of  resellers — one  of  its  key 
strengths — and  set  out  to  convert  them 
to  XT.  Fii'st  contact  was  mafle  on  June  9 
when  40  Sun  resellers  arrived  at  Mi- 
crosoft's campus.  Microsoft's  proposition: 
Catch  the  NT  wave,  and  make  profits 
on  service. 

IN  A  HUFF.  The  pitch  worked  on  some. 
Sam  Jadallah,  vice-president  at  Mi- 
crosoft's organization  customer  unit, 
claims  all  but  seven  of  the  resellers 
agi-eed  to  ally  with  Microsoft  and  part- 
ner HP,  in  addition  to  Sun.  "We're  mov- 
ing t"o  NT  because  that's  what  our  cus- 
tomers are  asking  for,"  says  Daniel 
Vahalla,  president  of  Sole  Source  Com- 
puters Inc.  in  Carlsbad,  Calif. 


Windows  NT  swept  into  the  financial-services 
industry  with  all  the  fanfare  of  a  triple  witchini 
hour:  Merrill  Lynch,  for  one,  is  a  convert 


But  not  eveiybody  was  ready  to  play 
both  sides  of  the  street.  "NT  is  not  there 
yet  and  won't  be  for  years.  I  wouldn't 
bet  my  business  on  it  at  this  point," 
says  Patricia  F.  Shanks,  president  of 
BASIS  Inc.,  an  Emeryville  (Calif.)  sys- 
tems integi'ator  and  president  of  Sun's 
Reseller  Council.  Indeed,  several  Sun 
resellers  declined  to  attend  the  event. 
And  David  A.  Falter,  ceo  of  New  Log- 
ic Inc.,  a  Chicago  systems  integrator, 
says  he  walked  out  in  a  huff.  "I  was  so 
tired  of  theii*  Java-basliing,"  he  explains. 

Microsoft  has  just  begim  to  woo  Sun's 


resellers,  but  it's  already  making  head- 
way with  Sun's  software  developers. 
According  to  a  July  report  by  Comput- 
erSelect,  which  tracks  market  data,  51% 
of  Solaris  software  developers  now  also 
offer  NT  progi'ams,  compared  with  just 
6%.  two  years  ago. 

How's  all  this  playing  where  it 
counts — with  customers?  Microsoft  has 
made  marked  progi*ess  cracking  some 
of  Sun's  strongholds.  NT  is  now^  No.  1 
in  Internet  servers,  according  to  IDC, 
and  it  is  gaining  gi'ound  with  Internet 
service  providers.  NT  has  also  swept 
into  the  financial-sei'vices  industry  with 
all  the  fanfare  of  a  triple  witching  horn- 
Merrill  Lynch  &  Co.,  for  instance,  is 
rolling  out  1,200  NT  servers  for  its  600 
branch  offices.  "This  to  me  shows  Win- 
dows NT  is  ready  for  the  enterprise," 
says  Mark  Sanders,  director  of  internal 
consulting  at  Menill  Lynch. 


But  even  some  of  the  most  rabid 
aficionados  reserve  their  most  demi 
ing  computing  tasks  for  Unix  syst 
or  mainfi-ames.  Barbra  Cooper,  for 
stance,  vice-president  for  informa' 
systems  at  Toyota  Motor  Coi*p.,  decii 
in  July  to  run  her  large  database 
Unix  servers,  even  though  she  has 
NT  servers  nmning  other  applicatii 
"We  needed  to  decide  quickly  and 
needed  proven  technology,"  she  sayi 

That's  the  way  it  is  with  Ni 
corporate  customers  and  analysts  sa; 
won't  be  powerful  or  reliable  enough 

"  Sun  is  squarely  in 
our  sights  now,  and 
you'll  see  us  attacking 
on  all  fronts  " 

DEBORAH  WILLINGHAM 

Vice-Presiden  t  of  Microsoft 's 
enterprise  customer  unit 

several  more  years  to  handle  the  lai'gi 
databases  and  apphcations.  "nt  has  r 
demonstrated  it  can  handle  large  nii 
bers  of  users,"  says  Sim  customer  Stu; 
Davie,  vice-president  for  infoiTnation 
HowTnedica  Inc.,  a  unit  of  Pfizer  Inc. 

Tlie  ability  to  master  the  largest  co: 
puting  tasks  is  Sun's  main  bulwai 
against  Microsoft's  relentless  attacks, 
it  converts  mainfi'ame  and  minicompi 
er  users  to  Solaris  wMle  nt  is  still  ba 
ing  up,  it  can  establish  itself  in  coii: 
rations  that  are  slow  to  change.  Lat 
even  as  Windows  nt  improves,  it  w 
take  dynamite  to  dislodge  Sun  fro 
those  accounts.  So  it  could  tmii  out  tli 
Scott  McNealy's  tree  is  tall  indeed. 

But  you  can  bet  Nielsen  will  certai 
ly  keep  McNealy  in  his  sights.  He  us( 
this  photo-focus  thing  before,  in  19i; 
when  Borland  International  Inc.  and 
brash  then-CEO,  Pliilipi3e  Kahn,  emergi 
as  threats  to  Microsoft's  desktop  sol 
ware.  Nielsen  retired  that  photomo 
tage  years  ago — long  before  Borlai 
declined  to  the  point  of  neai-uTelevanc 
Given  Microsoft's  track  record,  McNea 
will  have  to  remain  quick  on  his  fei 
for  Sun  to  escape  the  same  fate. 

By  Steve  Hamm  in  Seattle,  wii 
Robert  D.  Hof  in  San  Mateo.  Calif. 
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r  Clarify  helps  this  man  stay  on  top  of  payday 

for  22  million  people. 


ADP  is  the  largest  payroll  processor 
in  the  world.  Each  year  customer 
:  service  reps  field  some  70  million 
calls.  Leading  the  company's 
world-class  service  initiative  is 
customer  champion  Howard  Koenig. 
"The  only  thing  we  do  is  service. 
It's  critical  to  the  bottom  line. 
Our  focus  on  serving  clients 
really  made  Clarify  a  perfect 
strategic  fit  for  our  company. 
They  came  to  us  and  said,  'Let  us 
show  you  how  we  can  enhance 
ADP's  service.'  Other  companies 
came  at  us  from  a  pure  sales 
angle.  We  didn't  get  that  sense 
from  Clarify.  We  got  convinced 
they  would  partner  with  us  to 
make  us  successful.  And  they  did 
Faster  than  we  thought  possible. 
Now  we're  using  Clarify  globally 
to  gain  a  competitive  edge. 
Clarify  is  the  heart  of  our 
business.  Literally." 


C    L'^^R    1    ^  Y 

The  Answer  is  Clear 

1-888  CLARIFY 
www.clarify.com 
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TELECOMMUNiCATIOMS 


fOU  RE  COMING  OVER  LOUD 
AND  ALMOST  CLEAR 

Phone  calls  via  the  Net  are  slowly  improving  in  quality 


With  just  a  personal  computer,  an 
Internet  connection,  and  some 
software,  the  long-distance  tele- 
phone world  can  be  your  oyster — fi"ee. 
That's  the  promise  of  Internet  telepho- 
ny: Pay  for  a  local  call  to  hook  up  to  the 
Net,  then  chat  with  your  buddies  and 
business  partners  in  far-flung  locales. 
There's  just  one  drawback:  The  Net 
wasn't  designed  for  continuous  voice 
transmission,  so  those  who  use  it  have 
had  to  put  up  with  half-second  delays 
more  reminiscent  of  low-tech  walkie- 
talkies.  "Voice  over  the  Internet,"  con- 
cedes David  House,  chaimian  and  ceo 
of  Bay  Networks  Inc.,  a  networking 
leader,  "just  hasn't  worked  very  well." 

But  the  troubled  lines  may  soon  be 
clearing.  In  the  past  couple  of  months, 
telecom  giants  have  jumped  into  the 
nascent  market,  bringing  along  wads 
of  cash  to  pour  into  research  and  de- 
velopment. In  August,  Deutsche 
Telekom  paid  $48  million  for  a  21% 
stake  in  pioneer  VocalTec  Communica- 
tions Ltd.,  an  Israel-based  developer  of 


Net  telephony  products,  at&t  is  backing 
New  Jersey  startup  ITXC  Corp.,  which 
is  developing  software  for  routing  calls 
on  the  Net.  Bell  Atlantic,  US  West, 
and  Microsoft,  meanwhile,  are  pump- 
ing money  into  fledgling  VDOnet  Inc. 
And  if  WorldCom  Inc.  succeeds  in  its 
$30  billion  bid  for  MCi  Communications 
Corp.,  it  could  become  the  most  ag- 
gressive of  all  in  pushing  Net  telephony, 
given  the  pair's  domination  of  the  In- 
ternet backbone. 

WAITING  FOR  PROFITS.  That  has  sent 
the  stocks  of  these  pioneers  skyward. 
The  biggest  winner  may  be  VocalTec, 
which  posted  a  $7.2  miUion  loss  on  sales 
of  $8.5  million  in  1996,  yet  it  has 
watched  its  stock  price  nearly  triple,  to 
$29,  since  July.  NetSpeak,  which  makes 
Net  telephony  software  called  Web- 
Phone,  last  year  lost  $2.8  million  on 
sales  of  just  $867,000— but  its  stock  has 
doubled,  to  $20.  "The  promise  of  the 
market  is  pretty  immense,"  says  Eric 
Zimits,  communications  analyst  at  Ham- 
brecht  &  Quist.  Few  analysts  expect 


further  significant  stock  gains,  ho 
in  part  because  most  of  the  InUp 
telephony  pioneers  won't  even  hit  | 
itability  until  next  year. 

This  froth  has  been  a  while  in 
ing.  Net  telephony  first  hit  the  'Vl 
Wide  Web  two  years  ago — only  tj 
quickly  derided  for  poor  voice  qui 
and  annoying  delays.  One  big  prof 
has  been  that  data  networks  bi 
speech  into  little  packets  so  it's  posl 
for  some  packets  to  arrive  out  of  oji 
or  too  late  to  be  included  in  a  cor 
sation.  Another  issue  is  the  lag  timi 
herent  in  the  Net.  Speech  packets  lU 
to  travel  through  a  dozen  or  nts 
"routers" — which  direct  them  torn 
theii'  destination — and  each  router  tk 
a  split  second  to  do  its  job.  | 

But  improvements  are  on  the  \j\ 
New  software  algorithms  have  cut  v!;i 
delays  over  the  Internet  to  about 
milliseconds  fi'om  as  much  as  600  eai?.i 
this  year,  says  Jacob  Davidson,  ch'r 
man  of  Israel-based  Delta  Three  It 
which  has  been  working  on  the  probln 
What's  more,  some  companies  are  fig- 
ing  out  how  to  avoid  portions  of  < 
public  Internet  by  sending  speech  o  ) 
private  data  networks — or  intranet - 
that  hook  up  to  the  Net.  In  fact,  N 
works  Telephony  Corp.  plans  to  avjc 
the  Internet  entirely  and  use  the  fi- 
vate  data  network  of  Infonet  Servi- 
Corp.,  owned  mostly  by  foreign  tc: 
phone  companies,  to  offer  internatiofi 
long-distance  service.  "We  feel  there'- 
tremendous  market  for  our  service 


How  Net  Telephony  Works 


IThe  telephone 
call  starts  from  a 
PC  that  has  special 
software  to  convert 
the  sounds  into  digi- 
tal codes,  which  are 
then  passed  on  to... 


2 The  Internet 
Service 
Provider  (ISP), 
which  breaks 
the  digital  mes- 
sages up  into 
packets — pieces 
of  the  message 
each  encoded 
with  a  destina- 
tion address. 
The  packets 
go  to... 


3 The  Internet. 
Using  pack- 
ets allows  mul- 
tiple parties  to 
share  digital 
lines  so  data 
transmission  is 
much  more  effi- 
cient than  tradi- 
tional phone 
conversations, 
each  of  which 
requires  a  line. 
The  packets 
go  to... 


4 The  Internet 
Telephone 
Service  Provider 
(ITSP),  which 
reassembles  the 
packets  as  they 
arrive  and  con- 
verts them  to 
speech.  It  goes 
to... 


P"The  traditional 
Opublic  telephone 
network,  which 
directs  the  call  to  th 
right  phone  number. 
The  ITSP  charges  for 
the  local  call  and  a 
handling  fee. 
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-ays  Bill  Perren,  Networks  Telephony's 
()resident. 

Anothei-  key  breakthrough  came  last 
year  with  the  arrival  of  a  "gateway" 
serv'ei'  from  VocalTec.  A  gateway  con- 
nects data  networks — such  as  the  In- 
ternet and  coi-porate  intranets— to  the 
public  telephone  networks.  That  allows 
Internet  calls  from  computer  to  phone 
or,  with  gateways  on  both  ends,  from 
phone  to  phone. 

DEEP  DISCOUNT.  But  crystal-clear  con- 
nections will  come  at  a  price.  Networks 
Telephony  requires  Internet  service 
providers  to  buy  a  router  to  direct  calls 
to  its  private  network  at  a  cost  of 
$10,000  per  site.  A  worldwide  network 
could  easily  cost  milhons  of  dollars.  Still, 
Perren,  the  company's  president,  esti- 
mates that  he  can  undercut  internation- 
al telephone  rates  by  40*^^  or  more. 

Big  savings  are  triggering  a  rash  of 
small  companies  to  offer  deep-discount 
long-distance  senice.  Pvenegade  phone 
companies,  such  as 
RSL  Communica- 
tions Ltd.,  named 
after  owner  and 
cosmetics  heir  Ron- 


ious  to  slash  some  of  the  $40  billion  a 
year  spent  on  phone  bills.  Net  phone 
service  in  the  U.  S.  is  expected  to  rise 
from  virtually  nothing  last  year  to  S2 
billion  by  2004,  or  about  4%  of  the  total 
long-distance  calls,  according  to  market 
researcher  Forrester  Research  Inc.  in 
Cambridge,  Mass.  "Internet  telephony  is 
moving  beyond  the  propeller-head  mar- 
ket," says  Christopher  Mines,  a  For- 
rester analyst. 

What  may  also  lure  corporations  is 
the  promise  of  new  ways  for  merging 
voice  with  \ideo  and  data  communica- 
tions over  the  Web  or  a  company's  data 
network.  "In  the  long  run,  it's  not  the 
cost  savings  that's  going  to  boost  the 
market,"  says  Elon  Ganor,  chainnan  and 
CEO  of  VocalTec.  "It's  the  multimedia 
capabilities  it  gives  us  and  the  smart 
call-management  capabilities." 

Deere  &  Co.  is  a  believer.  The  huge 
agricultural  equipment  manufacturer 
thinks  that  the  technology-  will  improve 


VOXWARE 


aid  S.  Lauder,  offer 
connections  to  Ja- 
pan, for  example, 
at  30c  per  minute, 
compared  with  40e 
charged  by  tradi- 
tional long-distance 
companies.  Earlier 
this  year,  rsl 
bought  51%  of  In- 
ternet phone  com- 
pany Delta  Three 
for  $10  million.  Oth- 
er early  entries  in  the  Internet  phone 
service  business  include  idt  Corp.  with 
its  Net2Phone  senice,  Internet  service 
provider  Concentric  Networks,  and  Net- 
works Telephony. 

The  giants  aren't  far  behind,  at&t 
and  MCI  already  are  i-unning  trials.  Ca- 
ble companies,  too,  plan  to  provide  In- 
ternet Protocol  (IP)  phone  service  as 
they  build  out  theii'  broadband  networks 
and  start  offering  speedy,  premium- 
priced  hookups  to  the  Net.  "It's  a  huge 
deal  for  us,"  says  Leo  T.  Hindery,  pres- 
ident of  cable  giant  Tele-Communica- 
tions Inc.,  which  plans  Internet  senice 
starting  next  year  and  jjhone  senice  in 
1999.  "It  eliminates  local -access  charges, 
it's  crystal  clear,  [and]  it  -  an  extension 
and  seamless  part  of  the  'ata  senice." 

Such  expectations  are  .  .veiling  pre- 
dictions for  Net  telephony  usage.  Ex- 
perts say  consumers  will  ji  np  at  the 
new  service,  but  the  onslaugL  of  traffic 
will  likely  come  from  busine  -es  anx- 


Pioneering  Net  Telephony 

COMPANY 

THEIR  PRODUCTS 

THEIR  INVESTORS 

NETSPEAK 

WebPhone.  Net  telephony  soft- 
ware, gateways  to  translate  calls 
:  from  the  Net  to  the  phone  network 

Motorola.  Creative  Technology, 
ACT  Networks 

VDONET 

VDOPhone,  Internet  videoconfer- 
encing and  broadcasting 

U  S  West,  Bell  Atlantic. 
Microsoft 

VOCALTEC 

Internet  Phone,  Net  telephony 
;  software,  gateways 

Deutsche  Telekom 

VoxPhone,  Net  telephony 
software,  tools  for  incorporating 
voice  capabilities  into  Web  pages 


Intel.  Netscape 


ommend  later  this  year  that  the  t^i 
nologj'  be  given  to  23,000  employee 
The  applications  seem  endless.  Tr, 
agents  could  use  voice  and  video 
the  Net  to  discuss  travel  plans:  A 
merchants  could  use  it  to  show  n 
chandise  and  take  orders.  .\t&t  aire 
offers  a  hybrid  version  of  the  techn 
g\'.  With  its  InterActive  Answer 
vice,  custom.ers  at  the  Web  sites  of 
cUents,  such  as  Alamo  Rent-A-Car 
and  Outrigger  Hotels  Hawaii,  can  gel 
immediate  call  back  on  a  standard  pi 
line.  Eventually,  the  callbacks  ci 
come  over  the  Net.  "You're  really 
ing  to  see  the  power  of  marrjing 
applications,"  says  Daniel  Schul 
vice-president  of  strategy'  and  local 
keting  in  xr&r's  consumer  division, 
the  intersection  of  today's  voice 
work  and  tomorrow's  data  network.] 
That's  why  many  believe  the  fui 
of  Net  telephony  Lies  b'jndled  with 
and  data  communications.  "It  st 
off  around  free 
ing,  but  now 
moving  toward 
ue-added  commi 
cations,"  says  .aTi 
Schulman.  Wj 
that  kind  of 
gress.  Net  tele 
ny  isn't  just 
geeks  anvmore, 

'By 
Armstrong  in 
Angeles,  with 
Sandler  in  /eru| 
lem    and  Pel 
Elstrom  in  m. 
York  K 


El 


communication  internally  and  with  cus- 
tomers and  suppliers.  For  example,  if  a 
supplier  ships  a  faulty  part,  a  Deere 
employee  can  show  the  suppher  the  in- 
correct pait  and  explain  what  needs  to 
be  changed — all  over  the  Internet.  "We 
want  to  collapse  the  time  frame  to  make 
decisions  and  respond  better  to  cus- 
tomers," says  Carlo  Pensyl,  Deere's  In- 
ternet technical  project  manager.  Cur- 
rently, Deere  is 
in  the  process  of 
testing  Microsoft's 
NetMeeting,  and 
Pensyl  plans  to  rec- 


LIVE.  ON  VIDEO 


"In  the  lung  run,  it 
the  multimedia 
capabilities''  that  will 
boost  the  market,  says 
VocalTec's  Ganor 
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■HIND 

1  THE  BLATHER 

eal  debate  in  1998  will  be  over  more  tax  cuts 


wife  who  have  roughly  equal  incomes 
pay  higher  taxes  than  they  would  if 
they  were  unmarried.  According  to  the 
(Congressional  Budget  Office,  about  42% 
of  married  couples  paid  the  penalty  in 
!!)!)(;,  which  averaged  $1,400.  The  jK-nal- 
ty  hits  the  wealthy  and  the  working 
poor  the  hardest.  For  a  number  of  poor 
couples,  marriage  can  make  the  differ- 
ence between  paying  taxes  or  not. 

Some  (;()!'  lawmakers  would  end  the 
penalty  by  letting  taxpayers  choose 
whether  to  file  jointly  or  as  individu- 
als. But  that  would  cost  $20  billion  a 
year  in  revenue.  Representative  Wally 
Merger  (R-('alif.)  has  the  support  of  21 
fellow  members  of  the  Ways  &  Means 
Committee  for  a  less  costly  plan.  He 
would  allow  a  couple  to  decluct  10%  of 
the  lower-earning  spouse's  first  $;->0,000 
in  income.  That  would  restore  the  law 
to  the  way  it  was  before  the  tax  re- 
form of  VM) — at  a  cost  of  about  $9  bil- 
lion a  year.  Herger  also  favors  incen- 
tives for  growth  but  insists:  "I  have  to 
put  families  first." 

Senator  John  Ashcroft  (R-Mo.),  a  cop 
Presidential  hopeful,  would  rather  woo 
working  i)eople.  He  would  let  them  take 


ROAD  SHOW 


;  Republicans  got  their  act  to- 
;ther  and  took  their  Big  Issue 
I  the  road  in  mid-October.  House 
ajority  Leader  Dick  Armey  of 
md  Representative  W.J.  "Billy" 
jf  Louisiana  began  barnstorming 
ntry  to  debate  a  grand  overhaul 
ederal  tax  code.  Armey,  who  fa- 
^at-rate  income  tax,  and  Tauzin, 
mts  a  national  sales  tax,  hope 
aveling  debate  will  build  public 
:  for  junking  the  current  sys- 
nd  give  the  gop  a  juicy  issue, 
ds  good.  But  action  on  these 
se  plans  for  rewriting  the  tax 
years  away.  Back  in  Washington, 

debate  inside  the  rx)P  is  about  a 
nmediate  agenda — cutting  taxes 
the  1998  congressional  elections. 
\e  federal  budget  headed  for  its 
rplus  in  three  decades,  Republi- 
rnakers  find  the  idea  irresistible, 
which  taxes  to  cut?  WTiile  the 
i  a  lock  on  the  tax-reform  issue 
r  (page  120),  an  intraparty  free- 
las  broken  out  between  the  fam- 
ndly  and  pro-growth  crowds. 

got  a  bunch  of  folks  who  want 
ce  the  burden  on  taxpayers  but 
;  underlying  principles  to  guide 


House 
Majority  Leader  Armey 
has  been  barnstorming 
for  his  flat-tax  plan.  But  despite  GOP  efforts  to 
fire  up  a  great  debate  over  major  reform,  little  is 
likely  to  happen  until  after  the  millennium 


them,"  says  J.  D.  Foster,  chief  econo- 
mist at  the  Tax  Foundation,  a  Wash- 
ington think  tank  advocating  low  taxes. 

The  pro-family  faction,  which  was  be- 
hind the  $500  child  credit  in  this  year's 
tax  bill,  is  now  targeting  the  "marriage 
penalty."  That's  the  tax  bias  against 
many  two-earner  couples.  Meantime,  the 
pro-investment  gang  wants  to  build  on 
the  changes  it  won  in  1997 — lower  cap- 
ital-gains rates  and  broader  eligibility 
for  tax-deferred  savings  accounts.  Still 
others  want  to  give  workers  relief  from 
the  regressive  pa^Toll  tax. 

Right  now,  the  drive  to  repeal  the 
marriage  penalty  has  the  most  oomph. 
The  effort  got  a  boost  on  Oct.  9,  when 
House  Speaker  Newt  Gingrich  (R-(ia.) — 
who  has  supported  virtually  every  f;op 
tax  proposal  put  forward  in  the  past 
three  month.s — called  for  ending  the  bias 
against  two-earner  families. 

Under  current  law,  a  husband  and 


an  income  tax  deduction  for  the  6.2% 
Social  Security  tax  that's  levied  on 
everyone's  first  $().5,4(J0  of  wages.  The 
deduction  would  cost  $-'iO  billion  a  year. 
Ashcroft's  plan  is  aimed  at  middle-in- 
come earners,  most  of  whom  pay  more 
in  payroll  taxes  than  in  income  taxes. 
"Previous  attempts  at  tax  relief  have 
been  pretty  narrow,"  Ashcroft  says.  "It's 
time  to  broaden  our  base." 
SCALED  BACK.  Still,  even  backdoor  tin- 
kering with  Social  Security  funding  is 
risky  bu.siness,  and  other  Republicans 
suggest  that  a  better  way  to  broaden 
the  party's  base  is  to  boost  the  economy. 
Ways  &  Means  Chairman  Bill  Archer 
(R-Tex.)  says  the  top  capital-gains  rate, 
cut  to  20%  for  1998,  should  be  slashed 
again.  Senate  Finance  Committee  Chair- 
man William  V.  Roth  Jr  (R-Del.),  who 
pushed  for  the  expansion  of  individual 
retirement  accounts  contained  in  the 
1997  law,  would  love  to  make  iras  even 
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more  widely  available.  And  Gingrich 
wants  more  estate  tax  relief  on  top  of 
this  year's  gi'adual  phaseout  of  the  levy 
for  estates  of  $1  miUion  or  less. 

One  tax  change  does  have  broad  bi- 
partisan suppoit;  easing  the  alternative 
minimum  tax  for  individuals.  That  levy, 
enacted  in  1986,  was  intended  to  en- 
sure that  even  wealthy  individuals  with 
huge  deductions  paid  some  income  tax. 
But  in  order  to  protect  middle-class 
taxpayers  from  being  inadvertently  hit, 
Congress  gi-anted  a  $45,000  exemption. 
Because  that  number  was  not  indexed 
for  inflation  or  increased  in  a  decade, 
the  levy  may  hit  far  more  taxpayers  in 
coming  years. 

All  of  this  tax  tinkering  would  prob- 
ably cost  $100  billion  a  year  Given  the 
budget  realities.  Republicans  will  be 


lucky  to  squeeze  out  a  $20  billion  annu- 
al tax  cut.  That's  why  they  may  end 
up  passing  a  tax  bill  that  looks  a  lot 
hke  the  one  that  became  law  this  year: 
The  original  proposals  get  trimmed,  and 
everybody  gets  a  small  break. 
TOUGHER  FOR  REFORM.  Introducing  new 
complexities,  however,  fights  the  gop's 
promise  of  a  simple  tax  system  that 
will  sharply  scale  back  the  powers  of 
the  Internal  Revenue  Service.  To  be 
sure.  Republicans  argue  that  cutting 
taxes  now  is  consistent  with  long-term 
reform.  After  all,  expanding  iras  or 
abolishing  capital-gains  taxes  are  steps 
toward  a  consumption-based  tax.  But 
history  has  showTi  that  the  passage  of 
more  bi'eaks  only  makes  reforni  tougher 
to  achieve.  "Every  time  we  open  an- 
other loophole,  we  create  another  win- 


ner," says  Brookings  Institution 
economist  William  Gale.  "That  mi 
we'll  have  to  buy  off  more  peopl 
make  the  transition  to  a  new  systi 
Even  tax  refoiTner  Archer  concedes 
"people  who  have  a  vested  interes 
the  cuiTent  system  wiU  oppose  chan 
Despite  the  headline-grabbing 
pubhcan  road  show,  as  a  practical  i 
ter,  major  reform  is  a  postmillenn 
prospect.  And  few  politicians  wani 
wait  that  long.  If  there  is  a  penn; 
budget  surplus  floating  around  i 
year,  the  Republicans  will  figure 
some  way  to  use  it  to  finance  a 
cut — if  they  can  only  get  together 
which  one. 

By  Howard  Gleckman,  with 


McNamee  and 
Washington 


Amy  Borrus, 


COMMENTARY 


By  Howard  Gleckman 


THE  WHITE  HOUSE  IS  MISSING  IN  ACTION 


fou  can't  beat 
something  with 
nothing,"  is  one 
of  the  immutable 
truths  of  politics. 

Yet  that  is  exactly 
how  the  Clinton  Admin- 
istration is  responding 
to  the  growing  debate 
over  restracturing  the 
tax  code.  While  Repub- 
hcans  embark  on  a  re- 
markable campaign  to 
build  public  support  for 
the  idea  of  tax  refoiTO 
and  develop  a  specific 
plan,  the  Wliite  House 
says  nothing.  While  gop 
leaders  debate  the  pros 
and  cons  of  a  flat  tax  vs.  a  national 
.sales  tax.  Bill  Clinton  defends  the 
status  quo.  And  while  Repubhcans 
deftly  tap  into  voter  outrage  by  vow- 
ing to  end  the  Internal  Revenue  Ser- 
vice as  we  know  it,  Clinton  answers 
with  tepid  suggestions  for  citizen  ad- 
visoi"y  councils  and  Saturday  hours. 
A  bridge  to  nowhere  is  a  strange 
place  to  find  the  architect  of  the 
bridge  to  the  21st  centiuy. 

Such  inertia  will  have  no  political 
consequences  for  lame-duck  Clinton 
but  could  cost  heir  apparent  Al  Gore 
dearly.  Until  recent  weeks,  the  Vice- 
President  was  building  his  2000  can- 
didacy on  his  reputation  as  an 
earnest  and  honest  pol.  But  ques- 


CHALLENGE:  At  least 
Gephardt  has  a  tax  plan 


tions  about  Gore's 
fund-raising  practices 
have  severely  tar- 
nished that  image. 
Now,  Gore  may  have 
to  talk  seriously  about 
issues.  And  a  lot  soon- 
er than  he  would  like. 

His  likely  challenger 
for  the  Democratic 
Presidential  nomina- 
tion. House  Minority 
Leader  Richard  A. 
Gephardt  (D-Mo.),  is 
already  testing  a  hard- 
core policy  agenda.  In 
shai-p  contrast  to  Clin- 
ton and  Gore,  he  has 
staked  out  a  tough  po- 
sition against  fi'ee  trade.  And  he  is 
one  of  the  few  Democrats  with  a  tax 
reform  plan  to  counter  gop  effoits. 

Gephardt's  proposal  would  dump 
most  deductions,  except  for  mortgage 
interest,  and  set  rates  fi'om  10%  to 
34%.  True,  his  is  less  a  new  tax  code 
than  a  rough  outUne  with  lots  of 
questions.  Btit  so  is  House  Majority 
Leader  Richai'd  K.  Armey's  (R-Tex.) 
flat  tax.  And  imHke  other  Dems, 
Gephardt  is  getting  in  the  game. 

Another  potential  Gore  rival.  Sen- 
ator Bob  Kerrey  (D-Neb.),  also  has 
strong  views  on  reforming  the  tax 
laws.  He  has  proposed  cutting  Social 
Security  payroll  taxes  by  2%  but  re- 
quiring workers  to  shift  the  savings 


into  mandator}^  private  savings  ac 
counts.  KeiTey  has  also  embraced  a 
broad  restructiuing  of  the  income 
tax  first  proposed  by  Senate  Budgej 
Committee  ChauTnan  Pete  Domenii 
(R-N.  M.).  That  plan  would  let  in 
vestment  earnings  build  up  tax-fr& 
until  they  were  withdrawn  and 
spent,  at  which  time  they  would  be 
subject  to  a  gi'aduated  income  tax. 
WINKING  AIDES.  Clinton,  on  the  other' 
hand,  has  made  it  clear  from  his  ear- 
hest  days  cam.paigning  in  1992  that 
he  likes  the  idea  of  using  tax  loop- 
holes to  encotu"age  specific  economic 
and  social  behavior  The  President 
has  hinted  that  he  might  be  open  to  ' 
some  stmctural  change  in  the  tax  f 
code.  For  example,  he  often  says  he's: 
against  a  single  rate  for  all,  regard- 
less of  income.  But  then  winking 
aides  will  note  that,  of  coiu'se.  Chn- 
ton  might  support  an  Armey-type 
plan  if  it  includes  multiple  tax  rates.  ' 

But  knowing  glances  by  midlevel 
staffers  isn't  leadership.  Nor  is  sit- 
ting back  and  offering  bumper-stick-  I 
er  attacks  on  the  gop  for,  say,  elimi- 
nating the  home  mortgage  deduction. , 

Defending  business-as-usual  is  of- 
ten a  political  loser.  Al  Gore  should 
remember  that's  what  George  Bush 
was  doing  in  1992,  just  before  he  re- 
tired to  Houston. 

Senior  Correspondent  Gleckman  , 
follows  tax  policy  from  Washington. 
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^THE  New,, 

Stars  f  Fi 


Just  a  few  years  ago,  the  notion 
of  a  partnersliip  between  Boris 
Fyodorov,  a  39-year-old  com- 
munist turned  Russian  market 
reformer,  and  Charlie  Ryan,  30, 
a  banker  who  went  East  to 
seek  his  fortune  after  gi-aduating  fi'om 
Harvard,  would  have  been  about  as 
likely  as  the  wedding  of  a  Brooklyn 
cabbie  and  a  Park  Avenue  debutante. 

Now,  the  two  entrepreneurs  have 
manied  American  knowhow  with  Russ- 
ian street  smarts  to  build  Moscow- 
based  United  Financial  Group,  one  of 
Russia's  most  successful  investment 
banks.  Among  other  ventiu'es,  they  pi- 
oneei'ed  instinments,  similar  to  Amer- 
ican depositary  receipts,  that  provid- 
ed foreign  investors  easy  access  to 
Russian  stocks  when  the  stock  market  was  undeveloped. 

Fyodorov  and  Ryan  belong  to  a  new  genei'ation  of  thirty- 
and  foitysomething  financiei's  whose  cai-eers  have  skyrocketed 
with  the  global  political,  economic,  and  technological  sea 
changes  of  the  jjast  few  years.  These  include  the  demise  of 
communism,  the  decline  of  socialism,  the  crumbling  of  old-fash- 
ioned regulatory  barriers,  and  the  explosion  of  both  laissez- 
faire  capitalism  and  new,  virtually  unfettered  global  mar- 
kets. Companies  such  as  United  Financial  are  springing  up 
throughout  the  world  to  take  advantage  of  these  trends. 

Yet  these  new  mar-kets  and  financial  strategies  have  a 
distinctly  Amei-ican  flavor.  In  Europe,  for  e.xample,  the  belated 
recognition  that  tradition-bound  companies  and  economies 
need  to  become  more  open  and  efficient  has  given  rise  to  an 
Ameiican-style  merger,  restnicturing,  and  privatization  boom, 
thiiisting  young  investment  bankers  such  as  41-year-old  John 
Studzinski  of  Morgan  Stanley,  Dean  Witter,  Discover  &  Co. 
into  the  financial  limelight. 

This  new  fast-track  cadre  of  financiers,  who  are  almost  as 
likely  to  reside  in  Madrid  as  in  Manhattan,  is  Americanizing 
global  finance  with  a  revolutionaiy  zeal  that  would  have  dazzled 


Meet  the  financiers 
on  a  fast  track: 
They're  young, 
they  Ye  focused  on 
global  markets,  and 
they're  not  afraid 
of  new  technology 


Adam  Smith.  Just  as  the  U.  S.  export 
the  fi-ee-market  principles  that  opelc  sii 
economies  such  as  Russia  and  Polt  ;?!^ 
in  the  fu'st  place,  it  is  now  exportjj^ria 
the  financial  techniques  that  ai'e  put|  ' a 
those  principles  into  practice  aln^'  ci 
overnight.  "These  new  financiers  ten,' 
the  J.  R  Morgans  and  Walter  Wristfejii 
of  the  new  era  of  global  finance,"  slirvp; 
William  F.  Ford,  professor  of  fijianc*  )' 
Middle  Tennessee  State  Universl'' 
Adds  Roy  C.  Smith,  professoi-  of  finals 
at  New  York  University's  Stem  Schlfas 
of  Business:  "The  foreigners  know  tl  I  are 
can  get  the  best  ideas  and  the  b ;  of  i 
prices  fi'om  American  finns."  i'oe 
Although  the  adrenaline  siu'ge  in  inent 
nance  these  days  has  to  a  large  extltliej 
shifted  overseas,  the  U.S.  remains  4 M 
incubatoi'  for  much  of  the  innovation  in  financial  sei"vices.  Sake  oi 
ware-savvy  mai'keters  such  as  Chai'les  Schwab  &  Co.'s  ArtlMj 
V.  Shaw,  37,  are  on  the  cutting  edge  in  developing  IntemL.  o 
based  progi-ams  to  deliver  financial  services  to  consumetjij 
Goldman,  Sachs  &  Co.'s  Eiic  Schwaitz,  34,  has  reinvented  4 
once  tired  convertible-secmities  business,  creating  a  powerMj  v 
nancing  mechanism.  On  Sept.  23,  he  engineered  an  ovemifLaj^ 
transaction  that  i-aised  $1.15  billion  for  the  Tisch  family's  Loel  h; 
Corp.  between  4  in  the  aftei-noon  and  9  the  next  morning.  |> 
PRACTICAL  THEORIES.  As  financial  technology  helps  ero|f 
whatever  remains  of  the  walls  separating  commercial  and 
vestment  banking  and  spui-s  consolidation,  new  financial  moi|j 
liths — be  they  big  banks  or  financial  conglomerates — are  re 
ing  on  the  skills  of  many  young  managers  such  as  Jam 
Dimon,  41,  president  of  Ti-avelers  Group  Inc.,  and  Mark 
Oman,  pr-esident  and  ceo  of  Nomest  Mortgage  Coip.  Some 
the  best  theoretical  finance  work  is  being  accomplished  by  i 
der-50  academicians,  such  as  Massachusetts  Institute  of  Tec  y^^j^ 
nology's  Anch-ew  Lo,  37,  who  has  done  seminal  studies  on  ri 
that  have  influenced  m.any  companies  and  investment  house|pt 
These  names  came  up  in  a  sm-vey  undertaken  by  dozens 
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Special  Report 


MCE 


and  correspondents  in  the  U.  S.  and  overseas,  business 
isked  some  of  the  world's  leading  financial  thinkers  and 
loners  to  pick  the  under-50  movers  and  shakers  likely  to 
e  financial  w^orld  into  the  new  millennium.  Starting  with 
;han  100  talented  people  from  around  the  world,  we 
the  list  to  a  dynamic,  forward-thinking  group  of  nearly 
zen,  who  are  profiled  in  the  follovdng  pages,  and  other 
ing  individuals,  who  are  discussed  more  briefly.  They  in- 
investment  and  commercial  bankers,  dealmakers,  and 
who  fit  the  traditional  definition  of  financier  as  money- 
But  they  also  number  central  bankers,  regulators,  schol- 
d  even  accountants  who  are  reshaping  finance. 

BUSINESS  WEEK  Finance 
are  emblematic  of  the 

of  major  players  who 

be  assuming  even  more 
lent  roles  down  the  road, 
they  all  have  in  common 

belief  that  free  markets 
e  only  game  in  the  new 
village  economy, 
ly  of  the  most  promising 
•e  Stars  are  overseas — lo- 
inciers  who  have  extended 
Street  into  downtown 
hai,  Bombay,  and  Sao 
by  adapting  the  Street's 
s  and  methods  to  local 
t  demands,  and  vice  versa, 
ng  Kong,  the  widening  of 

in  the  door  to  China  has 

up-and-comers  such  as 
■ine  Investments  Holdings' 
s  P.  T.  Leung,  a  42-year- 
oup  managing  director,  a 
c  opportunity  to  privatize 
ient  state-owned  Chinese 
irises.  Blending  unrivaled 
ts  in  Chinese  government 
idustry  with  understand- 


ing of  Western  capital  markets,  Leung  has  earned 
Peregrine  the  privilege  of  underwriting  such  key 
privatizations  as  the  May,  1996,  initial  pubUc  of- 
fering of  Shanghai  Industrial  Holdings  Ltd. 

In  India,  Deepak  S.  Parekh,  51,  is  transform- 
ing his  Housing  Development  Finance  Corp., 
the  subcontinent's  preeminent  mortgage  lender, 
into  a  U.  S.-style  financial  conglomerate.  His 
empire  currently  includes  a  bank,  consumer-fi- 
nance providers,  and  insurance  companies.  But 
asset  management  and  real  estate  development 
are  in  the  works,  too. 

Ana  Patricia  Botin,  head  of  investment  banking 
for  Banco  Santander,  Spain's  largest  bank,  is 
masterminding  an  ambitious  thrust  into  Latin 
America.  In  September,  Santander  Investment 
won  a  bid  against  top  rivals  to  manage  the  $1.5 
billion  acquisition  by  Spanish  electric  utility  En- 
desa  of  a  controlling  stake  in  Chile's  Enersis — 
Santander's  first  major  mergers-and-acquisitions 
deal  in  Latin  America.  Santander  is  now  the  largest  broker  of 
Latin  American  equity  to  U.S.  institutional  investors.  Botin, 
who  spent  seven  years  at  J.  P.  Morgan  &  Co.,  built  her  San- 
tander team  by  luring  top-flight  talent  from  such  rivals  as 
Morgan  Stanley,  Salomon  Brothers,  and  Merrill  Lynch. 
"WAITING  POSITION."  Even  accountants  are  nudging  the  de- 
veloping world  closer  to  Western-style  finance.  In  January,  Stig 
Enevoldsen,  47,  a  senior  partner  at  the  Copenhagen  office  of 
Big  Six  firm  Deloitte  &  Touche,  will  become  chairman  of  the 
International  Accounting  Standards  Committee,  a  global  pan- 
el that's  trying  to  create  an  international  set  of  accounting 
rules.  Known  as  a  consensus-seeker,  Enevoldsen  will  replace 


World-Class  Capitalists 


Young  U.S.  dealmakers  are  migrating  worldwide.  But  they're  also 
exporting  homegrown  financial  strategies,  helping  to  create       |  am 
American-style  investment  banks  and  markets  from  Russia  to  Hong  Kong.  PIGt  iZO 


DEALMAKERS 


Star  financial  officers  have  expanded  roles,  designing  acquisition  moves, 
planning  postmerger  consolidations,  leading  bold  expansions. 
These  strategies  are  influencing  executives  worldwide.  P*6t 


MANAGERS 
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UAIitfFTCKC  Under-50  marketers  are  moving  fast  to  promote  new  financial  services  on 
niHlillCiCllw  the  Internet.  And  thev're  usine  elaborate  customer  oreference  studies  4  a  « 

Pi6El34 


the  Internet.  And  they're  using  elaborate  customer  preference  studies 
and  other  data  to  make  breakthroughs  in  one-stop  shopping  and  cross-selling. 


1 A I  n  r  M I A  Q  Shunning  ivory  towers,  today's  young  academics  are  eminently  practical, 
MUHllLniiud  using  studies  of  risk,  behavior  theory,  and  market  microstruc-  4aa 
tures  to  formulate  compensation  plans  and  strategies  for  beating  the  stock  market.     P*GE  luu 

8 r  A II I  ITflDQ  Instead  of  blocking  change,  star  regulators  are  fixing  up  old  markets 
CUULAIunv  and  promoting  the  development  of  new  ones.  And  especially 
overseas,  they're  fighting  to  maintain  stable  currencies  and  keep  inflation  in  check.  PA6E  l4Z 
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the  somewhat  more  confrontational 
Michael  Shai-pe,  who  has  collided  with 
the  Financial  Accounting  Standards 
Boai'd,  the  U.  S.  nalemaking  body,  over 
proposed  changes.  CuiTently,  foreign 
companies  can't  raise  capital  in  U.  S. 
public  mai'kets  without  reconciling  their 
books  to  U.S.  rules.  Adoption  of  in- 
ternational standards,  which  Enevold- 
sen  says  might  happen  as  eai'ly  as  next 
year,  could  unleash  a  toiTent  of  financ- 
ings, "^lany  Eui'opean  companies  ai'e  in 
a  waiting  position,"  he  says. 

Then,  too,  accoimtants  such  as  John- 
ny Chen,  a  38-year-old  Price  Waterhouse  partner  in  Beijing, 
are  implementing  Western  accoimting  standai'ds  by  helping  to 
privatize  state-owned  companies  in  China  and  other  emerging 
markets.  That,  says  Chen,  who  was  bom  in  Taiwan  and  ed- 
ucated in  the  U.  S.,  demands  that  they  bite  the  bullet  and 
open  their  books.  "It's  a  painful  process,"  he  concedes. 

A  new  breed  of  regulator,  promoting  rather  than  blocking 


U  We  are  acting  as  the  financial 


Bancorp  and  Minneapolis-based  First  Bank  Systems.  S 
joining  First  Bank  in  1987,  U.  S.  Bancoi-p  Vice-Chair 
PliiUp  G.  Heasley,  48,  has  been  in  the  thick  of  integi'atioi  ; 
forts.  One  key  to  successful  conversions:  "We  standard  ; 
eveiything.  We  have  one  data  center  and  one  network  st  .• 
ture,"  says  Heasley.  ( 
One  of  the  banldng  industry's  biggest  worries  is  ho^  : 
generate  new  revenue.  That's  where  the  new  Information  y 
marketers  come  in.  Their  goal:  to  find  new  customers  fc 
wiing  more  out  of  existing  ones  by  using  sophisticated  air 
ses  of  customer  preferences  and  profitability.  A  leadej 
showing  financial  institutions  how  to  do  this  is  Jamesk 
McCoiTnick,  49,  head  of  First  Manhattan  Consulting  Gn  • 
Lacking  reliable  information  about  customers  and  prw 
profitability,  he  says,  banks  fritter  away  millions  on  ineffec 
mai-keting  programs.  "Seventy-five  percent  of  new  busines 
unprofitable,"  says  McCoiTnick. 


U  We  are  not  afraid  at  all  of  the  big  American  banks.  We  can  be  as 

good  as  they  are.  We  have  more  local  presence  '  ^ 


ANA  PATRICIA  BOTIN,  Banco  Santander 


change,  is  coming  to  the  fore  as 
well.  Andrei  Kozlov,  32,  fii'st 
deputy  chairman  of  the  Cen- 
tral Bank  of  Russia,  almost  sin- 
gle-handedly created  the  Russ- 
ian Treasury-bill  market. 
Joseph  Yam,  49,  head  of  the 
Hong  Kong  Monetary  Authori- 
ty, the  ex-colony's  centr-al  bank, 
has  managed  to  fend  off  poten- 
tial Chinese  interference  and 
mamtain  a  stable  ciuTency  at  a 
time  of  Asian  ciurency  trnTiioil. 
Mexican  Finance  Under  Secre- 
tary Martin  Warner;  ;>4  and  a  Yale  gr-ad,  was  widely  credited 
with  bringing  Mexico  back  into  the  global  financial  markets 
just  seven  months  after  the  December,  1994,  devaluation. 
STANDARDIZATION.  Back  in  the  U.  S.,  the  Finance  Stars  are 
leading  the  char-ge  in  financial-sernices  consolidation,  which  is 
proceeding  at  a  breakneck  pace.  Cleaiiy,  the  futiu-e  will  belong 
only  to  those  who  can  make  these  marriages  woi-k.  Most  of 
the  attention  is  on  commercial  and  investment  banks,  w'hich 
have  emerged  as  the  major  agents  of  change  and  innovation 
in  the  financial-ser'vices  industry.  Industry  watcher's  ar'e  cur- 
rently keeping  close  tabs  on  how  much  heariburn  Tr'aveler's, 
Bankers  Trnst,  and  NationsBank  suffer  in  digesting  their 
newly  acquired  securities  firms — Salomon  Br'others,  Alex. 
Brown  &  Sons,  and  Montgomery  Securities,  r'espectively. 
Travelers'  point  man  is  James  Dimon,  who  is  highly  skilled  at 
that  arduous  art.  Says  Dimon:  "The  hardest  part  is  getting 
the  people  and  sys  ems  right." 

Some  say  combining  two  big  banks  is  easier  than  inte- 
grating banks  and  se  rarities  firms.  But  such  combos  are  no 
Cakewalk,  either;  as  Wei  is  Fargo  &  Co.  learned  with  its  recent 
snafu-plagued  effort  to  -wallow  First  Interstate.  One  insti- 
tution that  gets  high  mar  :s  for  relatively  smooth  integr-ation 
is  U.  S.  Bancori\  the  man  nge  of  Portland  (Or-e.)-based  U.  S. 
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At  Wells  Fargo,  Vice-Chairnian  Teni  Dial,  47,  and  Ei^'A 
utive  Vice-President  for  Consumer  Banking  Lucy  Reid, 
have  made  a  great  success  of  a  national  smaU-business  le 
ing  program.  It  uses  computerized  credit-scoring  technique  • 
which  analyze  and  r-ate  borrower  creditworthiness — to  mj 
ket  and  underwrite  small-business  loans.  With  350,( 
customer's,  $6  biUion  in  loans  outstanding,  and  a  return  on 
uity  of  34%,  it's  one  of  the  bank's  most  profitable  and  wii  ■ 
ly  copied  activities. 

Banks  and  brokerages  ar'e  also  looking  for  revenues  fiifim^ti 
online,  Inter'net-based  financial  ser'vices.  In 
the  banking  industry.  Wells  Far-go's  Dudley 
M.  Nigg,  50,  and  Citicor-p's  Edwar'd  D. 
Horowitz,  49,  ar'e  in  the  for-efi'ont  of  this  ef- 
fort. A  self-described  "internal  entr'epr\  - 
nem;"  Nigg  good-natui'edly  admits  that  tht 


Li  We're  making  this 
Internet  business  thing 
really  work.  We're 
bringing  to  the  market  an  incred^ 
ble  array  of  products  online 


—  ARTHI  R  SHAW.  Charles  Schwab  &  Co. 


bank's  fii'st  attempt  in  1989  at  online  banking  was  a  dud.  B 
six  years  later.  Wells  claims  to  have  become  the  fii'st  maj' 
U.S.  bank  to  give  customers  access  to  theii'  accounts  v.rj 
the  Web  rather  than  a  ciunbersome  phone  lirrk.  Now,  350,0( ,; 
Wells  customers  can  order  traveler's'  checks,  monitor  accoui  <  g 
balances,  and  transfer  money  in  cyber-space.  Coming  soon:  bi  - 
pacing  and  discount-brokerage  ser'\ices.  Plans  ar'e  also  afo : 


44  The  attitude  ^  f  higher-level  government  officials  was,  'Let  these  yo 
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n  China  and  the  rest  of  the  world 


—  FRANCIS  LEUNG,  Peregrine  Securities 


justomei-s  access  via  WebTV  and  to  link  "smart  cards" 
;emet  banking. 

e  institution  that  essentially  introduced  technology  to 
,  Citibank  looms  large  in  Web  banking.  Horowitz,  a 
senior  vice-president  for  technology  at  Viacom  Inc., 
;iti  in  Januaiy  as  head  of  global  technology.  Internet 
,  he  says,  is  part  of  Citi's  strategy  of  being  within 
:k,  one  call,  or  one  mile  of  evei-y  customer." 
■elusive  one-stop  financial  shopping  is  also  the  goal  in 
ent-banking  plans.  Bankers  yeaiTi  to  supply  eveiy 
a  deal's  capital,  from  equity  to  junk  to  bank  loans. 
;titutions  have  come 

faster  than  Chase 
tan  Corp.,  thanks 
to  its  powerful  head 
estment  banking, 
).  Lee,  44,  who  dom- 
he  huge  syndicated- 
;iness.  "The  banking 

was  supposed  to  be 

says  Middle  Ten- 
Ford.  But  thanks  in 
I  syndication,  "it's 
g  record  profits." 
>  SEAT.  Although  it 
lind  Chase  and  Wall 
irms  in  corporate  fi- 
SlationsBank,  which 
)me  the  thii'd-largest 
ink  early  next  year 

completes  its  merg- 

Barnett  Banks,  is 
ning  on  strong.  In 
,  month  alone,  it  has 
ritten  a  $4.2  billion 
icked  issue  collater- 
ith  investment-grade 
ir-investment-grade 
Bank  loans — which  it  claims  is  the  first 

a  U.  S.  commercial  bank.  On  Oct.  1,  it 
,ed  its  acquisition  of  San  Francisco- 
lontgomery  Securities.  Back  in  May,  it 
an  office  in  Brazil  and  helped  finance 
atization  of  a  big  government-controlled  mining  com- 
king  a  stake  in  the  deal.  The  man  behind  this  fluiTy  of 
is  global  coiporate-finance  chief  Edward  J.  Brown  III, 
of  his  chores  is  responding  to  skeptics  who  pooh-pooh 
ger  of  Montgomery  and  NationsBank,  based  in  Char- 
'.C.  Brown  says  that  since  the  acquisition  was  an- 
.  on  June  30,  the  two  institutions  have  been  refening 
I  deals  a  week  to  each  other.  "We're  going  to  prove  it 
k,"  he  insists. 

nsBank's  coUateralized-loan-obligation  deal  shows  how 
securitization  business  has  come  since  it  was  invented 
iid-1980s,  when  most  transactions  involved  creating  se- 
of  similai;  relatively  simple  assets,  such  as  credit-card 
0  loans.  Recently,  David  Pullman,  35,  a  managing  di- 
(f  Fahnestock  &  Co.,  has  cai-ved  a  niche  as  a  securi- 
exotic  assets,  notably  for  entertainment  and  literary 
Best  known  for  a  recent  securitization  of  the  future 
s  of  rock  star  David  Bowie,  he  says  he  has  had  dis- 
with  agents  for  novelists  such  as  Tom  Clancy  for  sim- 
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ilar  deals.  Some  detractors  have  cited  these  transactions  as 
evidence  of  the  gi-owing  fi'othiness  of  the  business.  Counters 
Pullman:  "All  of  our  deals  are  perfomiing  quite  well — at  ex- 
pectations or  better. 
Other  firms  said  it 
couldn't  be  done,  and 
now,  they've  all  joined 
the  bandwagon.  An- 
other fast  mover  is 

Jack  Levy,  44,  global  head  of  m&a  at  Menill  Lynch.  Levy  has 
produced  so  much  business  that  Wall  Streeters  say  he  is 
largely  responsible  for  pulhng  the  largest  brokerage 
from  an  also-ran  in  m&a  to  one  of  the  top  three 
dealmakers. 

The  Finance  Stars  surely  include  a  fan-  number  of 
swashbuckling  lisk-takere.  But  risk  managers,  a  new- 
ly minted  job  categoiy,  are  in  the  catbird  seat  as 
well.  Few  institutions  have  done  more  thinking  about 
managing  risk  than  J.  P.  Morgan,  which  developed 
RiskMetrics  and  CreditMetrics,  software-based  pro- 
gi*ams  that  help  financial  institutions  analyze  and 
manage  market  and  credit  risk,  respectively. 

The  high  priest  of  this  effort  is  Stephen  G.  Thieke, 
50,  head  of  corporate  risk  management.  But  leading 
disciples  include  M.  Ethan  BeiTnan,  35,  head  of  risk- 
management  sei^vices,  Blythe  Masters,  28,  who  nms 
global  credit  derivatives,  and  Peter  D.  Hancock,  39, 
head  of  global  fixed  income  and  derivatives,  who's  of- 
ten mentioned  as  a  possible  futiu'e  Morgan  chief.  In 
the  R&D  pipeUne,  says  Bennan,  are  progi-ams  to  help 
nonfinancial  corporations  manage  financial  risks  and  to 
enable  wealthy  individuals  to  keep  tabs  on  then-  port- 
foho  risk. 


44  It  may  be  that  we  should 
teach  children  in  school 
about  probability  theory  and  investment 
risk  management      -  andrew  lo,  mix 


Risk  has  always  permeated  finance,  but  only  in  recent 
years  has  it  been  so  thoroughly  dissected  and  its  lessons  so 
widely  applied — not  only  in  the  U.  S.  but  more  recently 
abroad.  That's  a  key  element  of  the  Americanization  of  glob- 
al finance.  When  it  comes  to  understanding  the  risks  of  open 
markets  and  economies,  today's  Financial  Stars  may  prove  to 
be  the  savviest  generation  yet. 

By  Phillip  L.  Zweig  in  New  B-''1Wh||||^ 
York,  with  Patricia  Kranz  in  Im  l^g 

Moscow,  Geoffrey  Smith  in       /MB  |^~^^^ 
Boston,  Mark  Clifford  in  Hong       fw^lm^   1  A  * 
Kong,  Manjeet  Kripalani  i)i     ^^^T^J'jB'^^  ^^*/ 
Bombay,  Gail  Edmondson  in 
Paris,  Dexter  RobeHs  in  Bei-  | 
jing,  and  bureau  reports  i 


For  information  on  reprints  of  ttiis  Special 
Report,  call  Business  Week  Reprints  at  609 
426-5494,  or  write  Business  Week  Reprints, 
P.O.  Box  457,  Hightstown,  N.J.  08520. 


ay  with  their  toys'         —  ANDREIKOZLOV,  Russian  central  Bank 
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Finance  Stars 

DEALMAKERS 


MEET 

THE  NEW 

WORLD 

TRAVELERS 

Have  knowhow,  imll 
travel:  Finance  imz- 
ards  are  using  U.  S.- 
style  strategies 
and  techniques 
around  the  globe, 
helping  to  build 
modem  investment 
banks  and  markets 
from  Russia  to 
Hong  Kong 

PHILIP  TOSE  i 
FRINCIS  LEUNG 


PARTNERS, 
PEREGRINE 
SECIRITJES 


are  acting 


as  the  finan- 
cial bridge  between 
China  and  the  rest  of 
the  world,"  says  Francis  P.  T.  Leung, 
43.  A  bold  assertion,  but  not  far  from 
the  truth.  Leung  is  group  managing 
director  of  Hong  Kong's  Peregrine  In- 
vestments Holdings  Ltd.,  the  largest 
and  most  profitable  investment  bank 
in  Asia.  Peregrtae's  greatest  .strength  is 
undenvriting  Hong  Kong  and  Chinese 
corporate  companies  and  bringing  them 
to  the  intematioiial  capital  markets. 
The  fii-m  marries  an  insider's  knowl- 
edge of  Asia  with  Western-style  ex- 
pertise in  capital  mt'-kets  and  distrib- 
ution systems.  Peregi  ne  played  a  key 


BORIS  FYODOROV  S 
CHtRllE  RYIN 


Three  years  ago 
t 


CHAIRMAN 
&  CEO, 
INITED  FINANCIAL 
GROUP 


they  were  work- 
ing in  a  rundown 
apartment  with 
orange  crates  for 
desks.  Today,  their  United  Financial 
Group  boasts  a  sparkling  Moscow 
headquarters.  Boris  Fyodorov,  39,  ufg's 
chairman,  and  Charlie  Ryan,  30,  its 
American  chief  executive  officer,  head 
of  one  of  Russia's  top  investment 
banks.  Blending  their  disparate  skills, 
they  have  helped  transform  the  Russ- 
ian market  by  finding  new  ways  to  tap 
equity  and  lure  investors.  "They  ef- 
fectively work  in  Russia  with  the  same 
mentality  you  find  in  New  York,"  says 


Daniel  Connor,  manager  of  Gene' 
based  Eastern  Capital  Fund,  wk 
UFG  advises. 

UFG  has  stayed  in  front  by  spotti 
opportunities  that  others  missed 
was  the  first  to  reap  big  profits 
steering  investors  toward  Russi 
newly  estabhshed  oil  holding  comj 
nies.  It  also  pioneered  investment 
hides  that  provided  foreign  invest 
with  easy  access  to  Russian  stocks. 

UFG  is  the  brainchild  of  Fyodo: 
an  economist  twice  fired  as  fina: 
minister  after  pushing  radical  econoi 
ic  reforms.  But  Fyodorov  says  Ryi 
an  energetic  Harvard-educated  b; 
is  "definitely  the  driving  force." 
the  days  of  orange  crates  behind 
UFG  aims  to  become  a  full-service 
vestment  bank  as  the  market  mati 
By  Patricia  Kranz  in  Mosa 


I 


fo 


role  in  developing  Asian  bond  markets. 

These  days,  Leung,  a  Hong  Kong 
Chinese,  and  Philip  L.  Tose,  51,  an  up- 
perclass  Englishman,  may  no  longer  be 
an  odd  couple.  And  they  plan  to  double 
their  capital  base  to  keep  ahead  of  the 
big  U.  S.  firms.  Down  the  road,  Le- 
ung's boast  could  well  become  reality. 

By  Mark  L.  Clifford  in  Horig  Kong 


JOHN  STUOZINSKI 


JBtal 


INVESTMENT 
BANKING/EIROPE. 
MORGAN  STIXLEY, 
DEAN  WIHER, 
DISCOVER  &  CO. 


Dennis  Steve 
faced    a  \uh 


task  three  years 
when  he  took 
helm  of  GPA  G 
PLC,  a  troubled 
aircraft  leaser  Keeping  it  fi'om  d],^ 
under  would  require  getting  somf 
banks  to  write  down  $4  billion  in 
one  of  the  biggest  debt  restructui 
in  corporate  history.  It  took  two  j  i,] 
of  intense  negotiations  to  do  it.  "I  r 
ed  an  investment  bank  that  was 
powerful,  and  muscular,"  says  Ste 
son.  "I  called  Studzinski." 

That's  a  call  a  lot  of  European 
have  made  in  the  past  few  years.  Jol 
Studzinski,  head  of  Morgan  Stanley,  1 
Witter,  Discover  &  Co.'s  investm 
banking  operations  in  Europe,  wa 


m 


itan 
set 


IKl 
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ERIC  SCHWARTZ 


lNAGING 
SECTOR 
m,  SACHS 
&  CO. 


El 


ric  Schwartz 
is  an  over-suc- 
cess, and  not  just 
because  he  made 
partner  at  Gold- 
man, Sachs  &  Co. 
at  31.  Schwartz, 
now  34,  leads  a 
Goldman  Sachs 
team  that's  the 
champion  of  the 
"overnight  con- 
y^l^H  '^^I'tible,"  an  in- 
^'■r*^B  strument  that 
money  for  companies  literally 
ght. 

ivertibles — fixed-income  secu- 
that  are  convertible  into  com- 
>hares — have  been  aroimd  for 
5S.  But  Goldman's  deft  refash- 

of  them  has  caught  on  with 
ners.  This  year,  Goldman  did 
rtible  deals,  ovomight  and  oth- 
i,  for  such  companies  as  Mi- 
t,  Daimler  Benz,  Japan's  Mit- 
nist,  and  INA,  a  state-owned 
1  insurer.  According  to  Lon- 
ased  International  Financing 
w,  Goldman  led  27  deals  val- 
t  .$9.8  billion  through  Septem- 
r  this  year,  for  a  26%  market 
,  Second  was  Merrill  Lynch  & 
nth  a  9%  market  share, 
iwartz  says  stocks  can  be 

and  diced  just  as  much  as 
issues  have  been.  "Eric  is  one 

best,"  says  a  counterpart  at  a 
Wall  Street  firm. 

By  Peter  Coy  in  New  York 


GABRIEL  EICHIER 


FOUNDER  A\D 
\1A\AGI\G 
PARTNER. 


Anyone  dealing 
with  Gabriel 
Eichler  had  better 
hke  dogs.  And  Eich- 
•^E^SON  OAK       igj-.g  ^jog  ged'a  had 

better  like  the  person,  too.  When  a 
Czech  executive  came  looking  to  re- 
tain EicWer  recently,  the  boxer-dober- 
man  tried  to  bite  him.  A  reference 
check  revealed  that  the  would-be  client 
was  a  con  artist.  "I  hardly  ever  take 
on  new  clients  without  Sed'a's  say-so," 
says  the  debonair  47-year-old  Eichler. 
Sniffing  out  phonies  has  been  Eich- 


ler's  stock-in-trade  since  1991, 
when  the  U.  S.-educated  Slo- 
vak native  opened  liis  invest- 
ment-banking boutique,  Ben- 
son Oak.  A  University  of 
Chicago-trained  economist 
and  ex-chief  international 
economist  at  Bank  of  Ameri- 
ca, he  kept  clients  away  from 
scamsters  who  offered  to 
"help"  them,  steering  them 
instead  toward  U.  S.-style  fi- 
nance and  management. 

Eichler  quickly  racked  up 
an  impressive  chent  Ust,  in- 
cluding Czech  energy  giant 
CEZ,  which  eventually  hired 
him  as  its  chief  financial  offi- 
cer. In  1993,  he  supervised  a 
■S2  biUion  bond  offering,  the 
Czech  Repubhc's  fii'st  real  is- 
sue. The  U.  S.-style  prospec- 
tus he  created  is  the  template 
tor  most  Czech  bond  offerings 
since.  "He  pretty  much  creat- 
ed the  market,"  says  American  bank- 
ing and  investment  consultant  Mark 
Rooney.  "Before  Eichler,  no  one  had 
a  clue." 

Many  privatized  Czech  companies 
are  still  relatively  clueless,  and  that's 
where  Eichler  sees  his  next  opportu- 
nity. Through  Benson  Oak,  he's  plan- 
ning to  make  dii-ect  equity  investments 
in  return  for  a  board  seat  and  a  hand 
in  restnictui'ing.  Analysts  are  wonder- 
ing— and  Eichler  isn't  saying — which 
floundering  company  Eichler  will  turn 
around  next.  But  whoever  he's  going 
to  work  with  will  fii-st  have  to  reckon 
with  Sed'a. 

By  James  Drake  in  Prague 


tal  in  propelling  the  firm  to  the 
he  heap.  It  has  advised  on  71 
3rth  .$83  billion  so  far  this  year, 
iki  is  Boston-born,  with  a  Uni- 
jf  Chicago  MBA.  But  since  arriv- 
lorgan's  London  office  13  years 
has  forged  bonds  of  tnist  vrith  a 
of  key  execs.  Stevenson  and 
Storm,  chairman  of  Dutch  giant 
Insurance  Group,  among  other 
nsider  him  a  close  Mend. 
?  ties  help.  When  British  ding- 
Amersham  International  plc 
its  Japanese  unit  with  Japan's 
ledi-Physics  Co.  last  year,  Mor- 
mley  got  the  business,  partly 
of  Amersham  Chief  Executive 
Castell's  ties  to  Studzinski.  Says 
"John's  in  the  hai'd  core  of  peo- 
jing  to  develop  our  strategy." 
I  Stanley  plans  on  keeping 
ski  ready  for  the  next  call. 
Bif  Thane  Peterson  in  London 
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Finarice  Stars 

MANAGERS 


THEY'RE 
GUNG  HO, 
HANDS-ON, 
AND  CAN-DO 

Managing  isn't  what 
it  used  to  be.  Today's 
financial  officers 
handle  everything 
from  developing 
strategies  to  heading 
up  expansions  to 
stnictunng  a  post- 
merger  consol  idation 

FtRIBORZ  GHUDIIR 


GREGORY  MAFFEI 


CHAIRMiN. 
I\TR\D0S 
GROUP 


As  a  full-time  col- 
lege professor, 
Fariborz  Ghadar 
moonlighted  as  a 
consultant  to  finance  ministei's  and  cen- 
tral bankers  in  developing  nations.  His 
message:  Brace  yourselves  for  the 
deregulation  of  global  markets.  Theii- 
response:  Don't  just  teach  us,  help  us 
adapt. 

So  Ghadai',  49,  founded  the  Intrados 
Group  in  Washington  to  help  biing  cap- 
italism to  emerging  mai-kets  around  the 
globe.  With  a  staff  of  200,  Intrados  has 
helped  biuld  stock  exchanges  in  nearly 
two  dozen  nations,  including  Kazakhstan 
and  Romania.  "We  can  set  up  a  stock 
exchange  for  a  million  bucks — and  that's 
a  bargain,"  boasts  Ghadar. 

He  moves  fast,  before  political 
winds  change.  In  Romania,  says 
Richard  Bums,  a  top  privatization  of- 
ficial at  the  U.  S.  Agency  for  Intema- 


CHIEF  FINANCIAL 
OFFICER. 
MICROSOFT 


Gregoiy  B.  Maffei 
almost  walked 


away  fi'om  a  Micro- 
soft Corp.  job  offer 
as  director  of  business  development 
and  investments  back  in  1993.  He 
thought  the  Redmond  (Wash.)  soft- 
ware company  was  ab'eady  too  big  and 
that  Microsoft's  best  days  were  be- 
hind it. 

Wrong.  Since  then,  Microsoft  sales 
have  more  than  tripled,  topping  $11 
billion,  and  in  .July,  the  37-year-old 
New  York  City  native  became  chief 
financial  officer.  Among  his  challenges: 
managing  $10  biUion  in  cash. 

Maffei  came  to  Microsoft  with  expe- 
rience in  investment  banking,  venture 
capital,  and,  of  all  things,  bankiaiptcy. 
In  fact,  his  fii'st  CFO  job  was  liquidating 
a  bankrupt  chain  of  hardware  stores. 
Ironically,  it  was  that  experience,  he 
says,  that  won  him  the  job  offer. 

But  it's  the  acquisition  skills  Maffei 
honed  at  Citicoi-p  Ventiu-e  Capital  Ltd. 
that  are  getting  the  most  use  these 
days.  In  the  past  two  years,  Microsoft 
has  made  approximately  60  deals 
worth  more  than  $2.5  billion.  This  year 
alone,  Maffei  stinictured  the  $425  mil- 
hon  piu'chase  of  WebTV,  the  $1  biUion 
investment  in  Comcast  Coi-]3.,  and  the 
$150  million  equity  infusion  in  Apple 
Computer  Inc.  "We  are  on  the  hunt," 
Maffei  says. 

The  CFO  is  also  releasing  unusually 


detailed  info  on  products,  customer, 
and  locations  on  the  company's  i 
tranet.  Many  CFOs  would  be  loath 
share  such  info  widely,  but  Maffei  ' 
not:  "We  look  at  these  systems  as 
way  to  make  the  business  grow,  n 
just  to  manage  the  books." 

By  Seanna  Browder  in  Sea 


tional  Development,  "they  were  able  to 
mobilize  quickly,  and  yet  with  a  lot  of 
diplomacy."  In  just  a  little  more  than  a 
year,  Romania's  rasdaq  market,  a 
screen-based  system  patterned  on 


NASDAQ,  is  handling  month- 
ly volume  of  more  thar 
$75  million,  approaching  es- 
tabhshed  Polish  and  Czech 
markets. 

Intrados'  main  competi- 
tive weapon  is  its  software 
for  building  clearance-and- 
settlement  systems.  This 
ensures  that  buyers  get 
stock  certificates  and  that, 
sellei-s  get  cash,  not  always 
a  given  on  Third  World 
exchanges. 

"Our  vision  for  the  year 
2020  is  a  clearance-and-set- 
tlement  system  that  can, 
support  a  global  stock  ex-j 
change,"  says  Ghadar.  He, 
was  bom  in  Iran  but  grew 
up  in  the  U.  S.  and  is  stilli 
a  Penn  State  B-school  professor  With 
new   projects   in   Africa   and  the 
Mideast,  Ghadar  is  building  that  n^| 
woi-k  piece  by  piece.  ; 
By  Dean  Foust  in  WashiTigtonl 
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AHA  BOTIN 


CHIEF 
EXECUTIVE. 
SANT1\DER 
INVESTMENT 


Fast-talking  and 
1 


Finance  Stars 


MANAGERS 


hard-charging, 
Ana  Patricia  Botfn 
doesn't  lack  for 
bravado.  As  the 
head  of  investment  banking  for  Spain's 
largest  bank,  Banco  Santander,  Botin, 
36,  is  gunning  to  make  Santander  In- 
vestment No.  1  in  Latin  America  and  a 
str'ong  competitor  in  other  emerging 
markets,  in- 
cluding East- 
ern Europe 
and  Asia. 
"We're  not 
afi'aid  at  all  of  big  American  banks," 
she  says.  "We  can  be  as  good  as  they 
are.  We  have  more  local  presence." 

Strong  words.  But  there's  no  doubt 
Harvard  University-educated  Boti'n 
has  been  a  major  catalyst  in  the 
transformation  of  Santander  into  a 
global  bank.  Executing  the  strategy  of 
her  father.  Banco  Santander  Chair- 
man D.  Emilio  Botin,  she  has  invest- 
ed some  $3..5  billion  over  the  past  two 
years  to  build  a  Latin  American  em- 


pire  that  includes  nine  retail  banks 
and  seven  investment  banks  with  to- 
tal assets  of  $45  billion.  Wall  Street 
experience — seven  years  at  J.  P.  Mor- 
gan &  Co. — gave  Boti'n  a  keen  sense 
of  what  it  would  take  to  compete — 
such  as  the  "sophisticated  U.  S.-style 


financial  products"  s 
offers  clients. 

Lately,  Botin 
zeroed  in  on  hu 
Spanish  privatizatioi 
becoming  the  glol 
coordinator  for  soi 
$10.4  biUion  in  equi  >s^ 
underwritings  l\ 
year  alone.  Now,  s! 
aims  to  do  the  same 
Latin  America. 

In  conservatii 
Spanish  banking  ci 
cles,  Boti'n 's  raw  ene 
gy  and  Wall  Stre 
manners  sometime 
chafe.  "Everyone 
the  bank  is  terrified 
Ana  Patricia,"  sa] 
Aurelio  Medel,  ban' 
ing  specialist  at  fina: 
cial  daily  Cinco  Dia 
"She  says  what  she  thinks,  and  th; 
sometimes  hurts."  Still,  the  bettir 
is  that  Boti'n,  a  mother  of  three,  ecu 
become  one  of  the  first  women 
head  a  major  bank  anywhere  in  th 
world. 

By  Gail  Edmondson  in  Par 


WILFRED  FINNEGAN 


MA\4(;i\f; 

DIRECTOR.  CHASE 
MAMIAH/IX 


liat  a  differ- 
ence one  rain- 
maker can  make.  In 
1993,  Chemical  Bank 
Corp.  investment-banking  czar  James 
B.  Lee  pitched  Wilfred  A.  Finnegan, 
then  an  ace  high-yield  specialist  at 
Donaldson,  Lufkin  &  Jenrette  Securi- 
ties Coip.,  on  joining  the  bank  to  start 
a  junk  unit.  At  the  time.  Chemical  was 
an  also-ran  in  investment  banking. 
Finnegan  says  he  had  serious  misgiv- 
ings about  joining  a  commercial  bank, 
but  "Jimmie  got  me  over  the  hump." 

Now,  four  yeai-s  and  one  huge  merger- 
later,  the  nation's  largest  bank  is  an 
emerging  Wall  Street  powerhouse — 
thanks  in  part  to  the  high-yield  shop 
bmlt  by  Finnegan,  now  39.  In  this  out- 


rageously profitable  business.  Chase 
Manhattan  Corp.  ranks  third  behind  dlj 
and  Morgan  Stanley,  Dean  Witter,  Dis- 
cover &  Co.,  according  to  Seciuities  Data 
Coip.  In  one  dizzying  deal-a-day  streak 
in  September,  Chase  led  $1.5  billion  in  of- 
ferings— mcluding  a  $175  million  issue 
for  Stena  ab,  a  major  Swedish  ship- 
builder It  was  a  record  iim  for  Chase — 
and  a  big  week  for  the  junk  business. 

Another  reason  for  Chase's  new- 
found prominence  is  its  ability  to  offer 
one-stop  shopping.  "In  the  old  days. 
Chemical  would  have  done  the  loan, 
an  investment  bank  would  have  done 
the  securities,"  he  says.  Today,  Chase 
offers  both  services  via  its  leveraged- 
finance  operation,  which  Finnegan 
helps  nm.  Now,  he's  ready  for  the  next 
step:  "My  life  would  be  a  lot  easier  if 
we  had  a  major  equity  capability." 
By  Phillip  L.  Zweig  in  New  York 


JAMES  DIMON 


PRESIDENT  & 
COO,  TRAVELERS 
GROIP 

Dimon  has  few 


e  has  ris( 
.so    fast  J 
such  a  young  ag : 
that  at  41,  Jame 
peers.  Dimon 


president  of  Ti-avelers  Group  Inc 
the  $21  billion  insurance  and  brc 
kerage  conglomerate.  He's  also  CE 
of  Smith  Barney  Inc.  That  title  soo: 
will  become  co-chief  executive 
Salomon  Smith  Barney,  when  Trav 
elei"s  consummates  its  $9  billion  pui 
chase  of  Salomon  Brothers  Inc.  Di 
mon  will  share  the  ceo  job  wit: 
Deryck  Maughan. 

Dimon  is  con- 
sidered a  top  con- 
solidator  of  finan- 
cial-services com- 
panies. He  tries  to 
choose  the  best 
people  for  key 
jobs  based  on  per- 
formance, not  ego 
and  politics.  This 
requires  "cajoling, 
begging,  and  compromising."  His  oth- 
er rule  is  to  be  fair  and  act  quickly] 
Says  Dimon:  "Everybody  has  to  fee, 
like  management  is  acting  justly." 

By  Leah  Natlmns  Spire 
in  New  York 
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I  THINk  I'LL  PRINT  SO/y\E  SORT  OF  A 
RE/)L  COOL  SIGN  FOR  t(\Y  ROOm !  J 


f  HOW  ABO[)J 
[     "FOR  RENT"? 


It's  more  fun  with  a  Lexmark. 

No  matter  what  you  can  do  with  an  ordinary  color  Inkjet  printer,  you  can 
do  more  with  a  Lexmark. 

Our  new  Lexmark  7200  color  printer  series  uses  Lexmark  EX2 
Technology!"'  So  you  get  photo-realistic  images  even  on  plain  paper 
and  true  "office  quality"  text  equal  to  a  laser.  All  printed  faster 
than  you  thought  possible. 

Surprised?  Don't  be.  All  we  make  is  printers,  so  all  we  think  about 
is  how  to  make  them  better  (and  more  fun  for  you). 

Call  us  at  1-800-LEXMARK,  or  visit  us  at  www.lexmark.com  and 
find  out  how  much  fun  it  is 

to  print  with  a  Lexmark.  LE/^^QVI  VI^I^ 


997  Lemafk  Inletnalional,  Inc  All  rigtits  (eserved  Lexmark  and  Lexmaik  with  diamond  design  ate  trademarks  of  Lexmark  international,  Inc ,  registered  in  tlie  United  States  and/or  other  counlnes  Lexmark  EX2  Tecliaology  is  a  trademark  ol  Lexmark  International,  Inc 


IT; 


A  British-Italian  consortium  sought  ^ 
finance  the  design,  construction  arlj 
operation  of  a  light-rail  system  i . 
Manchester,  England -one  of  the  mo  , 
successful  of  its  type.  Bank  of  America  , 
leadership  in  infrastructure  project  fU  j 
ance  and  its  ability  to  structure  th 
financing  and  price  the  deal  were  instri 
mental  in  winning  the  mandate.  Bol 
arranged,  acted  as  agent  and  undenwrol 
all  of  the  $100  million,  13-year  seni( 
debt  facility  and  structured  a  tailor^ 
hedge  to  mitigate  the  project's  varying  ris 
profile  during  construction  and  operation.  , 


power   ^  ^ 

Bankof  America         in  mot i or 


www.bankamerica.com 


iimova'tlon 

■H^H  A  leading  U.S.  food  service 
operation  needed  $1.1  billion  to 
#^^B  make  a  major  acquisition.  Un- 
*i  daunted  by  tight  time  con- 
straints,  BofA  proposed  a 
mjigM  unique,  comprehensive  financ- 
JH^g  ing  solution  that  included  secu- 
BiB^  ritizing  assets  of  the  combined 

P^"^  °f  original 
hjt^fi  financing  package.  BofA  worked 
UPra  around  the  clock,  and  the  client 
t     ^ff  completed  the  transaction  to 
become  the  nation's  largest 
/^H  food  system  distributor  to  chain 
.Mifii  restaurants. 


rhe  largest  transporter  and 
jrocessor  of  natural  gas  in 
Vrgentina  desired  a  source  of 
nedium-term  funds  to  support  its 
Dngoihg  capital  expenditures  pro- 
gram. Bank  of  America's  local 
:orporate  finance  specialists  and 
global  syndications  experts  togeth- 
3r  developed  an  aggressive  pro- 
posal to  help  the  company  realize 
tax  advantages  and  access  a  new 
source  of  funds.  Leveraging  its 
U.S.  commercial  paper  leadership 
in  the  Latin  American  market, 
BofA  syndicated  a  $150  million 
CP  program,  incorporating  an  un- 
[Drecedented  three-year  term,  and 
completing  the  first  successful 
such  program  for  a  major 
Argentinean  corporation. 


in  motion 


©1997  BankAmerica  Corporation 


THE  YOUNG 

AND  THE  FEARLESS 


An  energetic  crop  of  under-50  executives 
is  making  the  leap  onto  the  World  Wide  Web, 

where  they're  finding 
plenty  of  customers. 
At  the  same  time, 
they're  finally  grasping  the  brass  ring  of 
financial-services  marketing:  Cross-selling 
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MARKETERS 


MARK  OMAN 


rto. 
mokti;\(;e  co. 


Cross-selling.  In 
the  ftnanci;il-ser- 
vices  industry,  it's 
the  holy  grail.  And 
its  just  as  elusive.  Marketers  have 
even  foimd  it  tough  to  persuade  bank- 
mortgage  customers  to  open  sa\ings 
aowimts — or  at  least  do  so  profitably. 

Mark  C.  Oman.  41,  is  gi\ing  it  a  good 
shot,  though.  Citing  indiistrj-  studies, 
his  employer,  Minneapolis-b:ised  Xor- 
^•est  Corp.,  cLiims  tkit  its  biinking  cus- 
tomer? have  subscribed  to  an  average 
of  four  bank  products,  about  double  the 
averace.  Thonuis  K,  BnTw-n.  barJc  ana- 


lyst at  Donaldson, 
Liifldn  &  Jenrette  Se- 
ciuities  Co.,  says  Nor- 
west  needs  to  take  a 
more  focused  approach. 
But,  he  acknowledges, 
"they're  ahead  in  exe- 
cuting a  broad  cross-sell 
strategy." 

After  years  of  ex- 
peiimenting  with  a  va- 
riety of  techniques  to 
squeeze  more  revenue 
out  of  the  same  cus- 
tomers, Norwest  is 
starting  to  mine  its 
Norwest  Mortgage  Inc. 
subsidiary-  for  potential 
buyers  of  other  Nor- 
west services.  Oman, 
who's  spearheading  this 
■jiitiative,  oversees  a  di- 
verse portfolio.  Besides 
serving  as  president 
and  CEO  of  Norwest 
Mortgage,  he  heads 
Nor\s"est  Card  Senices:  Norwest  Di- 
rect, a  consimier  loan  telemarketing 
imit:  and  banking  operations  in  Iowa, 
where  the  marketing  experiment  is 
getting  imder  way. 

Since  19S9.  Oman  has  built  the 
mortgage  company  up  from  scratch  to 
the  nation's  largest,  with  S51.5  billion 
in  originations  and  S12o  million  in 
aftertax  profits  in  1996.  Oman  thinks 
cross-seUing  can  eventually  boost  prof- 
its by  SlOO  million.  "Mortgages  are 
one  of  the  few  core  products  you  can 
cross-sell."  he  says.  "There's  natural 
leverage  there."  If  so.  he  would  not 
only  have  found  the  holy  graU  but 
made  the  quest  look  easj*. 

By  Phillip  L.  Ziceig  in  Seic  York 


ARTHUR  SHAW 


SEMOR  VT. 
CHARLES 
SCHWAB  &  CO. 


'"hat's  Chai 
Schwab 
Co.,  the  natio 
No.  3  brokera 
doing  acting  like  a  nimble  upsta 
Ask  Arthur  V.  Shaw,  Schwab's 
nior  vice-president  for  electro: 
brokerage,  and  he'll  tell  you:  h 
the  Internet,  stupid.  In  little  mu 
than  tw^o  years,  Shaw  has  spe- 
headed  a  sweeping  initiative  at  te^ 
San  Francisco-based  giant  tha|i 
says  win  do  even  more  to 
investing  than  deregulating  eo* 
missions  did  in  the  1970s,  "^e; 
making  this  Internet  business  thi; 
really  work,"  says  Shaw,  37,  a  f - 
mer  McKinsey  &  Co.  const 
"We're  bringing  to  the 
incredible  array  of  products  > 
Schwab  boasts  1  million 
ajstomers,  about  a  third  of  the  m  - 
ket.  Onhne  transactiGns  generata 
third  of  aU  commissions.  "Scfawahs 
the  dominant  player/'  says  Riefajl 
Strauss,  a  Goldman  Sachs  i  Co. :  - 
ahrst.  "TTnHke  a  lot  of  :-:ir;petitc. 
Schwab  is  making  good  o-ir_" 

Shaw  is  now  woridng  t .  ^ 
customer  information  antcr.  -  . 
"We're  only  at  the  begirr_rig 
helping  c-onstnners  use  teihuoli: 
and  infonnatian."  says  Sha^ — wh" 
win  likely  keep  htm  in  his  job^  i 
some  time  to  come. 

Liitda 
m  San 
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ADVANCED    Data    Solutions    For    Corporate  Challenges 


Are  you  making  the 
ight  moves  to  achieve 


our  global  objectives? 


Global  One  s  broad  ser\ict>  ponlblio  puts  the  c»niip.in\ 
in  a  position  to  bect)me  the  global  compan\ ' 

-IDC.  a  lecutiilg  pravUier  of  iujhrniatiou 
techntUo^y  ivscarch.  tiiuilysis  and  cousrilltn.:^ 


Count  on  Sprint's  global  alliances  to  give  your  company 
unlimited  reach.  We'll  bring  you  the  technical  expertise 
you  need  to  exp;ind  confidenti)'  into  new  markets,  leveraged 
by  our  worldwide  alliance  with  dlobal  One?  As  the 
world's  largest  provider  of  global  data  services,  we 
can  easily  connect  all  your  voice,  video  and  data  Plus, 
we  offer  a  full  range  of  services  to  give  you  a  competitive 
edge,  including  high-speed  Internet  links  across  the 
ocean.  And  you  can  access  all  this  through  a  single 
point  of  contact,  to  connect  \'ou  with  success  on 
a  global  scale,  www.sprint.com/sprintbiz  1-800-669-4700 


Sprint 


We  help  your  business  do  more  business 


SCOTT  COOK 


CHAIRMIV  ^,  . 

i\TriT  i\<  ^  ChauTnan 
Scott  D.  Cook  got 
into  the  pei*sonal-finance  software  busi- 
ness 13  years  ago,  only  about  100,000 
people  were  balancing  their  check- 
books on  a  personal  computer  Today, 
that  number  is  close  to  13  million — and 
10  milhon  of 
them  use  In- 

fMUUmmBa^ttmmS^M    tuit's  Quick- 

W^-^''*'^^'  -iifH    en  program. 

Now.  the  guy 
who  populaiTzed  the  binaiy  checkbook 
is  tning  to  bring  financial  senices  to 
cyberspace. 

In  fact.  Cook  is  betting  the  com- 
pany on  it.  Inttiit,  which  has  8600  mil- 
lion in  revenues,  plans  on  ending  its 
rehance  on  retail  software  sales.  In- 
stead, it's  offering  a  broad  array  of 
services  dehvered  via  the  Internet. 
This  month,  as  part  of  a  relaunch  of 
its  two-year  old  Web  site.  w\\^'. 
quicken.com.  Intuit  is  offeiing  a  home- 
mortgage  finder  service  that  allows 
computer  usei-s  to  compare  loans  fi'om 
a  half-dozen  of  the  largest  lenders. 
This  winter,  it  will  offer  auto  insur- 
ance. And  ultimately,  every  Intuit 
product  either  will  be  wholly  online 
or  have  an  online  component. 

The  45-year-old  Cook,  who  learned 
the  ins  and  outs  of  mass  appeal  as  a 


Procter  &  Gamble  Co. 
product  marketer,  built 
his  software  franchise 
on  making  checkbook, 
tax,  and  small-business 
accounting  programs 
that  are  especially  easy 
to  use.  On  the  Web,  in- 
tuitive na\igation  is  still 
an  important  compo- 
nent. But  Cook  beheves 
it  will  take  more  than 
that  to  coax  tens  of  mil- 
lions of  people  to  pay 
bills,  invest  in  stocks, 
and  arrange  loans  on- 
Hne.  The  crucial  factor 
is  trust.  And  Cook 
hopes  Intuit  can  gain 
the  trust  of  consumers 
by  offering  comparative 
shopping — as  well  as 
plenty  of  sound  editorial 
guidance. 

"We're  the  customer 
champion  for  financial 
decisions."  says  Cook. 
"We  want  them  to 
quicken.com  as  the  objective  source 
for  making  the  most  of  their  money." 
Says  Roger  Servison,  a  managing  di- 
rector at  Fidelity  Investments,  an  In- 
tuit partner:  "There's  no  question 
whether  [Intuit  is]  friend  or  foe." 
With  Microsoft  Corp.,  Servison  adds, 
"you're  not  quite  sure." 

Cook  understands  that  being  the 


tuit  can  offer  consiuners  a  broad  saj* 
pling  of  investment  and  loan  choicU 
"Only  in  the  Soviet  Union  did  tlip' 
figure  people  didn't  want  choice — a» 
that  didn't  work  very  well,"  quij 
Cook.  Now,  it's  his  mission  to  tra 
form  Intuit  into  the  ultimate  or 
capitalist  tool. 

By  Steve  Hamm  in  San  Francii 


EDWARD  HOROWITZ 


EXEClTnE 
MCE-PRESIDEM. 
CITIBANK 


JJanging   on  a 


.wall  in  the  of- 
fice of  Citicorp  tech 
whiz  Edward  D. 
Horowitz  are  framed  drawings  of  the 
cartoon  characters  Beavis  and  Butt- 
head  that  Horowitz,  49,  bi'ought  along 
when  he  left  Viacom  Inc.  for  Citi  in 
January.  Gesturing  toward  the  draw- 
ings, he  explains  that  his  job  as  Citi's 
global  technology  chief  is  not  that 
much  different  from  the  role  he 
played  as  senior  vice-president  for 
technologj'  at  the  entertainment  gi- 
ant. "It's  all  about  content,"  he  says. 
"And  distribution." 

Today,  of  coui"se,  banks  ai'e  vying  to 
be  among  the  first  to  "distribute" 
bank  services  over  the  Internet.  In 
November,  Citibank,  which  led  the 
charge  into  consumer  banking  tech- 
nology in  the  1970s  by  introducing 
automated  teller  machines  on  a  large 
scale,  will  enable  its  retail  customers 
to  access  their  accounts  and  execute 


transactions  on  the  World  Wide  Web 
for  the  fii'st  time.  Although  Citi  isn't 
the  fii'st  to  convert  its  home-banking 
operations  fi-om  an  online  system  to 
the  Internet,  Horowitz  says  Citi's 
edge  lies  in  its  ability  to  accomplish 


this  eventually  in  thel 
countries  where  it  dd 
business.  "If  someth 
working  in  Poland," 
says,  "we  can  bringj 
to  Brookl.\Ti." 

Horowitz  is  all 
working  with  Citiba 
wiiolesale  operations] 
bring  Internet  bank 
to  corporate  cHents. 
1998,    he    says,  "o« 
agenda  is  to  put  th  , 
information   on  tht 
desktop  without  thti 
having  to  talk  to  a  h 
man   being."  Besid 
content  and  distributit 
Horowitz  cites  anoth 
parallel   between  tli 
banking  and  entei-tai 
ment    businesses.  .| 
television,  he  says,  "there's  a  ne| 
season  every  September."  Likewis 
in  electronic  commerce,  "you've  i 
ways  got  to  be  prepared  to  remal 
yourself." 

By  Phillip  L.  Zweig  in  New  Yo^ 
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VITHOUT  THE  RIGHT  COVERAGE,  YOUR  COMPANY  CAN  BE  FLAHENED  BY  A  TRAIN  THAT'S  STANDING  STILL. 


Ul  it  takes  is  a  rail  strike,  a  streak  ot  bad  weather  or  a 
change  in  an  exchange  rate  and  3'our  company  s  bottom 
sustain  a  major  injuiy.  So  businesses  require  a  partner 
n  anticipate  and  protect  against  multiple  risks  with 
:ive  solutions. 

ilG  Risk  Finance  is  that  partner.  With  our  financial 
js,  insurance  underwriting  and  capital  markets  expertise, 
bundle  together  risks  other  Financial  institutions  can't 
.  When  AIG  Risk  Finance  combines  a  company's  hnan- 
I  insurance  risk  into  a  single  program,  the  integrated 
:e  can  create  efficiencies  that  might  not  be  realized  using 
aditional  forms  of  risk  management. 


For  instance,  our  Commodity- timbedtied  Insurance 
(COIN)  program  limits  the  earnings  per  share  impact  for  our 
clients  by  joining  traditional  insurance  risks  with  financial 
exposures  like  primary  commodities,  foreign  exchange  and 
interest  rate  fluctuations.  AIG  Risk  Finance,  a  division  of  the 
AIG  Companies,  has  access  to  an  unparalleled  global  network, 
with  operations  in  appro.ximately  1.30  countries  and  juris- 
dictions worldwide.  And  we  have  top  financial  ratings  to  back 
us  up.  So  we'll  be  there  to  help  your  business  stay 
on  the  right  track. 


AIG 


WORLD  LEADERS  IN  INSURANCE  AND  FINANCIAL  SERVICES 

American  Inletnational  Group,  Inc  .  Dept  A,  70  Pine  Street,  New  York,  NV  10270  www  aig  com 
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ACADEMICS 


GOOD-BYE, 

IVORY 

TOWER 


Theory  takes  a  backseat 
to  practical  applications 
for  many  of  today's 
young  academics.  Using 
studies  of  risk,  human 
behavior,  and  market 
microstrnctures,  these 
academ  ic  finance  and 
economics  stars  are  busily 
formulating  better 
compensation  plans  and 
savvy  ivays  of  beating 
the  stock  market 

ROBERT  VISRHY 

Academics  have 
long  argued  that 


PROFESSOR 
OF  FI\A.\CE. 
Mm.  OF  CHICAGO 
BUSINESS 
SCHOOL 


the  market  is  too  ef- 
ficient for  anyone  to 
consistently  beat, 
say,  the  Standard  & 
Poor's  500-stock  index.  Indeed,  index- 
fund  investing  stems  from  this  "effi- 
cient market"  hypothesis  (emh),  and 
the  University  of  Chicago  Graduate 
School  of  Business  is  the  theological 
center  of  this  belief.  That  makes 
Robert  Vishny,  38,  a  finance  professor 
there,  a  heretic.  He  believes  you  can 
beat  the  market,  and  he's  even  a  part- 
ner in  -cin  investment  firm  that  has 
been  doing  it. 

Vishny  says  that  much  of  the  move- 
ment in  stock  prices  can  better  be  ex- 
plained by  behavioral  psychology  than 
by  EMH.  For  instance,  he  says  there's  a 


ANDREW  LO 


PROFESSOR 
OF  FINAXCE. 
MIT 


How  do  people 
( 


-decide  where  to 
invest,  and  why  do 
they  make  mistakes? 
That  question,  among  the  most  vexing 
in  all  of  finance,  is  the  reseai'ch  focus  of 
Massachusetts  Institute  of  Technologj^ 
Professor  Andrew  W.  Lo,  37. 

You  could  make  billions  of  dollars  if 


you  knew  the  answei 
Lo's  question.  But  he  s 
he's  studying  the  prob 
for  "less  pedestrian"  i 
sons  than  merely  de' 
ing  new  moneymak 
strategies.  For  one 
could  hold  significant 
plications  for  policjin 
ers  responsible  for  re 
lating  the  world's  finan^ 
markets.  It  could 
help  the  growing  numl 
of  people  who  are  dire 
ing  theu'  own  retirem( 
plans.  "It's  important 
understand  how  peo; 
perceive  risk,  and  h 
that  translates  into 
vestment  behavior,"  s 
Lo. 

His  latest  research 
volves  an  experimen 
Internet-based  tradi 
game  designed  to  analj 
how  investors  react  to 
mythical  futures  mark, 
on  monthly  employmei 
figures  (http://cybt 
exchange.mit.edu).  So  far,  the  researii 
points  to  two  important  lessons.  FirJ. 
capital-gains  taxes  are  bad  becaul! 
"they  prevent  investors  from  reb;!! 
ancing  their  portfolios,"  he  says,  ji 
addition,  Lo  thinks  regulatory  agej 
cies  should  educate  consumers  abo', 
market  risk.  "Maybe  we  should  tea 
schoolchildren  probability  theory  ai| 
investment  risk  management,"  he 
By  Geoffrey 


human  tendency  to  believe 
that  a  pattern  once  identi- 
fied, such  as  a  company's 
years  of  ever-increasing 
profits,  will  go  on  indefi- 
nitely. "There's  a  human 
desire  to  hold  on  to  al- 
ready established  opin- 
ions," he  says.  The  result: 
Risk  and  value  are  often 
misjudged  by  the  crowd, 
and  smart  investors  can 
exploit  that  tendency. 

The  investment  firm, 
LSV  Asset  Management, 
founded  by  Vishny  and 
two  collaborators,  Josef  Lakonishok  of 
the  University  of  Illinois  and  Andrei 
Shleifer  of  Harvard  University,  puts 
his  ideas  into  practice.  Since  its  1994 
launch,  LSV  has  outperfonned  the  s&p 
500  by  3.4  percentage  points  annually. 
Vishny  is  the  fii'st  to  note  that  Lsv's 
track  record  is  too  short  to  be  able  to 


determine  wiieilier  he  and  his 
ners  are  smart  or  just  lucky. 

Vishny  says  he  eventually  will  tak' 
his  investment  theories  abroad  a 
well.  Investors,  he  says,  "would  b 
inclined  to  act  the  same  way  in  al 
countries." 

By  De'Ann  Weimer  in  ChicM 
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A/here  do  today's  leading-edge  retailers  discover  new  opportunities  ;  ;  i?  We  guided  REI,  a  well-known  outdoor  outfitter, 
BM  RS/6000!  Using  proven  e-business  solutions,  we  showed  REI  how  an  RS/6000  can  use  the  power  of  the  Internet  to 
lew  customers.  We  easily  integrated  it  into  their  existing  systems.  And,  because  RS/6000  solutions  are  remarkably  scalable, 
3dn't  worry  about  turning  away  business.  How  can  the  RS/6000  supply  your  business  with  a  powerful  e-business  tool?  For  the 
1  that  fits  your  needs,  drop  by  www.rs6000.ibm.com/solutions  or  call  1  800 IBM-2468,  ext.  FA056. 
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ANIIT  ADMATI 


PROFESSOR 
OF  FINANCE. 
STANFORD 


Finance  Stars 


ACADEMICS 


Peel  away  layers 
of  assumptions 
about  how  markets 
work.  Analyze  using 
complex  mathematical  models.  Discov- 
er the  answers  aren't  so  simple. 

That's  the  nature  of  market 
microstructures.  "We  study  the  work- 
ings of  financial  markets  and  how  that 

 environment 

affects  what 
happens  to 

  the  terms 

and  costs  of 
a  trade,"  says  Anat  R.  Admati,  41,  an 
economics  and  finance  pj^jfessor  at  the 
Graduate  School  of  Business  at  Stan- 
ford University.  The  Israeh  academic 
has  won  some  of  the  field's  top  awards 
and  is  "probably  the  most  influential 
woman  in  finance,"  says  one  promi- 
nent finance  professor. 

Admati  had  never  taken  a  finance 
coiu'se  when  she  began  her  PhD  in  op- 
erations research  at  Yale  University 
18  years  ago.  But  she  became  intngiied 
with  the  field  and  began  using  mathe- 
matics and  statistics  to  look  at  simple 
market  questions  in  complex  ways. 

For  instance,  most  financial  models 
assume  that  a  company's  performance 
doesn't  depend  on  its  owners.  But  Ad- 
mati showed  that  when  large  share- 
holders become  activists,  their  moni- 


toring can  improve  a  company's  re- 
turns. Ultimately,  the  cost  of  capital 
can  drop.  Still,  it  isn't  cost  efficient 
for  large  shareholders  to  do  a  lot  of 
monitoring.  Understanding  the  trade- 
offs in  this  relationship  is  important 
to  both  companies  and  their  share- 
holders. 

Another  exaiiiple:  portfolio-manager 
compensation.  It's  common  practice  to 
pay  managers  based  on  how  they  per- 
foiTn  relative  to  an  index  such  as  the 
Standard  &  Poor's  500-stock  index.  Ad- 
mati and  frequent  collaborator  Paul 
Pfleiderer,  also  of  Stanford,  showed  that 


■at  i 


it  could  be  better  to  pay  managejs 
based  oii  the  portfolio's  absolute  reti 
I'egardless  of  external  benchmarks, 

Admati  and  Pfleiderer  are  passu 
ate  about  their  work,  and  their  tb 
retical  discussions  in  Palo  Alto  caf 
have  gotten  so  heated  tliat  they  ha' 
been  asked  to  quiet  down.  This  yes 
though,  Admati  and  her  husband,  no 
ed  Stanford  economist  David 
Ki-eps,  are  in  Israel  with  their  tv 
children,  visiting  Admati's  family.  "F; 
doing  my  research  by  E-mail,"  si 
says.  It's  calmer  that  way. 

■  By  Susa7i  Jackson  in  New  Have 


STEVEN  ROGERS 

Hi 


PROF  OF  FINANCE 
NORTHWESTERN 
UNIVERSITY 


iw  brightly  does 
the  entrepre- 
neurial spirit  burn? 
Look  at  Steven 
Rogers'  classes  at  J.  L.  Kellogg  Gradu- 
ate School  of  Management  at  North- 
western University.  His  course  in  en- 


trepreneurial finance  is  always 
oversubscribed,  and  it's  espe- 
cially in  demand  by  students 
fi'om  Asia,  Eastern  Europe,  and 
South  America. 

Clearly,  part  of  the  class's 
appeal  is  that  it  selves  the  cre- 
ative drive  of  young  business- 
people  in  emerging  economies. 
But  then  there's  Rogers  him- 
self, a  product  of  a  Chicago 
welfare  family.  Using  a  combi- 
nation of  scholarships  and 
loans,  he  went  to  Williams, 
where  he  played  football,  and 
then  Harvard  Graduate  School 
of  Business.  After  getting  his 
MBA,  he  bought  three  compa- 
nies before  taking  a  full-time  teaching 
job  at  Kellogg,  where  last  year  he  was 
voted  Teacher  of  the  Year.  Rogers,  40, 
mixes  traditional  B-school  theory  with 
"been  there,  done  that"  advice.  "He 
has  been  on  the  front  lines,  with  loans 
and  having  responsibility  for  employ- 
ees," says  William  A.  Sahlman,  who 
taught  Rogers  at  Harvard.  "Anyone 
like  that  is  more  reahstic." 


Rogers'  first  lesson:  "Define  whi 
kind  of  entrepreneur  you  are."  In  h 
case,  Rogers  is  a  dealmaker.  His  firi 
quest  for  a  deal  led  him  to  questio 
textbook  ti"uisms  about  valuing  con 
panies:  Interested  in  buying  a  McDoi 
aid's  fi-anchise,  he  detennined  that  th 
asking  price  was  $300,000  too  high- 
and  walked  away.  He  went  on  to  bu 
and  sell  three  lamp-shade  companie 
and  formulated  more  practical  advicf 
"Find  out  why  the  seller  wants  out 
says  Rogers.  "Then,  you  must  undeij 
stand  that  valuing  a  company  is  men 
art  than  science,  filled  with  ambiguity.; 

Rogers  hasn't  lost  touch  with  hii 
inner-city  roots.  He's  a  co-founder  o 
the  Runners'  Club,  which  is  nuiturinj 
African-American  entrepreneurs  witl 
special  courses  and  consulting.  Studies 
show  that  black-owned  businesses  are 
far  more  inclined  to  hire  Africaii 
Americans,  and  so  developing  those 
entrepreneurs  is  key  to  bringing  jobs 
to  economically  depressed  areas.  It's 
a  message  that  resonates  from  Chicagq 
to  Warsaw. 
By  Richmxl  A  Melcher  in  Evanston,  III. 
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/Vhen  you're  handling  large-scale  transactions  online,  downtime  just  isn't  an  option.  Fortunately,  there's  the  IBM  RS/6000  SR"' 
3  travel  and  transportation,  financial,  telecommunications  and  health  care  companies  are  finding  that  the  RS/6000  SP  gives  their 
:tion  processing  a  substantial  boost.  Its  exceptional  availability  and  scalability  keep  things  running  smoothly.  And  with  its  award- 
j  UNIX  operating  system,  AIX,  the  RS/6000"*  works  with  the  systems  you  have  in  place.  How  can  an  RS/6000  solution  help  your 
3S  support  more  sales?  Check  out  www.rs6000.ibm.com/solutions  or  call  1  800 IBM-7777  ext.  FA061. 
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FROM  WATCHDOGS 
TO  CHANGE  AGENTS 


The  job  description  for  market  regulator  Jms 
undergone  a  dramatic  rewnte.  Far  from  being 

eagle-eyed  guards  who 
block  experimentation, 
regulator's  earn  high 
marks  for  spurring  innovations  that  keep 
currencies  stable  and  technologies  cutting-edge 
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REGULATORS 


ANDREI  KOZLOV 


FIRST  DEPm 
CHVIN..  RISSIVN 
CEm4L  BA\K 


I: 


n  1992,  Russia's 
.economy  was  in 
chaos.  Inflation  was 
2,000%.  Industrial 
output  was  falling.  Trust  in  Boris  N. 
Yeltsin's  radical  reformers  was  nil. 

But  in  the  bowels  of  the  Central 
Bank  of  Russia,  Andrei  A.  Kozlov,  32, 
saw  a  way  out.  A  staffer  in  the  secu- 
rities department,  he  heard  a  group 
of  American  bankers,  including  then 
New  York  Federal  Reserve  Bank 
President  Gerald  E.  Conigan,  describe 
how  the  U.  S.  government  finances  its 
operations  by  borrowing  money  on 
capital  markets.  Kozlov  vowed  to  de- 
velop Russia's  own  government  secu- 
rities progi'am.  Says  Kozlov:  "The  at- 


titude of  the  majority  of  higher-level 
government  oflicials  was,  'Let  these 
young  guys  play  with  their  toys.' " 

Five  years  later,  Kozlov,  is  First 
Deputy  Chairman  of  the  Central  Bank, 
and  his  "toys"  are  bringing  billions  of 
dollars  to  the  Russian  budget.  Using 
Comgan's  advice,  he  created  Russia's 
most  hquid,  clean,  and  efficient  seciu-i- 
ties  mar'ket.  Now,  Russian  and  foreign 
investors  feel  confident  enough  to  put 
over  $50  billion  in  Russian  Treasury 
bonds.  Russia  qualified  for  an  interna- 
tional rating  in  September,  1996.  Since 
then,  Russians  have  sold  more  than 
$6..5  biUion  in  Eurobonds.  Says  David 
Boren,  Salomon  Brothers'  emerging- 
markets  research  president:  "Kozlov 
was  there  early,  he's  going  to  stay 
around  a  long  time,  and  he's  clean." 

By  Patricia  Kranz  in  Moscow 


GUSTAVO  FRANCO 


PRESIDENT, 
CE\TR\L 
BAi\K  OF  BR.4ZIL 


Gustavo  Fr 
CO  is  the  p 
lie  persona 
BraziHan  finani 
policy.  Boyish-faced  but  combati 
the  41-year-old  central  bank  prt 
dent  is  largely  responsible  for  1 
day-to-day  management  of  La 
America's  largest 
economy.  Franco's 
gradual  devalua- 
tion of  the  cuiTen- 
cy  and  careful 
hoarding  of  $62 
billion  in  reserves 
make  him  confi- 
dent he  can  avoid 
an  Asia-style  run 
on  the  real,  despite  a  gi-owing  t: 
deficit.  "Speculative  attacks  occ 
only  in  countries  whose  fundame 
tals  aren't  good,"  he  crows. 

With  a  PhD  in  economics  fro 
Harvard,  Franco  favors  some  go 
ernment  intervention  in  market 
but  says  he  has  an  "overall  orient 
tion  to  opening  the  country  to  fo 
eign  competition."  If  he  can  mai 
tain  a  steady  hand,  Franco's  legac 
as  guarantor  of  Brazil's  stability  w 
be  set. 

By  Ian  Katz  in  Sao  PavX^ 


MARY  SCKAPIRO 


lb 


PRESIDENT, 
NASD  REGl'UTlOX 
INC. 


Only  42,  Mar, 
L.  Schapir 


has  spent  a  loi^ 
time  in  th 
trenches:  commissioner  at  the  Se 
curities  &  Exchange  Commissior 
chair  of  the  Commodity  Future 
Trading  Commission,  and  point  per 
son  in  untangling  the  1996  Sumito 
mo  Coi-p.  copper  market  scandal. 

Now,  Schapiro, 
lawyer  by  training 
is  president 
NASD  Regulatioi 
Inc.,  the  regulato 
ly  unit  of  NASD 
She  supervise! 
5,400  member  finiis 
500,000  traders  and 
brokers,  and  the 
NASDAQ  stock  market.  The  nasd  has 
been  wrenched  by  scandal  and  con- 
troversy, and  her  job  is  to  restore  its 
reputation  while  pursuing  her  effort 
to  combat  Internet  fraud.  Says 
Schapiro:  "Ifechnology  is  the  challenge 
and  the  answer  to  the  challenge. 
By  Paula  Dwyer  in  Washi 
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Schwah^s  advice  to  investors 


Know  As  Much  As  You  Can, 
Pay  As  Little  As  You  Can 


What  does  it  take  to  become 
luccessful  investor? 

While  many  would  have  you 
lieve    that    it's    a  mystifying 
ocess,    we   at   Schwab  have 
Fferent  point  of  view. 

For  best  results, 
the  tried  and  true. 

At  Charles  Schwab,  we  believe 
'esting  is  best  done  when  you're 
ided  by  a  few  basic  prmciples: 
nvest  for  the  long  term  rather 
han  the  quick  gain, 
-ook  for  value  wherever  you 
an  find  it.  v 
leek  out  balanced,  objective  V 
nformation. 
evaluate  carefully  the  advice  of 
irganizations  that  have  a  vest- 
d  interest  in  the  financial 
(roducts  they  sell  \'ou. 

Investors  who  pa^'  less 

HAVE  more  to  IN\'EST. 


Charles  Schwab  introduced 
e  concept  of  discount  broker- 
e  20  years  ago,  and  we're  more 


At  Schivah,  tve  believe 
the  investor  should  think  intently 
and  spend  tvisely. 

determined  than  ever  to  make  sure 
that  investors  enjoy  a  cost  advantat^e. 

So.  foi'  example,  a  product  like 
Schwab's  Mutual  bund  OneSource" 
ser\'ice  offers  over  700  funds  from 
man)'  of  America's  best-known 
mutual   fund   families.  And  every 


Charles  R  Sch^^^ah 
Coiiiiinltecl  to  gtvtng  you  tonlrol 


sinale  one  of  them  is  free  of  load 
and  transaction  fees.  (^^While  load 
funds  cm  offer  attractive  returns  and 
other  benefits, 
you  could  start 
off  by  iTivins? 
up  as  much  as 
6%  of  ytiur 
principal.  [:ven 

over  your  fituituial  ^oals 

on    bad  davs, 

the  Market  is  rarely  off  that  much.) 
WH^'  not  BEt;OME  A 

Sc:hwab  customer  ^'ourself? 

Evcr\'  da\-.  thousands  ^^{  new 
investors  turn  to  Schwab.  Why 
not  join  them?  We  think  you 
vN'ilI  find  It  an  altogether  demys- 
tif\'ino;  experience. 


i 


An  Invaluable 

Investing 
Sourcebook, 
Yours  Free. 

To  receive  vour  free  copy  of 

The  Essential  Investor','  visit  one  of 
our  250  brandies  n.itionvvidc  or  phone: 

1-800-833-8633 


ih  receivtvs  rcmuncnition  tiom  MuruJ  FiuiJ  OnoSoiiico  oomp.ink-s.  Schu.ibs  st.indard  tr,m>aaii>n  toe  uiIJ  be  cb^irgcd  on  c.ich  redemption  of  fund  shjre^  bought  viitb  no  trinsjaion  tee  .ind  held  for  W  days  or  less, 
ih  resciTes  rhe  right  in  .L^sess  Schw,ib's  stand.ird  [r.uis.iction  lees  in  the  tuture  should  short-tciin  ti.idini;  beeoine  excessive.  C'l'-'^r  (  Katies  SLhwab  i\'  (  o.,  Inc.  All  nijht^  resom-J.  Member  SIPC/NYSE.  [^/^l] 


The  Way  It  Should  Be. 


vww.schwab.com  « 


Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

WILL  A  BIG  FISH 
SWALLOW  BINDLEY? 

Buyouts  are  all  the  rage  among  drag 
wholesalers:  McKesson,  No.  1  in  the 
industiy,  recently  bought  fourth-lai'gest 
AmeriSource  Health,  and  No.  2  Cardi- 
nal Health  is  gobbling  up  third-biggest 
Bergen  Brunswig.  What  about  No.  5 
Bindley  Western  Industries  (bdy)? 

"It's  next  in 
IT  SHIMMERS  line,"  claims  a 
LIKE  A  LURE  buyout  pro  who 
says  Bindley,  a 
supplier  of  pre- 
scriptions and 
other  products  to 
drug  chains,  "has 
been  approached 
by  a  major  phar- 
maceutical compa- 
ny." Bindley,  with 
expected  sales 
close  to  $7  billion 
this  year  and  $7.8 
billion  in  1998, 
has  also  received 
feelers  from  one 
of  the  big  four  wholesalers,  he  adds. 

Based  on  other  industiy  deals,  Bind- 
ley— with  estimated  book  value  of  $22 
a  share — is  worth  $50  to  $60,  says  one 
analyst.  But  any  deal  must  be  friendly, 
since  ceo  Bill  Bindley  controls  27%  of 
the  stock.  Other  execs  own  a  further 
7%.  The  stock  has  been  on  a  rise — 
from  18  in  April  to  28  on  Oct.  14. 

The  stock  is  undervalued,  consider- 
ing the  "strength  of  its  core  business," 
says  Christopher  McFadden,  an  ana- 
lyst at  Wheat  First  Butcher  Singer. 
The  eaniings  outlook  is  bright,  he  says, 
and  management  has  been  taking  steps 
to  enhance  shareholder  value. 

In  a  late  October  initial  public  oifeiing, 
Bindley  will  sell  17%  of  its  profitable 
imit.  Priority  Healthcare,  which  supplies 
hospitals,  clinics,  and  doctors'  offices.  By 
next  yeai;  Bindlt-y  will  spin  (jff  to  share- 
holders the  rest  of  its  Priority  Health- 
care holdings.  The  move  is  a  way  of  ex- 
tracting the  fuU  worth  of  the  robust  unit: 
In  the  second  quarter,  its  sales  gi-ew 
65%',  and  earnings  shot  up  85%. 

Meanwhile,  Bindley  has  been  busy 
shopping:  It  recently  bought  Tennessee 
Wholesale  Drug,  a  $300  million  dis- 
tributoi',  and  Groveway  Pharmacy  of 
California,  a  $6  million  distributor  of 
vaccines  to  doctors'  offices.  McFadden 
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figures  Tennessee  Wholesale  could  add 
6^  to  10(Z  a  share  to  fully  diluted  earn- 
ings— not  included  in  his  earnings  esti- 
mate of  $1.52  a  shai-e  in  1997  and  $1.67 
in  1998.  Chief  Financial  Officer  Tom 
Salentine  says  Bindley  is  focusing  on 
boosting  earnings  and  enhancing  shai'e- 
holder  value,  and  he  wouldn't  comment 
on  buyout  iiimors. 

AT  APRIA,  A  TEST 
OF  WITS  AND  WILLS' 

A battle  may  be  brewing  at  Apria 
Healthcare  (ahg),  which  got  a  sur- 
prise offer  on  Oct.  13  from  a  gi'oup  led 
by  Transwoiid  HealthCare  and  Hyper- 
ion Partners  II,  headed  by  ex-Salomon 
Brothers  top  gun  Lew  Ranieri.  The 
offer  of  $918  million,  or  $18  a  share,  in 
cash  and  stock  stunned  ceo  Jeremy 
Jones,  who  was  quietly  preparing  to 
take  the  company  private,  says  a 
source  familiar  with  the  offer. 

Ti-answorld  ceo  Tim  Aitken  says 
that  "whatever  plan  Jeremy  has  about 
taking  the  company  private  is  now  out 
the  window."  Is  Jones  boxed  in? 
Not  necessarily,  says  an  arbitrageui" 
who  thinks  Jones 
REVIVED  BY  A       will  seek  a  fatter 
SURPRISE  OFFER     offer  fi-om  a  white 
knight  rather  than 
cave  in  to  Aitken, 
Apria's  ex-vice- 
chaurnan.  (Back  in 
1995,  Homedco, 
then  headed  by 
Jones,  and  Abbey 
Healthcare,  of 
wliich  Aitken  was 
CEO,  merged  to 
form  Apria. 
Aitken  left  in  No- 
vember 1995.) 

In  early  Sep- 
tember, Apria's 
stock  fell  from  18  to  13  in  a  few  days, 
because  of  disappointing  earnings.  But 
it  rebounded  from  14  to  16  after 
Aitken's  offer. 

"It  has  come  down  to  a  test  of  wits 
and  wills  between  Jones  and  Aitken," 
says  one  analyst,  who  foresees  a  pro- 
tracted battle.  In  July,  Apria  hired 
Goldman  Sachs  to  look  for  a  buyer,  but 
Aitken's  gimip  didn't  believe  that  Jones 
really  intended  to  sell.  Aitken  says  the 
confidentiality  pact  that  potential  buy- 
ers were  asked  to  sign  discouraged 
any  offer  because  it  stipulated  that 
they  would  not  be  allowed  to  submit 
an  offer  unless  requested  by  the  com- 


12 


APRIA 
HEALTHCARE 

WEEKLY  CLOSE 

APR.  25.  '97 
▲  DOLLARS 


OCT.  14 


DATA  BLOOMBERG  FINANCIAL  MARKETS 


pany.  Aitken  didn't  sign  up  and  inste| 
submitted  a  bid.  Jones  denies  he 
tended  to  take  Apria  private  and  s£ 
the  board  is  studying  the  bid.  Wil 
Lehman  Brothers  and  cs  Fii'st  Bost| 
behind  him,  Aitken  aims  to  win. 

BANKER  TO  THE 
SILICON  SWELLS 

No  doubt  about  it,  says  money  ma| 
ager  William  Astrop,  the  bull  m; 
ket  in  technology  stocks  "will  be  Ion: 
running."  But  he  isn't  loading  up 
tech  issues.  An  "offbeat  way  to  pi; 
the  tech  upsvdng,"  he  says,  is  throu 
S.JNB  Financial  {s.jnb),  a  communi 
bank  in  San  Jose,  Calif.  Astrop  thin' 
that  "as  technology  goes,  so  will  sjn 
A  booming  SiUcon  Valley  will  enhan 
sjnb's  allure  as  a  takeover  target,  a: 
gues  Astrop,  who  rans  Astrop  Advisi 
ry  in  Atlanta. 

From  its  single  headquarters  loc; 
tion,  the  bank  sei-ves  prosperous  Saj 
Jose  and  nearby  Santa  Clara.  San  Jos^ 
now  California's  thii'd-largest  city,  h 
seen  its  land  prices  more  than  doub 
in  the  past  year. 

"In  a  takeover  deal,  sjnb  wouL 
fetch  a  price  in  the  mid-40s,"  says  A; 
trop.  Some  banks  have  sold  at  thre| 
times  their  book  value.  He  estimab 
sjnb's  book  at  $13.  sjnb  competes  wit! 
thi'ee  independent  banks:  Silicon  Valle; 
Bank,  Heritage  Bank  of  Commerce 
and  Cupertino  National  Bank.  Any  o 
them,  or  one  of  the  big  banks,  figure 
Astrop,  could  be  a  potential  buyer 

Even  without  a  deal,  Astrop  think 
"the   stock  will 

double  in  two  to  HIGH  TECH'S  BOOM 
tlii  ee  years.  The     LIFTS  ALL  BOATS 

total  assets  of 
SJNB — $321  mil- 
lion— should  gTOw 
at  20%i  for  a  num- 
ber of  years,  he 
says.  Also,  the 
bank  has  a  minus- 
cule share  of  non- 
performing  assets 
(0.2%  vs.  the  typ- 
ical 2.5%  to  3%), 
adds  Astrop. 

Also  upbeat  on 
SJNB  is  Van 
Kasper,  a  San 
Francisco  investment  firm.  The  bank's 
lean  structui-e,  its  management  expert 
ence,  and  a  strong  lending  environ- 
ment should  boost  earnings  gi'owlh, 
says  a  Van  Kasper  analyst. 
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AMAZON'S  BEZOS:  Logis\ 
are  the  ordine  bookseller 
biggest  challenge 


ONLINE  RETAILING 


VIRTUAL  BOOKSTORES 
START  TO  GET  REAL 

The  "sell  all,  cany  few"  strategy  won't  work  forever 


Amazon.com,  the  leading  Inter- 
net bookseller,  bills  itself  as 
"Earth's  Biggest  Bookstore"  be- 
cause it  offers  a  selection  of  2.5  million 
books.  But  behind  the  marketing  hype 
lies  this  reality:  Amazon.com  stocks 
just  a  couple  thousand  titles  in  its 
Seattle  warehouse — far  fewer  than  the 
inventory  maintained  by  the  average 
superstore — and  fills  only  an  estimated 
5%  of  its  orders  itself. 

The  secret  of  Amazon's 
success  in  building  a  busi- 
ness on  this  "sell  all,  cany 
few"  strategy  is  a  compa- 
ny that  few  of  its  cus- 
tomers even  know  exists: 
Ingram  Book  Group,  the 
largest  U.  S.  book  whole- 
saler, with  revenues  of 
$1.5  bilhon.  Amazon  works 


with  a  dozen  wholesalers  but  obtains  a 
staggering  60%  of  all  the  books  it  sells 
through  Ingram,  which  runs  seven 
warehouses  strategically  situated 
around  the  country.  There  are  dozens 
of  other  Internet  booksellers  now,  and 
Ingram  does  business  with  all  of  them. 
The  Nashville-based  wholesaler,  in 
short,  is  the  most  pei'vasive  force  in 
Internet  bookselling  today. 

But  to  maintain  that  position,  In- 


Behind  Amazon.com  and 
others  stand  the  vast 
warehouses  and  distribution 
network  of  Ingram  Book 


gram  is  having  to  adapt 
petition  among  the  retaile 
calated  earlier  this  year 
Barnes  &  Noble  Inc.  op 
its  own  onhne  bookshop,  s 
ing  a  fierce  price  war  in 
dustry  in  which  profits 
been  scarce,  b&n,  for  exai 
announced  on  Oct.  14  tli 
expects  to  lose  nearly 
lion  on  its  online  venture 
year.  That  kind  of  pressun 
led  many  Internet  bookse 
to  search  with  born-agaii 
gency  for  cheaper  ways  t(j 
books  into  their  custonj 
hands. 

By  all  accounts,  Ingram 
paragon  of  operational  effii 
cy.  It  stocks  nearly  500,00 
ties — the  largest  inventor 
books  in  the  trade.  The  coi 
ny  ships  virtually  all  orders 
day  they  are  received.  Al 
85%  of  shipments  arrive  at 
tailers'  loading  docks  withi 
hoiu's  and  95%  within  48  he 
But  Ingram's  prowess  does 
come  cheap.  Its  customers- 
they  online  booksellers  or  old-fashic 
stores — have  to  pay  the  whole 
mark-up,  which  amounts  to  a  coupl 
percentage  points  above  the  price 
book  purchased  directly  from  a  \ 
lisher.  Online  vendors  also  incur 
siderable  costs  in  repackaging  and  s 
ping  books  to  their  own  customers 
DEEPER  SHELVES.  These  added  exp( 
es  weigh  heavily  in  a  low-margin  b 
ness,  negating  the  one  major  cost 
vantage    intrinsic    to    the  virt 
bookshop:  minimal  investment  in  bri 
and  mortar.  "The  logistics  of  distri 
tion  are  the  iceberg  below  the  wal 
line  of  online  bookselling,"  says 
Bezos,  founder  and  chief  executive 
Amazon.com,  which  lost  $9.7  million 
revenues  of  $43.9  million  in  the  fi 
half  of  1997  alone. 

To  lessen  its  dependence  on  Ingr; 
Amazon  plans  to  do  more  of  its  o 
distribution.  In  early  September,  it 
nounced  it  would  enlarge  its  Seat 
warehouse  by  70%  and  lease  a 
one  under  construction  in  New  Cast 
Del.  The  result  will  be  a  sixfold 
crease  in  Amazon's  warehouse  capaci 
According  to  Bezos,  this  expansion  v 
enable  the  company  to  stock  200,C 
to  300,000  titles  and' to  buy  the  bulk 
its  books  direct  from  publishers, 
help  implement  its  new  distributi 
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We've  also  been  known  to  move  earth. 

Going  above  and  beyond  the  expected.  To  us, 
it  means  more  than  offering  the  usual  business 
incentives.  It's  doing  whatever  it  takes  to  bring 
your  company  to  Mississippi.  And  then  working 
hard  to  keep  you  satisfied  once  you're  here. 
Given  our  state's  pro-business  attitude  and  fast- 
growing  economy,  that's  a  promise  we  can  back 
up.  i.  Call  I  800-340-3323.  Tell  us  your  wants.  Your 
needs.  Your  wildest  dreams.  Heaven  knows,  well 
do  everything  we  can  to  make  them  come  true. 


Mississippi.  We  can  do  that. 
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system,  Amazon  recently  hired  Richard 
Dalzell,  a  logistics  whiz,  from  Wal-Mart 
Stores  Inc. 

Bezos  says  that  80%  of  the  compa- 
ny's investment  in  software  develop- 
ment since  its  founding  in  1994  has 
been  not  in  its  famously  user-friendly 
screens  but  on  back-office  logistics. 
Even  so,  Amazon's  warehouse  plan  is  a 
quantum  leap  into  the  real  world.  The 
company's  sales  now  are  running 
at  a  rate  of  more  than  $100 
million  a  year  and  are  still 
rising  rapidly.  But  the 
company  will  have  to 
triple  its  volume  at  a 
minimum,  by  Bezos' 
own  estimate,  to  sup- 
port the  cost  of  its 
vastly  expanded  book 
inventories. 

"DROP-SHIPPING."  Lee  Syn 

nott,  vice-chairman  of  Ingram 
Book,  seems  unperturbed  by 
Amazon's  plans  to  self-distrib- 
ute. He  expects  any  loss  of  vol- 
ume to  be  more  than  offset  by 
Ingram's  increasing  business 
with  other  online  vendors.  Al- 
though online  sales  will  probably 
account  foi-  no  more  than  $250 
million  of  the  $20  billion  in  total 
U.  S.  book  sales  in  1997,  they 
have  been  rising  at  a  double- 
digit  clip  month  after  month. 
"This  market  is  growing  very 
rapidly,  and  I  see  no  reason  why 
that  won't  continue  for  a  long 
time,"  Synnott  says.  "Books  are 
being  sold  over  the  Internet  to 
people  who  don't  even  go  into 
bookstores." 

Although  Bezos  doesn't  like 
to  admit  it,  Amazon  is  emulating 
its  new  archrival,  Barnes  &  No- 
ble. Like  Amazon,  the  super- 
store colossus  is  an  important 
customer  of  Ingram  Book.  However, 
over  the  last  few  years  B&N  has  been 
gradually  scaling  back  its  purchases 
from  wholesalers  and  inci-easingly  buy- 
ing direct  from  publishers.  "The  cost 
a(lvantages  of  self-distribution  are 
tremendous,"  says  Stephen  Riggio, 
chief  operating  officer  of  Barnes  &  No- 
ble. According  to  Riggio,  40%  of  the 
books  K&N  sells  are  supplied  by  the 
company's  mammoth  distribution  com- 
plex in  New  Jersey.  "The  plan  is  to 
get  to  50%  in  12  months,"  he  .says. 

As  Ingram's  largest  customers  in- 
fringe on  its  turf  with  jilans  to  build 
their  own  distribution,  it  is  moving  in 
the  opposite  direction  by  edging  closer 
to  retailing.  Synnott  is  read.ving  a  new 
"drop-shipping"  service  designed  both 


to  slash  onhne  booksellers'  operating 
costs  and  to  make  them  even  more  de- 
pendent on  Ingram  Book.  Beginning 
early  next  year,  Ingram's  customers 
will  be  given  a  choice:  Either  continue 
receiving  bulk  shipments  of  books 
themselves  or  authorize  the  wholesaler 
to  ship  orders  directly  to  consumers. 
OnUne  retailers  will  pay  more  per  book 
to  drop-ship,  but  not 
nearly  as  much 


By  the  Book 

STRATEGIES  OF  THE  ONLINE  PLAYERS 


DISTRIBUTORS 


INGRAM  BOOK  GROUP  Far  and  away  the  leading 
supplier  to  online  retailers.  Though  it  recently 
dropped  plans  to  handle  Web  site  maintenance 
and  order-taking  for  clients,  it  will  soon  begin  ship 
ping  direct  to  consumers  in  the  retailer's  name. 

BAKER  &  TAYLOR  BOOKS  Usually  eats  Ingram's 
dust,  but  the  No.  2  wholesaler  may  beat  its  arch- 
rival m  introducing  direct-to-consumer  shipping. 


BARNES  &  NOBLE  Operates  its  own  giant  distribu 
tion  system,  giving  it  a  cost  advantage  over  other 
online  booksellers. 

AMAZON  Plans  to  reduce  its  dependence  on 
Ingram  by  increasing  warehouse  capacity.  It  will 
boost  its  book  inventories  a  hundredfold,  while 
continuing  to  use  both  Ingram  and  Baker  &  Taylor 
to  ship  to  its  customers. 


as  they  now  spend  to  repack  and  re- 
ship.  Drop-shipping  also  will  speed  de- 
Hvery  to  consumers  by  a  day  or  two  at 
a  minimum. 

Among  the  online  retailers  that  al- 
ready have  sigiied  on  is  Amazon,  which 
plans  to  work  both  with  Ingram  and 
the  No.  2  distributor.  Baker  &  Taylor 
Books,  to  drop-ship  books  it  doesn't 
stock  itself.  Bezos  predicts  that  by  aug- 
menting its  expanded  warehouse  capa- 
bility with  the  ai'tful  use  of  drop-ship- 
ping Amazon  will  be  able  to  fill  95%'  of 
orders  for  in-print  books  on  the  day 
they're  received. 

Shipping  vast  numbers  of  books  one 
by  one  is  not  nearly  as  simple  as  it 
sounds  and  Amazon  won't  even  begin 
drop-shipping  until  its  new  warehouse  is 


fully  fimctioning.  "There  are  hug( 
ciencies  to  be  gained  through  drop 
ping,  but  they  are  paid  for  by  incr 
complexity  in  sorting,"  Bezos 
"Your  paitner  [the  distributor]  has 
very  adept,  because  if  it  is  done  w 
you  can  really  mess  up  your  cust 
sei-vice."  Ingi-am  has  long  been  the 
innovative  force  in  book  wholesi 
but  in  this  instance  it  is  likely  t 
beaten  to  market  by  Baker  &  Tf 
which  is  planning  to  intro 
its  own  drop-sliipping  servic 
the  end  of  October. 

One  reason  for  Ingram' 
was  a  rare  stumble  earlier] 
year,  when  it  began  testi: 
service  to  create  new  o: 
book  retailers.  All  the  wi 
be  retailer  had  do  was  lure 
shoppers.     Ingram  han 
everything  else,  from  mainl 
ing  the  Web  site  to  taking 
ders,    processing  credit- 
bilhngs,  and  shipping  the  be 
In  effect,  the  virtual  booki 
became  little  more  than  a  r 
facade  of  Ingram.  However  I 
ter  six  months  of  test-mar 
ing,  Ingram  quietly  pulled 
plug  in  early  October.  The  c  i 
pany's  Web-hosting  experin 
foundered  in  part  because  m  ' 
of  the  new  vendors  were 
ply  unable  to  attract  custon 
to  their  Web  sites.  But  the  ^ 
ture  also  stirred  a  backl 
among  Ingram's  existing  cl 
tele,  who  did  not  welcome 
prospect  of  having  to  com]; 
with  a  swarm  of  no-cost  clor 
STAYING  ADAPTABLE.  So  Ingr 
now  intends  to  concentrate  I 
providing  even  better  servic 
its  existing  customers.  It  pi 
to  continue  adding  to  its  inv 
tories  and  fine-tuning  the  bo 
moving  machinery  that  has  made  it 
dispensible  to  retailers  for  more  t 
two  decades.  "As  long  as  Ingram 
mains  the  most  efficient  supplier  of 
largest  number  of  titles,  they  wi 
says  Mike  Shatzkin.  an  industry  ci 
sultant.  "It's  like  a  funnel  running 
drain:  One  way  or  another,  the  b 
ness  will  flow  to  them." 

Ingi'am's  adaptability  is  no  less 
ingredient  of  its  success.  By  strivi 
above  all,  to  make  itself  useful  to 
customers,  it  has  continuously  mana 
to  come  out  ahead — even  as  the  bo 
industry  has  undergone  one  uphea\ 
after  another.  The  evolution  of  onli 
bookselling  is  likely  to  be  another  ca 
in  point. 

By  Anthony  Bianco  in  New  Yo 
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For  NE/\RiY  1 50  ^-ears.  The  Ec^lhtabu:  has  nib\nt 
outstanding  semce,  innovation  and  mtegnty  —  a 
strong,  reliable  partner  in  an  ever  changing  world. 

ins  futures 

Our  Alliance  Capital  Management  and  Donaldson, 
Lufkm  &  Jenrette  companies  are  worid-class  leaders 
in  asset  mariiigement  and  investment  banking.  While 
none  of  this  is  changing,  we  now  ha\'e  a  new,  excit- 
ing and  powerful  dimension.  As  a  member  of  the 
Global  AXA  Group,  The  Equitable  is  changing  the 
way  the  world  does  business  AXA  is  one  of  the 
worlds  largest,  most  innovati\-e  and  fastest  growing 
financial  ser\aces  companies  —  with  over  $500  bil- 
lion* in  assets  under  management  and  a  strong  pi  es 
ence  m  50  countnes  Add  this  global  reach  to  The 
Equitable's  premier  V  S.  capabilities  and  you  have  ;i| 
combination  that's  hard  to  heal.  To  learn  more,  call 
us  at  1-800-590-5995  or  \Tsit  us  at  wiviv cc/uKtiWc  ldoi 


EQUITABLE 

Member  of  the  Global 

MM 

/  jH  \ 

Group 

ble  Life  Assurance  Society  of  the  U.S.  NY,  NY  10104  is  a  maior  component  of  the  AXA  Group.The  Equitable  is  solely  responsible  for  its  own  obligations,       *As  of  6/30/97 
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Le^al  Affairs 


CORPORATE  DISCLOSURE 


NOW,  THE  DIRTY  LAUNDRY 
GETS  WASHED  IN  PUBLIC 

An  appeals  court  rules  that  ombudsmen  can't  keep  their  records  secret 


In  1992,  Frank  J.  CaiTnan,  a  midlevel 
manager  at  McDonnell  Douglas  Corp., 
began  to  clash  frequently  with  his 
boss.  So  he  called  the  corporate  om- 
budsman— an  in-house  mediator  who, 
among  other  things,  helps  employees 
resolve  interpersonal  disputes. 

The  ombudsman  concluded  that  Car- 
man was,  indeed,  treated  unfairly.  Car- 
man claims.  But  before  the  ombudsman 
could  smooth  things  over,  Mc- 
Donnell Douglas  fired  Car- 
man, who  was  .56  at  the  time. 
So  he  slapped  the  company 
with  an  age-discrimination 
lawsuit.  When  Camian  tried 
to  bolster  his  case  by  getting 
the  ombudsman's  records, 
howevei;  the  company  refused 
to  turn  them  over.  Citing  a 
stiing  of  lower-coiut  decisions, 
it  claimed  that  they  were  pro- 
tected by  "ombudsman's  priv- 
ilege," which  gave  the  com- 
pany the  power  to  shield  the 
documents. 

NASTY  SECRETS.  But  in  .June, 
a  St.  Louis  federal  appeals 
coujt,  the  highest-ranking  tri- 
bunal ever  to  consider  the  is- 
sue, disagreed  with  McDon- 
nell Douglas  and  stinck  down 
ombudsman's  privilege.  Wliile 
the  ruling  isn't  binding  on 
most  fedei-al  and  state  judges, 
it  was  written  by  highly  re- 
garded Eighth  Cii-cuit  Chief 
Judge  Richard  S.  Arnold  and 
is  likely  to  be  followed  by  oth- 
er courts.  (Arnold  didn't  nale 
on  the  merits  of  the  Caiman 
case,  and  the  company  denies 
his  allegations.)  Tlie  little-pub- 
licized decision  comes  as  a 
shock  to  many  of  the  large 
companies  with  ombudsmen. 
Suddenly,  many  of  the  nasty 


"Any  big  company  with  one  of  these 
progi'ams  is  almost  certain  to  have  some 
information  that  could  be  used  against 
it,"  says  Jeffrey  M.  Kaplan,  a  defense 
attorney  in  Manhattan  who  heads  the 
Conference  Board's  business-ethics  pro- 
gram. To  take  just  one  e.xample.  United 
Technologies  Corp.  is  now  facing  a  sex- 
ual-harassment suit  in  Florida  ft-om  a 
foiTTier  employee  who  is  seeking  an  om- 


TICKING  TIME  BOMBS? 


Chevron,  Eastman  Kodak,  and  Pharmacia  &  Upjohn  are 
among  the  many  companies  that  employ  ombudsmen. 
But  a  new  court  case  says  the  highly  sensitive  informa- 
tion they  collect  can  be  made  public,  including  data  on:     ^eMive'r  r 


DISCRIMINATION  Complaints  of  racial,  age,  gender, 
and  disability  bias  are  among  the  most  common  issues 
employees  take  to  ombudsmen. 

WHSSTLE-BLOWER  REPORTS  Many  companies  have 
ombudsmen  manage  their  hot  lines,  collecting  data  on 


budsman's  records.  UTC  declined  to  < 
ment  on  the  suit. 

Ombudsmen,  meanwhile,  are 
cerned  that  the  decision  could  ci 
some  companies  to  shut  down  theii 
partments.  Not  only  is  management 
coming  worried  about  litigation, 
workers  may  be  less  hkely  to  come 
ward  with  complaints  if  there  i 
chance  their  words  will  become  pu 
"Without  the  privilege,  it  will  be  \ 
hard  for  us  to  tell  employees  that  tl 
would  never  be  retaliation  aga 
them,"  says  Polaroid  Corp.  ombi 
man  Thomas  Zgambo. 
MILDER  PENALTIES.  The  Carman 
cision  troubles  the  many  ex(| 
tives  and  corporate  ethicists  ^ 
have  come  to  view  ombudsr 
as  a  valuable  management  t 
At  a  time  when  many  compai ' 
are  beset  with  employment 
gation,  ombudsmen  can  hlu"^' 
head  off  potential  harassmi 
and  discrimination  suits,  s| 
Harvey  Hinman,  vice-presid} 
and  general  counsel  at  Chev 
Corp.  They  also  give  empll 
ees  a  safe  mechanism  for  bl(f 
ing  the  whistle  on  violatifl 
fi'om  cheating  customers  tq 
legal  waste  disposal, 
want  to  give  employees  ev( 
opportunity  to  tell  us  ab< 
problems  before  they  fes'lilUI 
and  possibly  become  legal 
nature,"  Hinman  says. 

Ombudsmen  ai-e  common 
universities,  hospitals, 
government  agencies  but  s 
aie  in  Corport 


America.  But  their  grow 
has  been  fueled  by  the  19 
federal-sentencing  guidelin 
which  give  milder  penalties 
companies  with  antifi'aud  pi 
gi-ams.  Since  1991,  the  nui 


secrets  they  may 


have  in    everything  from  bribery  to  safety  violations.    ber  of  corporate  ombudsmi 


their  files — which  can  include 
allegations  of  everything  ft'om 
sexual  harassment  to  bribeiy 
to  safety  violations — could 
now  be  available  to  plaintiffs' 
lawyers  and  regulators. 


SEXUAL  HARASSMENT  Women  afraid  to  confront  their        the  nonprofit  Ombudsm 

supervisors  often  take  their  problems  to  ombudsmen.  In      Assn.  has  more  than  doub 

a  suit  filed  in  Florida,  a  female  United  Technologies  ^.  ^^"^"^  ^'7' 

,  .         ,    ,                ,  Du'ector    Carole  Iroccni 

employeejs  now  seekmg  ombudsman  records.   ^^^^^        concentrated  p. 

marily  in  large  companies 
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itter  living  tlirough  common  modularity 


^  Funny  how  computers  can  make  your  life  more 

^  difficult  when  their  purpose  is  to  make  things 
■'^^        easier.  Well,  the  problem  is  you  have  all  these 

different  models  and  brands  of 
es  that  are  unable  to  share  components.  So  you're 
vith  the  hassle  and  cost  of  maintainmg  a  huge 

r  NT  I         )  Gatekw 

inventory  of  spare  parts.  Now  here  s    ^ " ' " 
^  the  solution.  Gateway.  Simply  put,  Gateway 

offers  portables  that  can  share  components.  AC 
1^  adapters  and  battery  packs.  Memory  and  hard 

fjflw  drive  kits.  Even  Gateway  Solo'"  Full  and  AAini 
Docking  Stations.  Those  days  of  wading  through 
a  mess  of  hardware  are  over  Ahhh  ...  life  is  good. 
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UP  FROM  THE  WRECKAGE 
OF  RUSSIAN  SCIENCE 

Can  private  enterprise  pick  up  where  the  Soviets  left  off? 


such  as  American  Express,  Royal 
Dutch/Shell,  Kodak,  McDonald's,  and 
Pharmacia  &  Upjohn — with  thousands 
of  potential  employee  problems. 

Confidentiality  has  always  been  a 
core  concern  for  ombudsmen.  "The  of- 
fices are  typically  located  where  peo- 
ple can  come  and  go  without  being 
seen,"  says  Sharan  Levine,  a  Kalamazoo 
(Mich.)  attorney  who  has  represented 
the  Ombudsman  Assn.  in  the  past. 
"Ombudsmen  have  separate  phone  and 
fax  systems.  Their  files  are  under  sep- 
arate lock  and  key  and  cannot  be  en- 
tered by  management.  And  their  com- 
puter systems  are  encrypted  so  that 
people  can't  get  into  the  files." 
"POWERFUL  STUFF."  But  none  of  these 
protections  matters  much  without  the 
ombudsman's  privilege.  The  Cannan  opin- 
ion clears  the  way  for  regulators,  em- 
ployees, and  management  to  intei-view 
ombudsmen  and  review  their  records — if 
the  infonnation  is  relevant  to  the  case  at 
hand.  Wliile  the  coiut  recognized  the  val- 
ue of  permitting  ombudsmen  to  keep 
their  information  secret,  it  wrote  that 
this  was  outweighed  by  "the  normally 

Ombudsmen's  records 
"can  make  or  break 
some  cases,"  says 
one  trial  lawyer 

predominant  principle  of  utilizing  all  ra- 
tional means  for  ascertaining  tinth." 

Plaintiffs'  lawyers,  unsmprisingly,  ai'e 
thrilled  about  the  decision.  Access  to 
ombudsman  records  "can  make  or  break 
some  cases,"  says  Lawi-ence  Markowitz, 
former  chair  of  the  American  Ti'ial 
Lawyer  Assn.'s  employment-rights  sec- 
tion. Many  suits,  for  example,  tum  on 
how  quickly  a  company  responded  to  a 
problem.  "The  company  says,  'We  didn't 
know  about  the  issue  until  the  person 
filed  chai'ges," "  Mai'kowatz  explains.  "But 
then,  say  you  get  the  ombudsman's 
notes  and  they  prove  that  the  company 
knew  about  it  two  years  ago.  That's 
pretty  powerful  stuff." 

Many  corporate  ethicists  and  attor- 
neys complain,  however,  that  the  Car- 
man decision  gives  comj^anies  the  wrong 
incentive.  Rather  than  encoui'aging  them 
to  seek  out  interaal  problems  and  fix 
them,  it  punishes  them  for  doing  so.  In- 
deed, the  companies  with  the  best  om- 
budsman programs  are  likely  to  be  the 
ones  with  the  most  dirt  in  their  files.  In- 
stead of  avoiding  legal  problems,  as  they 
intended,  th'i'se  companies  could  be  fac- 
ing scary  new  ones. 

By  Mike  France  in  New  York 


Sloshing  water  onto  a  filthy  rag,  a 
cleaning  lady  swabs  the  steps  of 
Moscow's  A.  N.  Bakh  Institute  of 
Biochemistry.  Few  others  are  in  sight. 
It's  a  sad  comment  on  the  state  of  Rus- 
sian science.  Government  science  spend- 
ing has  dropped  by  two-thirds  in  the 
past  five  years,  and  more  than  half  of 
Russia's  1.5  million  scientists  have  aban- 
doned their  professions.  With  salaries 
averaging  $60  to  $70  a  month  and  no 
money  for  supplies,  most  researchers 
have  stopped  coming  to  their  labs. 

But  while  most  of  the  Institute  is 
dark,  a  brightly  lit  office  on  the  top 
floor  hums  with  activity.  Several  insti- 
tute scientists  have  set  up  Inbio,  a 
biotechnology  company,  to  market  an 
industrial  air-cleaning  device  that  uses 
chemical-eating  bacteria.  President 
Vladimir  Popov  gi-umbles  about  the  te- 
dium of  running  a  business,  but  he 
earns  enough  to  fund  his  research  into 
enzymes  and  X-ray  crystallogi-aphy. 

Popov  and  his  colleagues  are  among 
the  survivors  of  the  wreckage  of  Rus- 
sia's research  EstabUshment,  which  was 
once  the  lai-gest  in  the  world,  employing 
more  than  3.4  million  people.  But  the 
government's  continuing  budget  woes 
have  cut  deeply  into  research  funding. 


Russia's  federal  government  rel 
less  than  40%  of  the  $1.3  bilhon 
cated  for  science  in  1996.  In  the 
Mountains  city  of  Snezhinsk  last 
vember,  the  head  of  a  nuclear-wea 
research  center  committed  suicic 
apjjarent  despair  over  fimding  cut. 
SHAKEOUT.   As  government  oul 
shrink,  the  rough-and-tumble  ma 
economy  that  has  emerged  since 
breakup  of  the  Soviet  Union  is  st" 
to  move  into  territory  once  occupi 
government  research  labs.  The  ne 
trepreneurial  ventm-es  ai"e,  in  some 
es,  strengthening  Russian  scienc 
shaking  it  out  of  its  complacency 
the  straitjacket  of  bureaucracy.  S 
tists  are  setting  up  businesses,  fin 
new  sponsors  for  their  work,  and  f 
ing  once  unimaginable  paitne)'ships  i 
foreign  researchers.  "We're  goinj 
have  coming  out  of  this  a  much  lea 
smaller  Russian  science  EstabUshme 
says  Loren  R.  Graham,  a  Massachus 
Institute  of  Technology  expert  on  I 
sian  science. 

Before  the  breakup  of  the  Sot 
Union,  scientists  were  expected  to  se 
the  needs  of  the  planned  economy— 
pecially  the  defense  complex,  which 
counted  for  nearly  thi'ee-quarters  of 
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Science  &  Technology 


ence  spending.  While  the  system  pro- 
duced some  world-ehiss  research,  espe- 
cially in  physics  and  mathematics,  many 
projects  were  of  questionable  value.  One 
Moscow  institute  had  the  task  of  pre- 
serving V.  I.  Lenin's  embalmed  corpse. 
And  mstitute  dii'ectors  were  more  often 
rewarded  for  their  political  connections 
than  for  the  quality  of  their  research. 

Today,  lack  of  funds  has  already  cut 
institute  staffs  by  more  than  50%,  and 
shrinkage  is  continuing.  Former  Science 
&  Technology  Minister  Boris  Saltykov 
reckons  that,  eventually,  no  more  than  a 
dozen  institutes  will  remain  under  direct 
federal  control.  The  rest  will  have  to 
find  other  sources  of  support 
or  perish.  In  hopes  of  pre- 
serving the  country's  best 
labs,  the  government  since  the 
early  1990s  has  channeled 
extra  fimds  to  about  30  insti- 
tutes designated  as  "state  sci- 
ence centers."  A  new  govem- 
ment-financed  foundation, 
much  like  the  U.  S.'s  National 
Science  Foundation,  dispens- 


sociations  of  small  companies,  says 
Saltykov,  who  was  the  first  post-Soviet 
sci-tech  minister.  Few  are  making  prof- 
its, Saltykov  says,  but  many  businesses 
generate  enough  money  to  let  scientists 
continue  their  research.  "We  are  in,  the 
process  of  not  only  surviving  but  de- 
veloping," says  Andrei  Fursenko,  a  sci- 
entist who  left  a  prestigious  physics  in- 
stitute in  St.  Petersburg  in  1991  to  start 
a  high-tech  venture  with  several  col- 
leagues. His  business,  which  produces 
lasers  for  semiconductor  manufactiuing, 
now  employs  30  people.  Fursenko  says 
it  makes  a  modest  profit  on  annual  rev- 
enues of  $1  milhon. 


THE  DECLINE  OF  RUSSIAN  SCIENCE 
FROM  1991  TO  1997 

►  Government  spending  on  science  fell  from 
over  3%  of  gross  domestic  product  to  1.2% 

►  Emplop[ient  in  science  dropped  from 
3.4  million  to  1.3  million 


are  getting  into  the  act.  Secur 
strictions  prevent  many  militar 
from  commercializing  their  resear^ 
about  10%  of  the  10,000  scientisl''"' 
engineers  in  the  central  Russian 
Sarov — once  a  top-secret,  close 
known  as  Ai-zamas  16 — now  wo 
startups  that  have  commercializec 
nologies  developed  at  the  city's 
tute  of  Experimental  Physics. 
HANDS  ACROSS  THE  WATER.  The  i[  : 
ble  for  funds  has  also  prompted 
tutes  to  seek  international  res 
partners.  The  prestigious  Instit 
Nuclear  Physics  in  the  Siberian 
Novosibirsk  now  gets  more  thaliij-4' 
its  budget  from  outside 
sia.  It  has  cooperative 
ments  with  national  lab 
ries  in  the  U.  S.  and  wil 
CERN  paiticle-acceleratoif 
ect  in  Europe.  Such  cocij 
tion  has  boosted  moralt. 
attracted  talented  youni  " 
entists  to  the  institute,} 
Director  Alexander  SkriS 
Life  isn't  easy  for  Rui 


es  gi'ants  to  individual  scien-    scientist-entrepreneurs 

tists  through  peer-reviewed     ^  At  least  30,000  top  reSearcherS  left  Russia     Popov's     company,  hi 

competition.  Another  tounda-   

tion  helps  scientist-entrepre- 
neurs commercialize  their 
inventions. 

BRAIN  DRAIN.  But  funds  fm 
such  initiatives  total  less  than 
15%  of  the  science  budget. 
And  while  some  industrial  gi- 
ants, such  as  natural-gas 
provider  Gazprom,  maintain 
their  own  research  depart- 
ments, Russia  lags  far  behind 
the  West  in  private-sector 
support  for  research  and 
development. 

Reform    also    has  not 
stanched  the  exodus  of  some 
30,000  top  scientists  from  Rus- 
sia in  the  past  four  years. 
Popov  says  most  of  the  best 
researchers  in  his  laboi'atoiy  have  left. 
"They're  working  in  Hamburg,  Boston, 
Montreal^ — everywhere  but  Russia,"  he 
says.  "As  soon  as  they  get  their  doctor- 
ates, they  leave." 

The  transfoiTnation  to  market-based 
science  ventures  is  most  visible  at  the 
country's  4,000  research  institutes.  Some 
have  become  ghost  towns  or  ai'e  renting 
out  space  to  banks,  restaurants,  and 
even  car  dealerships.  But  institutes  keen 
on  sui-viving  are  giving  their  blessing, 
usually  in  the  fonn  of  fi'ee  rent  and  util- 
ities, to  employees  who  want  to  start 
businesses.  More  than  50,000  scientists 
have  already  done  so.  Most  institutes 
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HUMMING:  A  protutyjjt  iUJt)  of  Inbwa  nidustnal  air  cleaiiet 


remaining  open  have  become  ad-hoc  as- 


Scientist-entrepreneurs  have  found 
markets  inside  and  outside  Russia. 
Space  reseai-chei-s  in  the  Moscow  subm-b 
of  Zelenogi'ad  set  up  a  computer  com- 
pany whose  data-encryption  software  is 
being  sold  worldwide  by  U.  S.-based  Sun 
Microsystems  Inc.  Other  scientists  are 
finding  customers  closer  to  home.  Re- 
searchers at  Moscow's  Plekhanov  Eco- 
nomics Academy  came  up  with  the  idea 
of  a  fast-food  chain  for  the  local  market, 
featuring  exclusively  Russian  fare.  They 
sold  Moscow  Mayor  Yuri  Luzhkov  on 
the  idea,  and  they  now  have  a  consult- 
ing contj-act  with  a  city-nan  restaurant 
chain  called  Russkoye  Bistro. 

Even  secretive  militaiy  installations 


turned  a  profit  after 
years,  even  though  it 
free  rent  and  utilities  < 
the  Bakh  Institute.  Im1| 
the  company  sold  its  air-(| 
ing  device  to  Russian  fl 
ries,  but  that  market  colli! 
as  domestic  customers; 
into  bankruptcy.  Now,  jij 
has  hcensed  its  technoloj 
a  subsidiary  of  British 
neering   company  Sut( 
Speakman,  which  is  targt? 
customers  in  Asia  and 
West.  It  recently  won  orj 
from  five  factories  in  K| 
and  Britain  for  the  de' 
which  sells  for  about  $150] 
Others   have  turnei 
shady  practices.  A  recen 
vestigation  by  the  federal  govemini| 
audit  chamber  found  that  employee 
the  Russian  Academy  of  Agricultj 
Sciences  set  up  shell  companies  j' 
then  signed  conti'acts  with  the  Acad 
for  work  that  its  employees  were 
ready  being  paid  to  do.  The  Acadei 
leaders  took  part  in  the  scheme 
were  paid  off  with  new  cars  and  oi 
benefits. 

Popov  still  pines  for  the  days  w 
he  could  immerse  himself  in  resei 
and  let  othei'  people  woriy  about  mo 
But  for  now,  he  and  other  Russian 
entists  will  continue  their  experimf 
in  the  laboratory  of  private  enterpr|T 
By  Carol  Mat  lack  in  Mos^ 
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EVER  SINCE  Bill  McNally  MOVED 

HIS  COMPANY  TO  STATE  FUND, 

HE'S  BEEN  FIELDING  MORE 
THAN  PHONE  CALLS. 


Developments  to  Watch 


j 


EDITED  BY  NEIL  GROSS 


EVERYTHING 
ON  TV 

BECOMES  3-D 


TECHNOLOGY  CAN't  MAKE  TV 

shows  more  interesting,  but 
it  can  improve  how  they 
look.  The  latest  leap  is  in  3-D 
special  effects,  which  have 
evolved  far  beyond  the  red- 
and-blue  plastic  glasses  of  a 
few  1950s  films.  Chequemate 
International  Inc.  of  Salt 
Lake  City  is  demonstrating  a 
$600  set-top  box  called  C-3D 


that  plugs  into  a  TV  or  vcR 
and  digitally  doctors  images. 
Viewed  through  special 
glasses  connected  to  the  box 
by  wires,  ordinary  TV  images 
take  on  a  hfehke,  3-D  veneer. 
And  video  images  shot  to 
C-3D  specifications  seem  to 
jump  from  the  screen. 

Like  IIVLAX  Coip.,  the  Cana- 
dian 3-D  filmmaker,  C'-3D  re- 
Ues  on  liquid-crystal  "shutter 
glasses."  Lenses  in  front  of 
both  eyes  switch  from  trans- 
parent to  opaque  about  60 
times  a  second,  and  the 
switching  is  synchronized 
with  images  delivered 
separately  to  each  eye. 

Chequemate  wants  to 
enlist  film  and  cable 
companies  to  develop 
special  3-D  content.  But 
it  may  face  a  tough  sell 
with  couch  potatoes: 
Getting  the  system  nan- 
ning  requii'es  substantial 
fiddling  with  TV  and  VCR 
wires  and  with  set-up 
buttons  on  a  special  C-3D 
remote  control.  □ 


A  FASTER  TEST  FOR  DONOR  MATCHES 

CLOSELY  MATCHING  THE  LMMUNE  CELLS  OF  A  PATIENT 

and  donor  gi'eatly  increases  the  patient's  chance  of  sur- 
viving an  organ  or  bone  marrow  transplant.  But  tissue- 
typing  tests  are  time-consuming,  costly,  and  give  only  a 
vague  idea  of  a  patient's  immune-cell  makeup. 

Help  is  on  the  way  from  Visible  Genetics  Inc.,  a  pub- 
licly traded  dna  analysis  company  in  Toronto.  It  has  de- 
veloped a  benchtop  dna  sequencer  and  tissue-typing  kit 
that  lets  doctors  examine  a  patient's  dna  on  a  computer 
screen  within  hours  of  taking  a  blood  sample.  Doctors 
type  the  patient  on  the  basis  of  genes  that  produce  im- 
mune-system proteins  called  human  leukocyte  antigens, 
or  HLAs.  Individuals  who  produce  similar  HLA  proteins 
are  likely  to  be  compatible. 

Doctors  fii'st  isolate  white  blood  cells  called  leuko- 
cytes fi'om  the  blood  and  extract  dna.  Then  they  warm 
the  sample,  amphfying  the  stretch  of  dna  that  coiTe- 
sponds  to  the  hla  gene.  The  sample  is  ran  through  the 
automated  sequencer,  which  displays  the  specific  chains 
of  nucleotides  as  strands  on  a  computer  screen.  By  ana- 
lyzing colored  peaks  and  valleys  of  the  dna  code,  doc- 
tors can  idi  '^tify  the  specific  hla  gene  type.  The  kits, 
which  have  leen  tested  for  research  applications  at 
medical  centf  rs  in  Atlanta,  Milwaukee,  and  Boston,  may 
cost  about  $60  per  patient.  Johanna  Knapschaefer 


FIGHTING  FUNGUS  WITH  FAT 


WHEN  THE  BODY  S IMMUNE 

system  is  weakened  by 
AIDS  or  cancer  chemo- 
therapy, normally  harm- 
less fungi  such  as 
aspergillus  (picture)  can 
spread  to  the  lungs  and 
other  organs,  causing 
inflammation.  Drugs 
based  on  a  compound 
called  amphotericin-B 
control  fungal  infections 
but  cause  side  effects 
such  as  chills  and  kidney 
damage.  So  the  Food  & 
Drug  Administration  rec- 
ommends their  use  only 
for  diagnosed  fungal 
infections. 

Now,  drug  companies 
and  research  scientists  are 
making  important  strides 
against  fimgal  infections. 
NeXstar  PhaiTnaceuticals 
Inc.  in  Boulder,  Colo.,  is 
selHng  a  di-ug  called  Am- 
Bisome,  which  encases 
amphoteiicin-B  in  tiny, 
synthetic  bubbles  of  fat 
called  hposomes.  These 
keep  the  drag  molecules 
sealed  up  until  they  have 
time  to  reach  the  fimgus 
cells.  So  less  goes  a  longer 
way.  The  fda  has  cleared 
AmBisome  for  fii-st-line 


VIRULENT?  AsijeruiUus^ 



use  against  suspected  f| 
gal  infections.  j 
Separately,  biologist  \ 
Gerald  Fink,  director  o| 
the  Whitehead  Instituti 
for  Biomedical  Researcit 
in  Cambridge,  Mass.,  aij 
his  colleagues  have  she| 
light  on  the  infectious  \ 
mechanism  of  Candida  i 
albicans,  another  fungai 
scourge  for  aids  and 
chemothei'apy  patients, 
The  fungus'  infectiousiK 
depends  on  a  genetic 
switch  that  lets  it  proje 
protein  filaments  into 
host  cells.  In  experimeu 
with  mice.  Fink  found  a 
way  to  deactivate  this 
switch  and  reduce  the 
fimgus'  virulence. 


■  Scientists  at  Sandia  Na- 
tional Laboratories  in  Albu- 
querque say  they've  devel- 
oped a  gel  coating  for 
miniatiu'e  sensors  that  can  in- 
crease sensitivity  to  danger- 
ous air-  or  waterborne  mole- 
cules by  a  factor  of  about 
500.  The  material,  a  compos- 
ite less  than  one  micron 
thick,  is  honeycombed  by  tim- 
nels  of  a  precise,  predeter- 
mined size  that  can  sift  out 
molecules  of  differing  dimen- 
sions. The  gel  could  lead  to 
smaller  yet  more  acciu'ate  en- 
vironmental monitors,  the  re- 
searchers say. 


■  Chalk  up  another  plui9 
vitamin  C:  Researcher' 
Tufts  University  report 
long-term  consumption 
reduce  cataract  risk.  A  si 
of  247  women  age  56  ti 
found  that  those  who  tooljf 
tamin  C  supplements  I 
more  than  10  years  ha; 
11%  lower  risk  of  develo]! 
early-stage  cataracts  and 
8.3""^  reduced  risk  of  modell 
cataracts.  The  study  fo| 
no  advantage  for  women 
used  the  \itamin  suppleim] 
for  less  than  10  years, 
scientists  theorize  that  v 
min  C  may  protect  the 
from  damage  caused  by 
ti-aviolet  fight. 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwoct@businessweek.com 
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^ear,  give  your  clients  and  employees  the  magic  of  entertainment.  The  Blockbuster 
^Certificate  Card  can  be  redeemed  for  movie  rentals,  music  and  more  at  over  4,000 
;buster  Video®  and  Music  locations  nationwide.  Available  in  denominations 
$5  to  $50,  it's  a  great  idea  for  all  your  corporate  gift-giving  needs. 

blockbuster  Gift  Certificate  Card  is  ideal  for  the  holidays,  but  it's 
anytime.  And,  it's  not  too  late  because  orders  placed  now  can 
ocessed  in  48  hours.  The  Blockbuster  Gift  Certificate  Card; 
erfect  way  to  remember  them. 


Ga// 
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Blockbuster  Gift  Certificate  Card  is  available  in  limited  quantities  at  participating  stores.  Designs  may  vary.  Certain  restrictions  apply. 
Blockbuster  name,  design  and  related  marks  are  trademarks  of  Blockbuster  Entertainment  Inc  ^^1997  Blockbuster  Entertainment  Inc  All  rights  reserved 


THE  TOUR 


SPECIAL  ADVERTISING  SECTION 


Championship: 
A  Great  Event  to  End  a  Great 


For  the  last  decade,  THE  TOUR  Championship, 
presented  by  Mercedes-Benz  and  Michelob 
and  open  only  to  the  top  30  PGA  TOUR  ^ 
members  on  the  official  TOUR  money  list, 
has  provided  the  season's  crowning  touch. 


P  r  e 


The  I  I  til  TOUR  Championship,  to 
be  played  the  week  of  Oct.  27-Nov.  2 
at  Houston's  Champions  Golf  Club,  con- 
cludes yet  another  spectacular  season. 

Each  January,  players  begin  their  quest 
for  berths  in  THE  TOUR  Championship, 
which  this  year  offers  a  record  $4-million 
purse  and  $720,000  first  prize.  Twenty- 
one-year-old  Tiger  Woods  began  his 
personal  quest  by  defeating  1996  Player 
of  the  Year  Tom  Lehman  on  the  first 
hole  of  their  playoff  to  win  the  season- 
opening  Mercedes  Championships.  In  his 
1 5th  start  of  1 997,  Woods  ($  1 ,835,520) 
broke  Lehman's  earnings  record  for  all 
of  last  year  ($1,780,159). 

The  Mercedes  Championships 
victory,  the  third  of  Woods' 
brief  professional  career, 
gave  a  preview  of  what  was 
to  come,  not  only  from 
Tiger  but  also  from  other 
players  in  their  20s. 
"Twentysomethings"  i  J 
won  the  first  three 
major  championships,  the  first  time 
players  in  their  20s  have  done  so. 
A  "grand  old  man,"  33-year-old 
Davis  Love  III,  ended  the  streak  at 
the  PGA  Championship. 

Players  under  30  also  captured  nearly 
half  of  this  year's  TOUR  events.  Woods 
led  the  way  with  four  titles,  including 
a  record-setting  win  at  the  Masters 
Tournament,  while  Ernie  Els  (27),  Justin 
Leonard  (25)  and  Phil  Mickelson  (27) 
accounted  for  two  victories  apiece.  Els 
won  his  second  U.S.  Open  tide,  while 
Leonard  claimed  his  first  major  champi- 
onship at  the  British  Open. 

Other  winners  in  their  20s  are  Paul 
Stankowski  (27),  Stuart  Appleby  (26), 
Stewart  Cink  (24)  and  Tim  Herron  (27). 
Jim  Furyk  (27),  although  winless  this 
year,  posted  eight  consecutive  top- 1 0 
finishes  and  lifted  his  season  earnings  past 
$1  million.  And  David  Duval  (25),  who 
made  more  than  $  1 .8  million  his  first  two 
years  on  TOUR,  is  a  likely  candidate  for 
THE  TOUR  Championship  field. 


Clearly,  youth 
IS  being  served  on 
the  PGA  TOUR. 
Might  it  also  be  a 
factor  at  THE  TOUR 
Championship?  The  only 
player  in  his  20s  to  win 
THE  TOUR  Championship 
IS  Billy  Mayfair,  who 
was  29  when  he 
captured  the  1995 
event  at  Tulsa's 
Southern  Hills 
Country  Club. 


THE  TOUR 

CHAMPIONSHIP, 


ted  by; 


Mercedes-Benz    I  Mich 


"Fortysomethings"  also 
strutted  their  stuff  during 
the  season.  Mark  O'Meara 
won  back-to-back  titles  at  the 
AT&T  Pebble  Beach  National 
Pro-Am  and  Buick  Invita- 
tional, while  Greg  Norman 
also  was  a  two-time  winner: 
the  FedEx  St.  Jude  Classic 
and  NEC  World  Series  of 
Golf  Nick  Price  captured 
the  MCI  Classic,  Loren 
Roberts  won  the  CVS 
Charity  Classic. 

One  of  the  year's  most 
dominating  performances 
was  turned  in  at  one  of  the 
tour's  toughest  venues 
against  one  of  this  -  or  any 
-  year's  strongest  fields. 

Steve  Elkington,  earlier 
the  winner  of  the  Doral- 
Ryder  Open,  captured  THE 
PLAYERS  Championship 
by  seven  strokes.  Not  only 


THE  TOUR  Championship  Results 


Oak  Hills  CC.  Son  Antonio,  TX 

1 987        Tom  Watson  Two  strokes  over  Chip  Beck' 


Pebble  Beach  GL.  Pebble  Reach.  CA 

1988       Curtis  Strange         Won  playoff  over  Tom  Kite 


Harbour  Town  GL,  Hilton  Head  Island,  SC 
1 989       Tom  Kite  Won  playoff  over  Payne  Stev 


Champions  GC,  Houston,  TX 
1990       Jodie  Mudd 


Won  playoff  over  Billy  Mayfai 


Pinehurst  No.  2,  Pinehurst,  NC 

1991  Craig  Stadler 

1992  Paul  Azinger 


Won  playoff  over  Russ  Cochi 
Three  strokes  over  Lee  Janz€i 
and  Corey  Pavin 


The  Olympic  Club,  San  Francisco. 
1993        Jim  Gallagher.  Jr. 


1994 


Mark  McCumber 


CA 

One  stroke  over  David  Frost, 
John  Huston.  Greg  Norman 
and  Scott  Simpson 

Won  playoff  over  Fuzzy  Zoell 


Southern  Hills  CC,  Tulsa.  OK 
1995        Billy  Mayfair 


1996 


Tom  Lehman 


Three  strokes  over  Steve  Elkil 

and  Corey  Pavin 

Six  strokes  over  Brad  Faxon 


Pictured  clockwise  beginning 
on  the  bottom:  Tom  Lehman, 
Justin  Leonard,  Ernie  Els  and 
Tiger  Woods. 


cington  up  against  a  field  that 
d  the  top  50  on  the  Official  World 
inking  but  also  the  ever-challenging 
iment  Players  Club  at  Sawgrass 
n  Course. 

E  TOUR  Cliampionship,  presented 
helob  and  Mercedes-Benz,  pro- 
fitting  climax  to  the  TOUR  season, 
what  the  tournament  was  designed 
vhen  it  came  into  being  in  1 987. 
Id  determine  the  winner  of  this 
noney  title  and  the  Arnold  Palmer 
.  Also  to  be  decided  is  PGA 
Player  of  the  Year;  the  recipient 
Byron  Nelson  Award,  which 
)  the  scoring  average  leader;  and 
mer  of  the  season-long  PGA 
Charity  Team  Competition 
'UR  events. 


SPECIAL  ADVERTISING  SECTION 


"With  each  playing,  THE  TOUR  Cham- 
pionship gains  in  status  and  in  stature,"  said 
PGA  TOUR  Commissioner  Tim  Finchem. 
"TOUR  players  covet  spots  in  the  field, 
the  competition  to  qualify  intensifies  as  our 
season  winds  down  and  fan  interest  peaks 
as  the  tournament  approaches. 

"THE  TOUR  Championship  definitely 
has  done  what  it  was  created  to  do," 
Finchem  added.  "All  the  pieces  are  in 
place  to  make  this  year's  event  at 
Champions  the  best  ever." 

One  of  the  key  pieces  for  THE  TOUR 
Championship,  along  with  field  and 
venue,  is  its  corporate  sponsorship.  In 
addition  to  its  role  at  the  season-opening 
Mercedes  Championships,  Mercedes- 
Benz  of  North  America  joins  Michelob 
in  sponsoring  the  season-ending  event. 
The  two  are  serving  as  co-presenting 
sponsors  for  the  third  consecutive  year. 

Additionally,  ESPN  and  ABC  will  com- 
bine for  1 2  and  a  half  hours  of  coverage 
of  this  year's  TOUR  Championship. 

The  tour's  season  finale  definitely 
can  be  counted  on  for  year-end  drama 
and  excitement.  Witness  five  playoffs  in 
a  seven-event  span  from  1988  through 
1994.  Plus  the  margin  of  victory  never 
had  been  more  than  three  strokes  until 
Lehman  came  along  last  year. 

Lehman  dominated  the  elite  field, 
sharing  the  lead  after  I  8  holes  and 
owning  it  outright  the  rest  of  the  way 
en  route  to  a  six-stroke  victory  over 
Brad  Faxon  at  Southern  Hills  Country 
Club.  The  margin  was  as  much  as  nine 
strokes  after  54  holes. 

Following  his  triumph,  the  humble 
Minnesotan  addressed  some  of  the 
things  he  holds  most  important;  "What 
matters  to  me  is  winning,  having  the 
respect  of  your  peers,  having  people 
think  you're  a  decent  human  being." 

Lehman's  268  equaled  the  tourna- 
ment record  established  by  Tom  Watson 
in  1987.  Looking  back  over  the  10-year 
history  of  THE  TOUR  Championship, 
Watson,  who  still  is  its  only  wire-to- 
wire  winner,  said,  "Little  could  I  have 
imagined,  when  I  won  the  first  TOUR 
Championship,  where  it  would  be  today. 
THE  TOUR  Championship  certainly 
writes  an  exciting  -  and  enriching  - 
conclusion  to  each  season." 

Watson  made  the  inaugural  tourna- 
ment, then  known  as  the  Nabisco 
Championships  of  Golf  and  offering  a 
$2  million  purse,  his  32nd  TOUR  victory. 


THE  TOUR  Championship 
Television  Schedule 


Sunday,  October  26 

"Road  to  TOUR  Championship" 

ABC  -  3;00-3;30  p.m.  EST 

Thursday,  October  30 

First  Round  of  Competition 

ESPN  -  3:00-6;00  p.m.  EST 

Friday,  October  3 1 

Second  Round  of  Competition 

ESPN  -  3:00-6:00  p.m.  EST 

"TOUR  Championship  Special" 
ESPN  -  10:30-1  1:00  p.m.  EST 

Saturday,  November  I 

Third  Round  of  Competition 

ABC  -  1:00-3:30  p.m.  EST 

Sunday,  November  2 

Final  Round  of  Competition 

ABC  -  2:00-6:00  p.m.  EST 

He  posted  a  two-stroke  win  over 
Chip  Beck  at  Oak  Hills  Country  Club  in 
San  Antonio,  TX.  The  event  became 
THE  TOUR  Championship  in  1991. 

Jodie  Mudd  defeated  Mayfair  in  a  play- 
off in  1 990,  when  the  tournament  first  was 
played  at  Champions.  That  marked  the 
third  of  four  consecutive  playoffs  in  a  string 
that  began  when  Curtis  Strange  defeated 
Tom  Kite  in  1988.  Mudd,  who  had  turned 
30  the  previous  April,  won  by  birdieing 
the  first  extra  hole. 

In  addition  to  seizing  as  host  course 
for  the  fourth  TOUR  Championship, 
storied  Champions  aljo  has  been  the  site 
of  five  Houston  Champions  International, 
the  1 967  Ryder  Cup,  1 969  U.S.  Open 
and  1993  U.S.  Amateur.  The  president 
and  majority  owner  of  Champions  is  Hall 
of  Famer  Jack  Burke,  Jr.,  who  won  the 
Masters  Tournament  and  PGA 
Championship  in  1956. 

After  stops  at  Oak  Hills,  Pebble  Beach. 
Harbour  Town  and  Champions,  THE 
TOUR  Championship  was  played  on  a 
two-year  basis  at  Pinehurst  No.  2,  The 
Olympic  Club  and  Southern  Hills  before 
this  year's  return  to  Champions. 

In  1 998,  the  tournament  pays  its  first 
visit  to  Atlanta,  where  it  will  be  played 
at  East  Lake  Golf  Club,  the  home  course 
of  the  immortal  Bobby  Jones. 

THE  TOUR  Championship:  A  great 
event  to  end  a  great  season. 

Presented  by: 

I  Michelob  Mercedes  Benz 


Personal  Business 


EDITED  BY  AMY  DUNKIN 


FUNDS  WITH 
A  FOCUS 


money  on 


David  Qiiin  had  been 
investinsi'  in  the  Yaekt- 
man  Fund  foi'  only  a 
matter  of  weeks  when  he 
learned  last  spring  that  it 
was  spinning  off  a  fund  de- 
signed to  hold  just  a  few 
stocks.  The  aim:  to  concen- 
trate investors' 
star  manager 
Donald  Yackt- 
man's  15  oi-  so 
best  picks.  To  Quin,  a  2!)- 
year-old  Houston  Lighting  & 
Powei'  communications  con- 
sultant, that  made  plenty  of 
sense,  so  he  switched  to 
Yacktman  Focused.  "I'm  es- 
sentially hiring  somebody  to 
pick  stocks  for  me,"  Quin  ob- 
serves. "He's  got  10  or  15 
gi'eat  ideas,  sure,  but  does  he 
really  have  150?" 

The  fund  industry  is  bet- 
ting moi'e  investors  will  see 
things  Quin's  way.  Besides 
Yacktman,  other  high-profile 
fluid  boutiques,  including  Ken 
Heebner's  Capital  (jrowth 
Management,  have  oj)ened  so- 
called  focused  or  concentrated 
funds.  Additional  funds  are 
on  the  way:  (Jlobalt,  which 
ali-eady  nms  a  "20  best"  poil- 
folio  foi'  institutions,  is 
mulling  over  one  for  individ- 
uals, while  Tom  Mai'sico,  who 
last  summer  quit  as  nianagei' 
of  Janus  Twenty,  has  tiled  pa- 
pers to  open  Mai-sico  1^'ocus 
in  -January. 

NOTHING  SURE-FIRE.  Shi>ul(l 
you  pay  attention?  Perhajjs, 
but  be  cai'eful,  because 
there's  notliing  suj'e-fire  about 
focused  investing.  For  one 
thing,  some  highly  diversified 
mutual  fimds  with  large  poit- 
folios,  such  as  Krandywine 
(with  287  stocks)  or  IVeedy, 
Browne  American  Value 
(with  l(j9)  have  performed 


INVESTING 


smartly  with  a  diametrically 
opposed  sti'ategy.  In  addition, 
the  fewer  stocks  in  a  portfo- 
lio, the  less  diversification  and 
the  greater  volatility.  And 
chances  are,  a  concentrated 
fund's  retui'ns  will  be  less 
tied  to  the  overall  market's. 
Some  older  focused  fimds, 
however,  have 
been  long- 
term  winners, 
notably  27-year-old  Sequoia, 
whose  14-stock  portfolio  is 
run  by  Warren  Buffett 
cronies  Bill  Ruane  and  Rick 
Cunniff.  Yet  the  four  Stead- 
man  funds,  none  with  more 
than  22  stocks,  all  have 
proved  persistent  losers. 

On  average,  diversified 
U.  S.  equity  funds  holding  25 
or  fewer  stocks  have  persis- 
tently produced  below-aver- 
age I'eturns  at  above-average 
risk,  a  search  of  the  Morn- 
ixgstar  Priiicipia  data  base 
found.  "The  risk  is  picking 
the  wrong  manager,"  says 
New  Yoi-k  University  finance 
professor  Martin  Gniber,  who 
has  studied  mutual  fimds  and 
jwrtfolio  diversification. 


Still, 
you're  not 


die-hard  in- 
dex-fund in- 
vestor and  be- 
lieve that  active 
stock  picking  is 
worth  the  extra 
expense  it  entails, 
there  may  be  a 
place  in  your  port 
folio  for  a  concen- 
trated fund.  The  key 
thing,  says  Gniber,  is 
feeling  you  can  pick  a 
winning  money  manager: 
"The  more  confident  you  are, 
the  more  chips  you  should 
put  thei'e." 

UNIVERSE.  To  help  you  find 
the  best  managei's  running 
concentrated  funds,  we  sur- 
veyed Morningstar's  universe 
of  2,52o  domestic  stock  fimds. 
First,  we  limited  the  field  by 
putting  a  ceiling  of  25  on  the 
number  of  fund  holdings. 
That  knocked  out  all  but  46, 
including  even  the  popular 
Neuberger  &  Bei-man  Focus, 
which  despite  its  name  holds 
47  positions.  Next,  we  passed 
ovei-  those,  such  as  Sequoia, 


that  have 
been  closed  to  new  i 
ment  and  others  that 
loads  or  demand  initial 
of  more  than  $10,000. 
end,  we  settled  on  threlK  h"! 
good  records  over  at 
the  past  five  years,  ai 
less  seasoned  yet  pro: 
funds  (table). 

Among  the  establish41i 
tual  fimds,  Clipper's  Jii  'A 
son  and  Michael  Sandle  i  bus 


WAITING  FOR 
THE  PERFECT 
PITCH' 

Tlioiisuinh  of  investors  have 
prized  their  Janus  Tiventy 
shares  for  their  years  of  high 
growth  under  fornier  manag- 
er Tom  Marsieo.  But  now 
that  Marsieo  has  gone  off  to 
sfari  liis  ou'n  fund,  investors 


in  the  $6.1  billion  Janus 
Twenty  must  decide  whether 
to  hang  on  with  successor 
Scott  Schoelzel,  39,  a  devotee 
of  focused  investing.  He 
comes  from  Janus  Olympus, 
where  his  o'3-stock  portfolio 
was  up  20.2%  through  Au- 
gust, his  last  full  nionth  at 
th(  fund.  Olympus  narrou^ly 
trailed  the  broad  nmrliet  this 
year  and  last.  But  it  trounced 
its  midsize  stock  benchmark 
by  seven  percentage  points  in 
1996,  and  S.6  points  through 
August.  Schoelzel  spoke  by 


laiie  1 


phone  with  Senior 
Robert  Barker: 


Q:  Why  do  you  likt 
a  portfolio  ivith  so  j 
A:  I  don't  feel  the  i  ^ 
d(»  anything.  I  reall; 
notion  of  waiting  fo: 
feet  pitch. 

Q:  What  wou  ld  get 
take  a  swing? 
A:  There  are  a  limit 
ber  of  truly  gi-eat  bt 
truly  great  manager 
teams.  I'm  trying  to 
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Concentrated  Portfolios 


d  by  con- 

ig  on  large  stocks, 
rly  fmancials  such  as 
Mac,  which  at  last 
nade  up  more  than 
Clipper's  portfolio, 
ig  holdings  include 
t  Stores,  McDonald's, 
tel. 

anus  Twenty,  the 
fund  of  the  group 
.  billion  in  assets,  in- 
who  grew  to  love 
must  now  decide 


whether  they  can  get  com- 
fortable with  his  successor, 
Scott  Schoelzel  (box). 

With  less  than  $400  mil- 
lion in  assets  despite  five 
years  of  superior  perfor- 
mance. White  Oak  Growth  is 
the  gi'oup's  sleeper.  Manager 
Jim  Oelschlager's  portfolio  is 
heavily  weighted  toward 
technology.  "What's  happen- 
ing in  tech  is  like  another 
industrial   revolution,"  he 


TOTAL  RETURN* 

STOCKS  IN 

NAME                     YEAR  TO  DATE 

5-YEAR 

PORTFOLIO 

PI  IDDTD 
ULIrrtK 

00  Ifio/ 

20.06% 

19 

lAMIIC  TUUCUTV 
JANUo  IWtnli 

Ort  Q7 
OV.OI 

19.40 

24 

iVnIIC  UHn  taKUnin 

00. La 

27.04 

25 

FUND  NAME 

DATE  OF 

TOTAL  RETURN 

STOCKS  IN 

INCEPTION 

SINCE  INCEPTION  PORTFOLIO 

CGM  FOCUS 

Sept.  1997 

12.10% 

25 

FOCUS 

Apr.  1995 

62.00 

16 

OAKMARK  SELECT 

Nov.  1996 

64.00 

18 

PBH6  LARGE  CAP  20 

Dec.  1996 

34.18 

20 

YACKTMAN  FOCUSED 

May  1997 

20.12 

15 

'Appreciation  plus  reinvestment  of  dividends  and  capital  gains  for  period 
ended  Sept.  30,  Five-year  returns  are  annualized. 

DATA  MORNINGSTAR  INC  ,  BUSINESS  WEEK 


says.  He  likes  Cis- 
co Systems,  the 
fund's  top  holding 
at  more  than  5%. 
Other  companies  on 
Oelschlager's  list  include 
Cisco  competitor  Ascend 
Communications  and  Citi- 
corp, which  he  sees  partly 
as  a  tech  play.  Banks  that 
have  invested  heavily  in  the 
technology  to  deliver  ser- 
vices more  efficiently  will 
gi"ow  at  the  expense  of  those 
that  haven't,  he  believes. 
SCARY  YEARS.  Each  of  the 
newer  focused  funds  in  the 
table  comes  with  a  pedigree. 
Heebner  has  steered  his  cgm 
Capital  Development  (now 
closed)  to  an  annual  average 
total  retui-n  of  25%  over  the 
past  five  years,  vs.  19%  for 
the  average  fund.  But  he  has 
nonetheless  suffered  some 


scary  years.  In  1994,  COM 
Capital  Development  lost 
nearly  23%-,  and  he  cautions 
that  new  investors  in  cgm 
Focus  should  be  willing  to  tie 
up  their  money  for,  say,  five 
years,  a  rule  that  applies  to 
every  focused  fund. 

Besides  making  big  bets, 
which  he  now  has  placed  on 
oil-sei-vices  stocks  such  as  Ta- 
bos  de  Acero  de  Mexico  and 
on  wallboard  maker  LKSG, 
Heebner  is  known  for  trading 
frequently,  turning  over  an 
entire  portfolio  every  six  to 
nine  months.  Focus  takes  a 
different  approach.  Run  by 
Robert  Hagstrom,  author  of 
the  1994  book  The  Warren 
Buffett  Way,  the  fund  emu- 
lates Buffett's  long-teiTn  style 
and,  not  incidentally,  his  poit- 
folio:  Hagstrom  has  lots  of 
chips  on  such  Buffett  fa- 


few  icon-like  fii-ms  that  offer 
1  huge  opportunities. 

Q:  Such  as? 

A:  Colgate.  It's  got  a  new 
toothpaste  that's  been  ap- 
proved by  the  FDA,  Total,  that 
should  do  very  weU.  Another  is 
Chai'les  Schwab.  That's  not  in 
the  ftmd  now,  but  it  will  be 

SCOTT  SCHOELZEL 

He's  keeping  an  eye  out 
for  "icon-like  firms" 


this  time  next  year  It  has  just 
an  amazing  management  team. 

Q:  But  aren't  those  stocks  al- 
ready fully  valued  by  the 
market? 

A:  I'm  not  a  complete  value 
nut  the  way  some  guys  ai-e. 
I'm  willing  to  own  Microsoft  at 
a  highei"  price-earnings  ratio 
because  I'm  not  smart  enough 
to  figui'e  out  what  intiinsic  val- 
ue is. 

Q:  Wliat  else  do  you  like? 
A:  Nextel.  It's  a  $7  billion 


market-cap  now,  and  it  could 
gTow  to  $25  billion.  I  think 
they're  really  on  to  something 
with  Direct  Connect  [a  two- 
way  radio  in  a  cellular  phone]. 

Q:  How  will  the  poHfolio  look 
in  a  year? 

A:  It's  now  highly  concentrat- 
ed in  large  stocks.  My  inclina- 
tion is  to  add  some  mid-caps. 
But  it  won't  be  radically  dif- 
ferent. Managing  a  portfolio  is 
kind  of  like  carving  a  block  of 
wood:  The  less  you  cut  it,  the 
stronger  the  block. 
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vorites  as  American  Express 
and  Walt  Disney. 

To  date,  that  hasn't  made 
Focus  investors  rich.  Last 
year's  total  retui-n  came  to 
17.1%,  more  than  two  per- 
centage points  less  than  its 
peers,  in  part  because  of  its 
relatively  steep  2%  expense 
ratio.  Its  low  turnover,  how- 
ever, so  far  has  given  Focus 
a  leg  up  by  realizing  fewer 
capital  gains  and  limiting  in- 
vestors' tax  bill. 

Oakmark  Select  is  man- 
aged not  by  Robert  Sanborn, 
whose  Oakmark  fund  has  re- 


turned an  annual  average  of 
25%  in  the  past  five  years, 
but  by  Oakmark's  research 
director,  William  Nygren. 
Like  Heebner,  Nygren  sees 
value  in  vsa.  In  addition,  he 
has  had  as  much  as  15"%  of 
the  fund  in  cable  TV  stock 
Tele-Communications  Liber- 
ty Media  Class  A. 

Pilgrim  Baxter  &  Associ- 
ates, known  for  its  "momen- 
tum" style  of  growth-stock 
investing,  runs  pbhc  Large 
Cap  20.  Manager  Jim  McCall 
has  had  a  quick  start  with 
tech  stock  picks  such  as  Dell 


Computer  and  PeopleSoft. 

You  won't  find  many  mo- 
mentum stocks  in  the  eclectic 
portfolios  managed  by  Yackt- 
man,  but  that  hasn't  slowed 
him  down:  His'  flagship  fund's 
average  annual  total  return 
over  the  past  three  years 
outdid  its  midsize  stock 
benchmark  by  seven  percent- 
age points.  In  Yacktman  Fo- 
cused, he  has  invested  up  to 
one-fifth  of  the  fund's  assets 
in  tchotchke  distributor  De- 
partment 56,  another  18% 
chunk  in  cigarette  maker 
Philip  Morris,  and  more  on 


ys1 


the  Hkes  of  Reebok  Ii 
tional  and  Fruit  of  the 
Dave  Quin  knows  a 
lie  that's  concentrate 
few  stocks  such  as  the 
be  volatile,  but  he  is  \ 
squarely  on  Yacktma 
cused.  "The  more  dive 
you  get,  the  more  you'! 
up  closer  to  the  averaj 
explains.  "If  I  want  av 
I  can  invest  in  an 
fund."  So  far,  Quin  is  wiij  j 
his  wager:  In  the  third 
ter,  Yacktman  Focuse( 
Yacktman.  9%  to  7.7%, 
Robert 


iJake! 

iia 


SMART  MONEY 


BIOTECH 
WITH  FEWER 
ULCERS 

Biotech  stocks  have 
long  given  investors 
the  jitters.  This  year, 
the  Amex  biotech- 
nology index  has  seesawed 
vridely,  culminating  in  a  re- 
cent r-unup  that  has  brought 
it  close  to  the  Standard  & 
Poor's  500-stock  index 
(chart).  A  rash  of  upbeat 
company  reports,  plus  a  gen- 
eral turn  toward  smaller  cap 
stocks,  partly  accounts  for* 
the  upswing.  But  even  in 
this  ebullient  climate,  several 
stocks  have  seen  theii"  mar- 
ket caps  disintegr'ate.  That's 
why  it's  important  to  choose 
stocks  carefully  before  diving 
into  such  capricious  cmrents. 

Everyone  wants  to 
find  the  next  Amgen, 
but  remember-  that  only 
a  handful  of  the  300  or- 
so  publicly  tr-aded 
biotech  companies  make 
a  dime,  and  most  new 
drugs  fail.  One  way  to 
better  your  odds  of  suc- 
cess is  to  determine  the 
right  moment  to  jump 
in.  Biotech  stocks  often 
rise  in  the  autumn  as 
optimistic  news  filtei-s 
out  of  medical  and  in- 


140 


120 


100 


vestment  conferences. 
But  Richard  van  den 
Br-oek,  an  analyst 
with  Hambrecht  & 
Quist,  says  data 
show  that  often  the 
best  time  to  invest 
is  after  a  favorable 
vote  by  a  Food  & 
Ding  Administration 
advisory  panel. 

This  move  is  the 
last  step  before  final 
approval.  "It  is  less 
Hkely  you'll  make  five 
times  your  money,"  he 
says,  "but  also  less  likely 
you'll  lose  half  your  money." 
In  one  classic  example,  when 
an  FDA  panel  recommended 
Centocor*'s  ReoPro,  a  cardio- 
vascular clotbuster,  in  June 
1994,  Centocor's  stock 
jumped  I'Ai.,  to  13.  By  the 
time  ReoPro  received  final 
FDA  approval  six  months  lat- 
er, the  stock  had  hit  18M.  It's 
now  ar-ound  51. 

Another  sti-ategy  is  to 
construct  a  technologically 

Biotech  Stocks 
Play  Catch-Up 


III  a 
lit  need: 


STANDARD  &  POOR'S 

500-STOCK  INOEX^ 

1  1 

AMEX  BIOTECH 

INDEX 

IAN.  1, '97  OCT.  9, '97 

▲  INDEX:  IAN.  1  =  100 

DATA:  BLOOMBERG  EINANCIAL  MARKETS 


balanced  portfolio,  says 
Viren  Mehta,  a  partner-  in 
the  health-care  investment 
firm  of  Mehta  &  Isaly. 
Mehta  says  to  use  as  an  an- 
chor a  pr-ofitable  company 
such  as  Genzyme,  whose 
cash  flow  is  expected  to 
gi'ow  at  an  annual  rate  in 
excess  of  20%.  through  2000. 
Then,  pick  companies  like 
Millennium  Pharmaceuticals 
and  Incyte  Pharnnaceu- 
ticals  that  take  differ- 
ent approaches  to  ex- 
ploiting genomics,  a 
science  that  pr-obes 
links  between  genes 
and  disease.  Millennium 
has  yet  to  make  money, 
but  it  is  allied  with  sev- 
eral phaiTnaceutical 
giants  in  areas  ft-om  di- 
abetes to  central  ner- 
vous system  disorders. 
Incyte,  which  is  prof- 
itable, licenses  genetic 


data  to  other  drug  firn 
Mehta  recommends  rc 
ing  out  the  portfoUo  wit) 
drug-design  companies 
ti-y  to  determine  how  ( 
function.  One  pick: 
Agouron  Pharmaceuti 
Mehta  thinks  it  will  I 
gin  making  money  ii 
fiscal  year  ending  m 
June,  as  sales  of  an 
AIDS  remedy,  Vii'acej 
gain  momentum. 
Tim  Wilson,  globi 
head  of  biotech  reseai^ 
at  UBS  Securities,  favors 
profitable  Canadian  outfit 
called  BioChem  Pharma, 
pr-oducer-s  of  3tc,  an  aids] 
chug  whose  components 
show  potential  for  treatiii 
hepatitis  B.  3tc  should  ri 
up  $773  million  in  global 
sales  this  year.  BioChem 
trading  at  27  times  next 
year's  estimated  earningsl 
If  you're  reluctant  to  | 
stock-by-stock,  you  could 
a  sector  fund.  At  gt  Globi 
Health  Cai-e,  up  20%  this 
year,  portfolio  manager 
Michael  Yellen  sees  long- 
terni  value  in  Protein  DeJ 
Labs,  whose  kidney  trans 
plant  drug  Zenapax  is  cloi 
to  getting  FDA  approval,  s 
Guilford  Pharmaceuticals, 
which  produces  a  brain- 
cancer  dr'ug. 

The  gyrations  of  biotee 
stocks  make  them  a  risky 
play.  But  if  you'r-e  choosy- 
and  lucky — they  can  give 
your  portfolio  a  healthy  Id 
Edward  C.  B 
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HEALTH 
PSYCHOLOGY 


to  $100  or  more 
for  a  month  of 
regular  E-mail  e.\- 
changes.  California 
recently  passed  a  bill 
requiring  medical  insur- 
ers to  pay  for  tele-health  the 
same  way  they  handle  claims 
for  face-to-face 
senices.  In  oth- 
er states,  check 
with  your  carrier  to  see  if 
you  are  covered. 

However  the  cyberthera- 
pist  conducts  his  or  her  prac- 
tice, mental  health  profes- 


exploring  online  therapy  op- 
tions, a  number  of  Web  sites 
can  lead  you  to  Net  practi- 
tioners (table).  For  example, 
the  Telemedicine  Infomiation 
Exchange  based  in  Portland, 
Ore.,  lists  47  test  projects — 
some  fi'ee — sponsored  by  hos- 
pitals, government  agencies, 


Finding  a  Cybershrink? 


SITE/WEB  ADDRESS  (HnP://) 

DEPRESSION  CENTRAL 

www.psycom.net/ 
depression.central.html 

MENTAL  HEALTH  NET 

www.cmhc.com 

NATIONAL  MENTAL  HEALTH  SERVICES 
KNOWLEDGE  EXCHANGE  NETWORK 

www.mentalhealth.org 

TELEMEDICINE 
INFORMATION  EXCHANGE 

tie.telemed.org 

THE  METANOIA  GUIDE  TO  CONSUMER 
INTERNET  MENTAL  HEALTH  SERVICES 

www.metanoia.org/imhs 


DESCRIPTION 

Clearinghouse  of  information  on 
depression;  links  to  other  Web 
resources 

6,200  online  mental  health  resources, 
including  cybertherapists 

Directory  of  consumers  interested 
in  sharing  information  about  mental 
health  on  the  Internet 

Legal,  legislative,  and  research 
issues;  searchable 
worldwide  database 

Guide  to  online  therapy,  wiitten 
by  a  former  patient;  introductions 
to  legal  and  ethical  concerns 
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sionals  say  that  in  most 
cases,  online  counseling 
should  be  used  as  an  adjunct 
to  traditional  in-person  ther- 
apy. For  one  thing,  nonver- 
bal cues  so  important  to  a 
therapist's  understanding  of 
a  patient  cannot  be  communi- 
cated well  electronically.  And 
wliile  stuches  have  shown  re- 
mote therapy  to  be  helpful 
for  straightfonvard  problems, 
such  as  mild  depression  and 
phobias,  it  is  not  recommend- 
ed for  treating  serious  ill- 
nesses such  as  schizophrenia 
01'  depression  so  severe  that 
the  patient  is  suicidal. 

If  vou're   interested  in 


and  universities.  One  such 
project  involves  online  psy- 
chiatry clinics  offered  by  the 
University  of  Kansas. 

In  addition,  dozens  of  psy- 
chiatrists, psychologists,  and 
counselors  make  their  ser- 
vices    available  through 


Before  you  sign 
up,  you  should 
know  the  thera- 
pist's real  name,  ad- 
dress, credentials, 
and  references.  A 
reputable  site  should 
tell  you  how  long  you 
will  have  to  wait  for  a 
response,  whether  en- 
cryption is  available  for 
your  exchanges,  and  what 
the  limitations  of  this  form 
of  therapy  are.  "The  more  in- 
formation a  provider  gives, 
the  happier  we  are,"  says 
John  Grohol,  a  psychologist 
and  du-ector  of  Mental  Health 
Net,  which  verifies  creden- 
tials of  online  counselors. 

Licensing,  liability,  and  eth- 
ical issues  remain  fuzzy. 
There  are  no  formal  stan- 
dards for  cybertherapy,  noi- 
ls there  any  regulation.  Since 
professional  licenses  are  is- 
sued by  states  and  the  Inter- 
net cuts  across  state  and  na- 
tional borders,  it's  unclear 
who  would  have  jmisdiction  if 
a  patient  wanted  to  sue. 

Despite  these  challenges, 
the  cybersluink  field  is  gi"ow- 
ing.  "I  think  we  are  going  to 
see  an  explosion  of  this  sort 
of  therapy,"  says  Martha 
Ains worth,  a  Piinceton  (N.J.) 
Inter-net  consultant  who  cre- 
ated the  Metanoia  Guide  to 
Consumer  Internet  Mental 
Health  Services  Web  site. 
While  on  a  long  trip, 
Ainsworth  started  corre- 
sponding with  a  counselor  via 
E-mail  and  continued  for  over 
a  year  "It  was  a  wonderfully 
positive  experience,"  she 
says.  "I  shared  what  was  go- 
ing on  in  my  life  with  some- 
one who  brought  professional 
expertise  into  the  relation- 
ship. It  really  helped  me 
through  some  rough 
patches."       Heatltei-  Millar 


WORTH  NOTING 


■  BONUS  FOR  SKIERS.  Vail  Resorts  CEO  Adam  Aron,  a 
former  United  Airlines  honcho,  is  bringing  an  airline 
marketing  ploy  to  the  slopes.  Called  peaks,  the  new 
program  rewards  frequent  skiers  at  Vail,  Beaver  Creek, 
Breckenridge,  and  Keystone  in  Colorado,  with  points 
that  can  be  traded  for  lift  tickets  and  other  rewards. 
Dial  303  504-5870,  or  check  the  Web  at  www.snow.com. 
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I  CONNECTIONS :  Competitive  Strategies 
for  the  Age  of  e-business 

I    November  5-6,  1997  •  The  Plaza  Hotel  •  New  York 


3IRAII0 

m 
d 


connecUons  The  Internet  isn't  a 

It  isn't  hype.  It's  nothing  short  of  a  revolution.  A  borderless  marketplace  that  is 
changing  the  way  businesses  do  business.  ,  '  _ 

CEOs  eager  to  reap  the  Internet's  rewards  of  speed,  communication,  and 
competitiveness  must  carefully  examine  their  organizations  as  well  as  the  impact  of 
industry  unlimited  by  time  and  space.  The  senior  team  must  act  quickly  to  formula 
new  strategies  today  that  will  keep  their  companies  ahead  in  the  future. 

CONNECTIONS:  Competitive  Strategies  for  the  Age  of  e-business  will  help 
CEOs  and  the  most-senior  executives  make  the  Internet  work  to  their  competitive 
advantage.  This  interactive  forum  from  Business  Week  and  IBM  will  be  the 
opportunity  to  unleash  the  power  and  promise  of  the  Internet.  It  won't  just  open 
doors,  it  will  open  minds.  ^ 

tramjormtng 
businesses 


USA* 


I 
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JCTION  INDEX  ■  PRODUCTION  INDICATORS 


}  from  last  week:  0.2% 
i  from  last  year.-  5,6% 


t  Feb  June  Oct 

16  1997  1997  1997 

tx  IS  a  4-week  moving  average 

ction  index  climbed  for  the  fourth  vi/eek  in  a  row  during  the  week 
)  Oct.  4.  The  unaveraged  index  also  advanced  by  0.9%  to  127.1, 

After  seasonal  adjustment,  output  of  autos,  electricity,  oil,  coal,  and 
re  up.  Rail-freight  traffic  rose  2.2%,  as  the  Association  of  American 
reported  that  railroad  intermodal  volume  had  set  a  weekly  record  for 

Production  of  raw  steel  fell  3.2%  and  trucks  dipped  by  2.4%. 

index  copyright  1997  by  The  McGfaw-HiII  Companies 


NG  INDICATORS 


TE  BOND  YIELD.  Aaa  (10/10)  7.00%    7.01%  -5.8 


S  FAILURES  (10/3)  NA        na  na 

'ATE  LOANS  (lO/l)  bilhons  NA          NA  NA 

JPPLY.  M2  (9/29)  billions  $3,995.6  $3,992. 7r  5.8 

lAlMS,  UNEMPLOYMENT  (10/4)  thous.       304       309  -6.5 


0/10)  8.50         8.50  8,25 


LATEST      WEEK  YEARLY 

WEEK        AGO  %  CHG 

STEEL  (10/11)  thous.  of  net  tons  2.178      2,155#  8.0 

AUTOS  (IQ/U)  units  123,362  124,549r#  -4.8 

TRUCKS  (10/11)  units  137,857  141.574r#  13.4 

ELECTRIC  POWER  dO/ll)  millions  of  kilowatt-hrs.  64,585     63,525#  9.3 

CRUDE-OIL  REFINING  (10/11)  thous.  of  bbl./day          NA     15.086#  NA 

COAL  (10/4)  thous.  of  net  tons  21,253#  21,543  -3.5 

LUMBER  (10/4)  millions  of  ft.   476. 6#     479.9  -1.3 

RAIL  FREIGHT  (10/4)  billions  of  ton-miles  28. 0#      27.4  0.7 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports.  Edison  Electric 
Institute,  American  Petroleum  Institute.  Energy  Dept  .  WWPAl    SFPAz.  Association  of 
American  Railroads 


LATEST  WEEK  YEARLY 

WEEK  AGO  %  CHG 

GOLD  (10/15)  $/troy  oz.  325.500  332.600  -14.4 

STEEL  SCRAP  (10/14)  #1  heavy,  $/ton  139.50  137.50  10.3 

36.8  98.2  1.4 

78.5  79.0  23.6 

COTTON  (10/11)  strict  low  middling  1-1/16  in.,  g/lb.  69.32  69.60  -6.2 

20.63  21.93  -18.7 

CRB  FOODSTUFFS  (10/14)  1967=100  243.73  244.56  -4.4 

CRB  RAW  INDUSTRIALS  (10/14)  1967=100         334.79  334.16  -0.6 

Sources:  London  Wednesday  final  setting,  Chicago  market,   Metals  Week,  Memphis 
market.  NYMEX.  Commodity  Research  Bureau 


LATEST  WEEK  YEAR 

WEEK  AGO  AGO 

121.22  121.59  112.13 

1.75  1.75  1.54 

1-62  1.62  1.58 

5  86  5.89  5.20 

1709.0  1721.5  1536.5 

1.39  1.37  1.36 

7  732  7.754  7.785 

TRADE-WEIGHTED  DOLLAR  INDEX  (10/15)          105.7  105^^  gai" 


LATEST 
WEEK 


WEEK 
AGO 


YEARLY 
%  CHG 


liCES  (10/10)  S&P  500 


966  98     965.03  38.0 


COPPER  (10/10)  e/ib. 


ALUMINUM  (10/10)  e/ib. 


lAL  MATERIALS  PRICES  (10/10)  105.1     105.1     -2.5         OIL  (10/14)  $/bbi 


standard  &  Poor's,  Moody's,  Journal  of  Commerce  (mde 
serve.  Labor  Dept 


1990=100), 


FOREIGN  EXCHANGE 


EST  RATES  1 

LATEST 

WEEK 

YEAR 

WEEK 

AGO 

AGO 

FUNDS  (10/14) 

5.61% 

5.42% 

5.41% 

;iAL  PAPER  (10/14)  3-montti 

5,53 

5-50 

5.42 

ATES  OF  DEPOSIT  (10/15)  3-month 

5.65 

5.61 

5.40 

RTGAGE  (10/10)  30-year 

7.45 

7.45 

8.09 

BLE  MORTGAGE  (lO/lO)  one-year 


5.73 


5.65 


5.92 


JAPANESE  YEN  (10/15) 


GERMAN  MARK  (10/15) 


BRITISH  POUND  (10/15) 


FRENCH  FRANC  (10/15) 


ITALIAN  LIRA  (10/15) 


CANADIAN  DOLLAR  (10/15) 


MEXICAN  PESO  (10/15) 


AUTOS  (IQ/U)  units 
TRUCKS  (10/11)  units 


COAL  (10/4)  thous.  of  net  tons 
LUMBER  (10/4)  millions  of  ft. 


PRICES 


Sources:  Major  New  York  banks.  Currencies  expressed  in  units  per  U.S  dollar. 
Federal  Reserve,  HSH  Associates,  BloomDerg  Financial  Markets  except  for  British  pound  in  doilars.  Trade-weighted  dollar  via  J, P.  Morgan 


in  the  production  indicators  are  seasonaih  Jjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
l=Western  Wood  Products  Assn        2=Sr       n  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


[E  WEEK  AHEAD 


TIONAL  TRADE 

Oct.  21,  8:30  a.m.EDT>  The 
ince  for  goods  and  services  in 
expected  to  show  a  deficit  of  $10 
ased  on  the  median  forecast  of 
ts  surveyed  by  mms  International, 
The  McGraw-Hill  Companies.  The 
it  swelled  to  $10.3  billion  from 
on  in  June.  August  exports  are 
to  have  risen  to  $78  billion,  after 
to  $77.4  billion  in  July.  Imports 
ted  to  have  risen  to  $88.2  billion, 
ping  to  $87.7  billion  in  July.  The 
hird-quarter  trade  gap  is  shaping 
will  provide  a  drag  on  third-quar- 
1  in  real  gross  domestic  product, 
J  for  release  on  Oct.  31. 


FEDERAL  BUDGET 

Wednesday,  Oct.  22,  2:00  p.m. edt>  For 
September,  the  final  month  of  the  1997  fis- 
cal year,  the  Treasury  is  expected  to  report 
a  deficit  of  $46  billion,  based  on  the 
results  of  the  mms  survey,  compared  to  a 
gap  of  $35.3  billion  in  September,  1996. 
It  the  projection  is  on  the  mark,  the  1997 
deficit  will  total  $29  billion,  the  lowest  for 
any  fiscal  year  since  1974.  Moreover,  the 
deficit  as  a  percentage  of  gross  domestic 
product  will  fall  to  only  0.4%,  Given  con- 
tinued strong  growth  into  1998,  the  deficit 
for  fiscal  1998  should  at  least  equal  that 
performance.  Since  the  report  is  the  last  for 
the  fiscal  year,  there  is  often  a  reporting 
delay,  as  the  final  accounts  are  reconciled. 


UNEMPLOYMENT  CLAIMS 

Thursday.  Oct.  23,  8:30  a.m.EDT>  First- 
time  filings  for  jobless  benefits  in  the  week 
ended  Oct.  18  are  expected  to  have 
remained  close  to  their  recent  weekly  aver- 
age of  about  310,000.  The  September  aver- 
age of  claims  stood  at  308,000,  the  lowest 
for  any  month  since  1989,  suggesting  that 
labor  markets  continue  to  tighten.  Recent 
claims  numbers,  which  tend  to  foreshadow 
movements  in  the  unemployment  rate,  sug- 
gest that  joblessness  will  fall  further  in  com- 
ing months,  from  4.9%  in  September.  The 
claims  data  will  be  increasingly  important  to 
Wall  Street  in  coming  weeks,  given  the  Fed- 
eral Reserve  chairman's  focus  on  labor  mar- 
kets in  recent  congressional  testimony. 
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This 
Week, 
Online  ] 

Business  Week  presents  i 
frequent  live  conferences  i 
and  chats  on  America  i 
Online-your  opportunity  to  j 
ask  questions  about  tea-  i 
tures  from  the  magazine,  j 

Sunday  <-'^ 

Executive  education:  Hear 
about  the  best  places 
for  sharpening  your 
management  skills.  The 
guest  will  be  Penn  State's 
Albert  A.  Vicere  of  the 
Institute  for  the  Study  of 
Organizational  Effectiveness, 
with  BW's  Jennifer  Reingold. 
Oct.  19 

9  p.m.  EOT  in  BW  Online's 
Conference  Room 

Monday 

Every  week  at  the  same  time, 
BW's  Enterprise  edition 
presents  a  discussion  of 
topics  vital  to  the  success  of 
small  business  and 
entrepreneurs.  Tune  in 
regularly!  Oct.  20 
8  p.m.  EDI  in  the 
BW  Enterprise  Chat  Room 

AOL  keyword:  BW 

Transcripts  of  all  conferences 
are  available  for  downloading 
from  the  BW  Online  area  on  AOL 
soon  after  each  event. 


For  a  free  trial  diskette 
including  50  free  fiours  on 
OL,  call  1-800-641-4848 
'  mention  Business  Week. 


Index  to  Companies 

This  iridex  gives  the  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 
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Editorials 


LET'S  NOT 

TIGHTEN  NOW  

The  inflation  hawks  are  circling  again.  Thii'd-quarter  growth 
is  lilvely  to  exceed  3%,  and  that  would  mean  the  U.  S.  econ- 
omy has  grown  by  almost  4%  in  the  past  yeai-,  well  above  the 
hawks'  supposed  speed  limit  of  2.5%.  So  Alan  Greenspan  is  once 
again  under  presswe  to  raise  rates  to  head  off  an  inflationaiy 
siu'ge.  Indeed,  the  Fed  chairman  appeai'ed  to  be  prepaiing  the  fi- 
nancial markets  for  such  action  when  he  sounded  an  alarm 
about  the  possibility  of  rising  wage  costs  in  remarks  before 
Congress  on  Oct.  8.  The  dour  warning,  coming  just  a  few  months 
after  Greenspan's  upbeat  assessment  of  the  economy,  may  have 
been  merely  a  tactical  concession.  But  it  was  a  shocker 

Those  who  would  confine  the  economic  agenda  to  infla- 
tion-fighting should  consider  this:  If  growth  had  been  held 
down  to  2.5%  over  the  last  18  months,  the  U.  S.  would  have 
given  up  $150  biUion  in  economic  output.  The  unemployment 
rate  would  have  been  more  than  half  a  percentage  point 
higher,  putting  750,000  people  out  of  work. 

Allowing  the  economy  to  gi-ow  has  had  enormous  benefits. 
Real  incomes  are  rising  for  white-  and  blue-collar  workers 
alike,  after  years  of  stagnation.  Strong  growth  has  made 
getting  people  off  the  welfare  rolls  far  less  painftil  than  many 
expected.  And  for  the  fii'st  time  in  a  generation,  the  federal 
government  may  report  a  budget  sui'plus. 

What's  more,  there  is  little  reason  to  feai-  a  resiu'gence  of  in- 
flation soon.  Third-quarter  productivity  gfovAh  should  top  2%, 
and  profits  could  rise  by  more  than  15%  this  quaiter  (page  46). 
Corporations  clearly  can  shoulder  modest  wage  increases. 
Goods  inflation,  outside  of  food  and  energy,  is  rising  at  only 
0.6%.  half  the  rate  of  a  yeai'  eai'lier.  And  despite  a  surge  in  con- 
sumer spending,  the  expansion  is  still  investment-led. 

No  question,  it  may  be  necessary  to  raise  rates  and  slow  the 
economy  down  at  some  point.  But  let's  not  forget  that  carrying 
the  fight  against  inflation  to  an  extreme  would  prevent  the 
U.  S.  from  reaping  the  many  benefits  of  globalization  and  the 
strong  pi-oductivity  gi'owth  manifest  in  the  New  Economy. 

A  NEW  CADRE  OF 
FAST-TRACK  FINANCIERS 

A decade  or  so  ago,  economist  Lester  Thurow  of  the  Mass- 
achusetts Institute  of  Technology  observed  that  while  fi- 
nance was  supposed  to  serve  as  handmaiden  to  industiy,  in- 
dustry seemed  to  be  becoming  a  playtliing  for  finance.  Other 
acerbic  critics  of  the  last  decade's  financial  doings  asserted 
that  the  economy  was  being  propped  up  by  what  one  called 
"paper  entrepreneurialism."  At  a  time  when  leveraged  buy- 
outs were  all  the  rage,  these  comments  had  a  ring  of  trath. 

Today,  though,  with  the  financial  markets  so  much  larger, 
stronger,  and  more  vibrant  than  they  were  then,  it's  clear 
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that  the  world  of  finance  has  evolved.  There  are  two  w; 
look  at  financial  mai-kets  today,  mai'kets  in  which  trillions  i 
lai-s'  worth  of  foreign  exchange  and  securities  are  traded* 
Think  of  them  first,  juxtaposed  against  traditional  notions 
"real  economy,''  as  a  giant  parallel  universe  in  which  mo  i 
raised,  fortunes  are  risked,  and  profits  are  booked.  A' 
same  time,  think  of  the  markets  as  a  vital  and  critical  act 
the  global  economy — pushing,  pulling,  and  influencing) 
nomic  policy.  For  all  their  gTta-ations,  financial  market' 
over  time,  tend  toward  efficient  outcomes.  And  that's  a  !• 
that  is  diiven  home,  over  and  over  again,  both  in  the  m 
themselves  and  in  the  global  economy  (page  122). 

The  new  stai*s  of  fmance,  a  number  of  whom  are  not  A 
icans,  such  as  the  21  financiers,  scholar's,  and  investors  pr 
in  this  issue,  have  each  played  a  part  in  designing  the 
world  of  finance.  So,  too,  have  then-  intellectual  predecesi 
such  as  Nobel  prize-winning  finance  economists  Robe 
Merton  and  Myron  S.  Scholes,  who  were  cited  for  their  wch 
detennining  the  value  of  derivatives.  By  searching  out. 
niches  and  new  products  ai'ound  the  globe,  and  by  probinj 
inefficiencies  of  markets,  these  people  have  helped  to ; 
mote  a  dynamic  and  energetic  engine  of  growth.  The  wor 
finance,  in  turn,  has  taken  the  lead  in  shovring  the  reJ' 
the  world  how  to  become  more  efficient. 

FOR  LATINS, 
TAKEOFF  TIME 

^^uietly  but  impressively,  businesses  across  a  range  of  | 
\_Fsumer  industries  are  beginning  to  make  their  mar 
Latin  America.  Promising  startups  ai"e  selling  everything 
sweets  to  softwai'e,  while  established  conglomerates  are  gu 
and  restmctming  their  businesses,  focusing  on  a  more  s( 
gi'oup  of  products.  Across  Latin  America,  countries  are 
tering  a  critical  stage  of  development  as  they  sell  into  a 
ket  of  470  million  consimiers  in  28  countries  (page  71). 

A  happy  combination  of  factors  is  fueling  this  acti 
Latin  nations  worked  through  their  debt  pi'oblems  of 
1980s.  They  opened  up  theii'  economies  to  tirade,  competin 
and  investment,  and  rising  incomes  soon  provided  a  ra 
market  for  cheap  housing  and  cheap  refrigerators.  A  i 
class  of  managers  and  entrepreneiu's,  many  of  them  educ3 
in  U.  S.  business  schools,  has  taken  the  helm  and  embr 
cross-border  investments  and  productivity-enhancing  t 
nologies.  Today,  the  wholesale  cost  of  a  T-shirt  in  Brazil  is 
compared  with  90?  for  a  similar  sliirt  made  in  China.  Chil 
companies  have  plowed  $8  billion  into  investments  abrc 
Small  companies  routinely  report  profits  on  the  Inten 
and  some  seek  capital  tlii'ough  American  depositaiy  recei 

For  all  this  progi'ess,  though,  the  region  is  still  unde 
veloped  in  many  ways.  For  businesses  to  prosper  in; 
mar-ket,  governments,  too,  must  become  more  open  and  1 
cornapt.  Basic  institutions,  from  labor  mai'kets  to  tax  str 
tures,  must  be  i-eformed.  Still,  a  number  of  hvely  com; 
nies  are  models  for  how  to  sell  to  Latin  American  consumf 
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\R  turbocharged 

Union  Pacific's^ 
data  engine. 


"We  wanted  a  data  warehouse  powerful  enough 
to  handle  complex  business  questions  and  scalable 
enough  to  take  us  into  the  next  century. The  NCR 
Teradata  database  made  NCR  the  obvious  choice." 

Wlien  Union  Pacific  was  lool<ing  to  implement  an 
enterprise-wide  scalable  data  warehoLise  strategy,  they 
asked  NCR,  the  world  leader  in  data  warehousing, 
to  get  the  project  started  on  the  right  track. 
'm'^InDATAJ  Our  NCR  Services  professionals  helped 
^^'ll^j'.l'mlAH  Union  Pacific  consolidate  dozens  of 
disparate  systems  into  a  single  1.1-terabyte  scalable 
data  warehouse  that  captures  and  stores  all  their 
mission-critical  transportation  and  logistical  information. 

Running  our  NCR  Teradata  database  on  our 
scalable  NCR  WorldMark'"  servers  enables  unmatched, 
ad  hoc,  complex  business  questions. This  gives  Union 
Pacific's  2,300-1-  users  the  power  to  track  everything 
from  accounts  payable  to  locomotive 
and  car  movement,  resulting  in  millions 
of  dollars  in  savings  each  year. 

To  learn  more  about  how  NCR 
can  help  you  set  up  a  scalable  data  warehouse  that's 
perfect  for  your  business  needs,  call  1  800  CALL-NCR, 
ext.  3000.  Or  visit  us  at  www.ncrcom.To  learn  more 
about  Union  Pacific,  visit  www.up.com. 


(^NCR 


Transactions  in  the  Age  of  the  Consumer 


L.  Merill  Bryan,  Jr 
Senior  Vice  President 
Information  Technologies 
Union  Pacific 


All  WofldMark  servers  shown  feature  Intel 
Pentium  Pro  processors  Tfie  Intel  Inside  Logo 
and  Pentium  are  registered  trademarks  of  Intel 
Corporation  Teradata  is  a  registered  trademark 
and  WorldMark  is  a  trademark  of  NCR  Corporation 


a  variety  of  configurations  is  an  exercise  in  convenience,  not  an  exercise  in. .a 


wheelbase  Grand  Caravan,  is  37.  Which  we  figure  is  just  alxnit  right  for  your  cm 


call  1-800-4-A-DODGE  or  roll  your  cursor  over  to:  ww\v.4aclod ge.com 
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